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What is a Financial
Marketplace?
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In the realm of financial marketplaces
there’s a broad spectrum to understand

FINANCIALEDGE!

Negotiate and execute trades
in various financial instruments
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Diving into the Depths...

Rich variety of instruments

Appealing to different participants

Subject to varying degrees of regulation

AMAO

Providing a structured environment

J
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What are the different
classifications of financial markets?

FINANCIALEDGE!
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Primary vs.
Secondary

T

Primary Market VS  secondary Market

Signifying the Subsequent trading
initial offering

FINANCIALEDGE!

Cash vs.
Derivatives

— O
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Cash Markets VS Dperivatives Markets
Dealing with immediate Centered on contracts
asset exchanges based on future asset values
FINANCIALEDGE!
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Exchange Trading VS

Transactions are
centralized and regulated

FINANCIALEDGE!

Over-the-Counter
(oTc) Trading

More flexible
and decentralized

FINANCIALEDGE!

®
ws

Quote-Driven Market VS

Dealers set the prices

Quote-Driven
vs. Order-

Driven

O

Order-Driven Market

Prices are determined by
collective investor orders

FINANCIALEDGE!

© 2024 Financial Edge Training




FINANCIALEDGE!

Primary vs.
Secondary Market

FINANCIALEDGE!
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Primary vs.
Secondary

© @

Primary Market Secondary Market

FINANCIALEDGE!

FO

Primary Market

l Can be seen as the launchpad for new securities

@ .
cOmpany Government

STOCKS BONDS .FJNANCIALEDGE'
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FO

Primary Market

5 Enables entities to gather fresh capital

A company $ Investors take a
vy initiates an IPO stake in its journey
N\ | /g
FINANCIALEDGE!
(]
Primary Market
5 Enables entities to gather fresh capital
Group of Underwriters
\| = @ (O setting the debut price
| — (O Orchestrating the sale
— O New securities make a grand entrance
—— FINANCIALEDGE!
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FO

Primary Market

é., Access to this market is dominated by institutional investors
&
Pricing
< * A A
Is]( O@
= .
Issuers and Gauging demand To set initial
underwriters and potential value of securities
FINANCIALEDGE!
Primary vs.
Secondary
Primary Market Secondary Market
FINANCIALEDGE!
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bl
Secondary Market

(a] Doesn't involve the issuers directly but serves
o as a stage where securities change hands

Offer liquidity Investors Facilitated by

(o) (sr)  (exenanges) (o1 piattorms )

Over-the-Counter

FINANCIALEDGE!

o

Secondary Market

Welcomes a broader audience including

institutional and individual investors

£

f“ ’ Supply and

Market
‘] - demand

timent
I és I \ sen

*

~

Y. Influenced f Overarching
-l by company . economic ’.lg
) performance I Prices I | conditions e
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o

Primary Market

Launchpad for
new securities

)

Allows entities to
bolster capital

)

Y 7\ X .
'\é" Continued worth

i

Secondary Market

=0

(

i) luidi
i@ Fluidity )
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Cash vs. Derivatives Market

&

Ne
. dh
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Cash vs.
Derivatives
— $
Cash Derivative
Markets Markets
FINANCIALEDGE!

© 2024 Financial Edge Training 12



FINANCIALEDGE!

Cash
Markets

The bustling heart of commerce, where transactions are immediate

Securities, currencies & commodities

‘ON THE SPOT'

.......
cccc
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0
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FINANCIALEDGE!

Cash
Markets

A trader buys 10,000 shares on the stock exchange which has a T+2 settlement convention

Spot, immediate settlement
2 business days after the transaction date

\ 4 \ 4

T T+2

¥ A 4

. +10,000 shares
Transaction agreed :
- Agreed upon spot price

Transaction date

FINANCIALEDGE!
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Cash vs.
Derivatives

Cash
Markets

$
$$$

Derivative
Markets

FINANCIALEDGE!

