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What Is Risk?



William Duer





This Solitary Tree Lies
Outside the NYSE

In 1792, 
24 brokers met
Underneath this tree
To come up with rules
To make trading
More reliable



“We the Subscribers, Brokers for the Purchase and Sale of 
Public Stock, do hereby solemnly promise and pledge ourselves 
to each other, that we will not buy or sell from this day for any 
person whatsoever, any kind of Public Stock, at a less rate than 
one quarter percent Commission on the Specie value and that 
we will give a preference to each other in our Negotiations. In 
Testimony whereof we have set our hands this 17th day of May 
at New York, 1792.”



National Association of
Securities Dealers
Formed in 1939

Financial Industry
Regulatory Authority
Established in 2007

SEC























John D. Rockefeller Andrew Carnegie



Charles Mitchell



• In the 1920’s, the Federal 
Reserve subscribed to theory of 
“Real Bills”. 

Money should be issued when 
production and commerce expanded, 
and contracted when economic 
activity contracted.



-89%



How Does the Market Prevent Crashes Now?
• SEC was formed (1934)
• Capital Requirement Rules (e.g. leverage ratio of 5%)
• Glass Steagall introduced FDIC
• Provide Insurance

• Limit the relationship between Commercial Banks and 
Investment Banks
• Self-sufficiency

• Halt Trading
• Reduce Panic
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The Rise of Meme Stocks



Robinhood Investor Index





There’s an old saying on Wall Street that the two most important 
emotions are fear and greed and you go from fear to greed in about a 
fraction of a second. So you’re very, very greedy and you say to 
yourself, “I want to make more.” And then, the market goes down ten 
points and you get frightened. “I want to keep what I have,” so you sell 
everything. And that’s how you have a panic. So you can panic on the 
upside — people rushing in to get in before the train takes off — and a 
panic on the downside, trying to get off the train before disaster hits

Robert Sobel, Historian



Charles Mitchell

"Between my horrible poker play 
and the ’29 stock market crash, it 
took many years to gain the smarts 
to keep my investing simple.“ –
Groucho Marx



What do you think Groucho Marx meant by keep
investing simple? 



               

  
  
   
 
  
  
   
  
  
 

                              

Unsystematic Risk
Risk for specific 
companies or sectors

Systematic Risk
Risk related to 
Overall Markets



A Shift to Fund Management – Mutual Funds



Types of Mutual Funds

“Of funds awarded a coveted five-star overall rating, only 12% 
did well enough over the next five years to earn a top rating for 
that period; 10% performed so poorly they were branded with 
a rock-bottom one-star rating.”

https://www.wsj.com/articles/the-morningstar-mirage-
1508946687



Mutual Funds ABCs



The Next Evolution: Exchange Traded Funds (ETFs)



Source: Statista

Mutual Funds vs ETFs



Source: Statista

Mutual Funds vs ETFs



Source: Statista

Growth of ETFs



Source: Statista



Sources: Investment Company Institute, Lipper, and Morningstar

Mutual Funds Expense Ratios



Sources: Investment Company Institute, Lipper, and Morningstar

Sources: Investment Company Institute, Lipper, and Morningstar

ETFs are Economical



Source: Statista



• Cheaper way to achieve diversification

• Lower volatility

• No single-stock risk

• Economical and efficient way to trade basket 
of securities

Stocks have 0% expense ratios… 
why bother with ETFs?



Custodian Cost per ETF/Stock Trade Cost per Mutual Fund Trade

Schwab $0 $25.00 - $49.99

Fidelity Institutional $0 $49.95

TD Ameritrade $0 $49.99

Fraction of the Cost

ETFs are Cheap to Trade



Mutual Fund: Parnassus Endeavor Institutional (PFPWX)

ETF: MSCI USA Momentum Factor (MTUM)

Performance: June 7
Holdings: Apr 30 Performance: June 7

Holdings: June 7

ETFs are Transparent



Why ETFs are more 
Tax-Efficient than
Mutual Funds

Exchange-traded funds are structured in a way to be tax efficient when these funds 
need to increase or decrease shares in response to investor demand.  As a result, most 
exchange- traded funds do not have capital gain distributions that must be passed 
along to the investor at the end of the year. 

Mutual funds are required to pass along any gains or 
losses to their shareholders (i.e., the investor) as 
capital gain distributions. These distributions occur 
at the end of the year for any capital gains generated 
during the year. These gains can be in the form of 
long- or short-term capital gain distributions 
depending on how long the mutual fund has held 
the underlying asset.



Mutual Fund XYZ: 10% return
Portfolio Manager turned over 70% of portfolio

($1bn AUM – traded $700mm notional)

ETF XYZ: 10% return
Passive – nothing traded within basket

5% Capital Gains 
Distribution

Owe Taxes on 
Capital Gains

No Distribution

Capital Gains 
Deferred

ETFs are Tax-Efficient



MUTUAL FUNDS EXCHANGE TRADED FUNDS (ETFs)

More expensive Less expensive

Higher trading costs Lower trading costs

Less price transparency Highly transparent

Less tax-efficient Tax-efficient

Actively managed Passive

More expertise required

What’s the Catch?



Variable Annuities
• Sub-accounts

(Essentially Mutual Funds)
• Layers of Expenses

• Commissions for advisor 
(4% to 7%)

• Mortality (0.5% to 1.5%)
• Administrative Fee (0.3%)
• Investment Management

Fees of Sub Accounts
0.6% to 1.5% 

• Surrender Fees (10% to
20%), 7 years?



Fixed Annuities
• Fixed Rate of Return

• Does not Use Sub-
Accounts

• Expenses
• Commissions for 

Advisor (1% to 3%) 
• Surrender Fees? (10 to 

20%) 4 to 15 year lockup



Index Annuities
• Uses an Index (like S&P

500) to calculate return 
Capped Rate of Return
• e.g. 80% of market

return)
• Commissions (6 to 8%)
• Protection against

downside loss
• Does not include 

appreciation from 
dividends



Pros of Annuities

• Many annuities help 
protect against loss

• Annuities allow you to
have death benefits and
specify beneficiaries

• Functions as forced savings



Cons of Annuities

• Expensive, lots of costs
• Surrender penalties, 

money is locked up for 
long periods of time

• Can be complicated 
products

• Is there active management 
by the advisor?

• Annuitized income might
not keep up with inflation





Independence from 

Institutions and Governments

Control over Digital Assets 

PRIVACY



source: https://nakamoto.com/public-key-cryptography/



source: https://nakamoto.com/public-key-cryptography/



 Private key is like 

the password for 

your Venmo 

account (what’s 

used to sign the 

transaction)



Are there Cryptocurrency 
Custodians?







• Exchanges
• Directly Hold cryptocurrency

• Robinhood
• Coinbase
• Fidelity 401K
• Voyager
• Celsius
• FTX

• ETFs
• In the US, SEC does not allow direct 

exposure to cryptocurrency.  The ETFs is 
based on futures contracts of Bitcoin

• Hedge Funds



15.62

93.45
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Historical Annualized Standard Deviation (Monthly)



Takeaways

Emotions of greed and fear can make things turn on a 
dime



Takeaways

Taking Risk vs Mitigating Risk



Identify Some of Your Risks

• Longevity Risk
• Inflation Risk
• Market Risk 



Identify Ways to Mitigate Risk

• Longevity Risk
• Budgeting
• Utilization of Resources

• Inflation Risk
• Make assets productive

• Market Risk
• Diversification 
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