$
$$$

Derivative
Markets

.
“““l |

Hedges positions against what tomorrow might bring,
or speculating on shifting market trends
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$
$$$

Derivative
Markets

A trader buys EURUSD 6M forward. The price is agreed today, settiement 6M after spot

Settlement 6 months after spot at
price agreed upon at the transaction date

\ 4 \ 4

T Spot+ 6 months

¥ ¥

: +Agreed upon EUR amount
Transaction agreed -Agreed upon USD amount

Transaction date

O
w5 &
Exchange Traded vs.
OTC Market
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Exchange
vs. OTC

OTC
Markets

Over-the-Counter

Exchange
Trading

FINANCIALEDGE!
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0 Regulated and transparent
trading environment

Exchange
Trading

Stocks ETFs Futures Options

Ensures investor protection

Prices Volumes Market depth

FINANCIALEDGE!

Q Clearing and settlement
processes are centralized

Minimizing Ensure trade
counterparty risk execution

Exchange
Trading

Participation from retail
and institutional investors

Active and diverse Supply and demand
trading landscape dynamics
FINANCIALEDGE!
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Exchange
vs. OTC

OoTC
Markets

Over-the-Counter

Exchange
Trading

FINANCIALEDGE!

Financial instruments not found 0
on regulated marketplaces

> o o
YRYRY,

OTC
Markets

Over-the-Counter

Bespoke Less common
derivatives stocks & bonds

Terms privately negotiated
between the counterparties

Attracts institutional and 0
sophisticated investors

FINANCIALEDGE!
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Electronic Communication
Networks (ECNs)

FINANCIALEDGE!

Exchange =€) orc 8o

sctronic. Over-the
Traded Q= | i o

FINANCIALEDGE!
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Exchange = ECNs orc ®o

Electronic

Traded 6 « Communication ?gg:rfpeer

Networks

( 4 )

than OTC
\_ J
( )
Transparent [ Less transparent
trading
o J

Regulated . Less regulated

Centralized tradin . Direct tradin
Neither a conventional
exchange nor
a straightforward
Standardized products OTC market ( often customized contracts

FINANCIAL EDGE!

(s oS

°
Quote-Driven vs.
d \Y
Order-Driven

FINANCIAL EDGE!
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Quote-Driven

vs. Order-
Driven

w3 e

Quote-Driven Order-Driven
Markets Markets

FINANCIALEDGE!
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&6 Quote-Driven Markets

Provide liquidity by quoting executable bid and ask prices for financial instruments

% & o

OTC markets operate Market makers Ready to buy
as quote-driven markets play crucial role and sell at any time
Price? Bid: 52 Ask: 53

‘ ‘ m NOT RISK FREE OR GUARANTEED

FINANCIALEDGE!

Quote-Driven

vs. Order-
Driven

w3 288

Quote-Driven Order-Driven
Markets Markets

FINANCIALEDGE!
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ee® Order-Driven Markets
A

Trades executed using an electronic list of buy and sell orders

The Buy 50 Buy 250 Sell 200 Buy 150 Sell 75 Sell 100
Ordef at 51.5 at 52 at53.5 at52.5 at54 at53
Book
Trade materializes when these bids and asks align,
leading to an execution
i -
T} STOCKEXCHANGES -‘é‘- INFORMED DECISION-MAKING

FINANCIALEDGE!

208 W

Order-Driven Quote-Driven
Markets : ' Markets

,@ Highly liquid .@ Less liquid

T Perceived Less Less
P 4 fairness transparency standardization
S Hybrid approach )
Stock exchange employs market makers to Maintaining an electronic order book
ensure liquidity and orderly market conditions for most of its transactions
FINANCIALEDGE!
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The Order Book

FINANCIALEDGE!

.
The
Order
Book
\_

“ R

Essential tool in
financial markets

Compiling all buy and sell orders
for a particular financial instrument

. $
3 560
@i@‘ ) © ¢

Stocks Bonds Derivatives

FINANCIALEDGE!
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Example

BT EETTER

ASK

} LEVEL 1DATA

40 3,560 98.23 98.25 1,420 34 Top of the
] order book
21 2,177 98.22 98.26 17 38
25 3,213 98.21 98.27 17 41
13 2,567 98.20 98.28 2,430 32 > LEVEL 2 DATA
17 1,543 98.19 98.29 2,225 17
9 851 98.18 98.30 3115 17
J
Prices as of 17/01/2024 FINANCIAL EDGE
4 )

The A
Order
Book

Price Discovery Process

( supply (sell orders) )
( Demand (buy orders) )

FINANCIALEDGE!

© 2024 Financial Edge Training 25



FINANCIALEDGE!

The
Order . Analyze Market / Price

BOOk C Concentration of sell orders at a certain price )

C May suggest a resistance level )

FINANCIALEDGE!

The
Order l Market’s Depth

BOOk Capacity to handle substantial

orders without affecting the price

“Deep” if there is substantial volume
of orders at proximate levels

FINANCIALEDGE!
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Market Price Quotation

FINANCIALEDGE!

Whether we are navigating...

= o
4 s |

Exchange ECNs OoTC
Traded Platforms Markets

The principles of market price quotation remain consistent

FINANCIALEDGE!
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Market Price Quotation

O L& u

Last Price Bid Price Ask Price Mid-Price

FINANCIALEDGE!

98.23 98.25 1.0873 1.0874

Prices as of 17/01/2024

Last Price @

The last price is the Constantly changing )
price at which the latest last price is indicative hgsgs{ézl:tersiégézia
trade was agreed of a highly liquid market P

FINANCIALEDGE!
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1.0874

Last
10:52:57

1.0873 1.0874

Bid Ask

Prices as of 17/01/2024
° o L]
K} B~
Bid Price = o Ask Price <zjj
Maximum level buyers are willing to pay Minimum price sellers are willing to accept
Investors can sell immediately at the bid price Investors can buy immediately at the ask price

Quotes include the size the prices are good for (number of securities or notional amounts)
FINANCIALEDGE'

98.23 1.0874

Last Last
10:52:33 10:52:57

Prices as of 17/01/2024
Mid-Price &

Calculated as an average of bid and ask prices

FINANCIALEDGE!
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Trading Costs

FINANCIALEDGE!

Understanding the true cost of an investment

X

Calculating the expected return

-

PLIANN
asear

K=l =

Market
price

C Financial instrument )

N

Trading
costs

CcOmprehensive qssessment)

FINANCIALEDGE!
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P/IA\N\N
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Market Price Trading Costs
Price a financial instrument

is traded in the market

Expenses incurred during the buying

and selling of financial instruments
m) G. .
-A= Supply and demand dynamics
B
HUM
% Economic indicators
' 3 . . L
Explicit Implicit
% costs costs
PO Prevailing market sentiment
FINANCIALEDGE!
Explicit costs
Costs that are directly observable and are usually disclosed upfront
o - s 0@
>
'€ € = N
Broker Exchange Regulatory
Commissions Fees Fees & Taxes
Charged by brokerage Incurred for using the Imposed by government
firms for executing trades infrastructure of an exchange entities or regulatory bodies
FINANCIALEDGE!
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Implicit costs

Costs that are not explicitly charged but occur as a result of trading

— -y
Z i uall

Bid-Ask Market Slippage
Spread Impact ppag
What buyers are prepared to The effect of a large order Gap between the expected
pay (bid) and what sellers are has on the market price execution price and the actual
willing to accept (ask) of a security execution price of a trade
FINANCIALEDGE'

O
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Bid-Ask Spread —
Main Drivers

FINANCIALEDGE!
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Bid-Ask Spread

£, O

ol ||
Bid Ask
The price a buyer Lowest price a seller
is willing to pay “ is willing to accept
FINANCIALEDGE!

Main Drivers of the Bid-Ask Spread

HIGH % Low §

[/
|‘l )] Liquidity (Narrower spread) C Wider spread )
——
w_/y"’_?é_ Volatility ( Wider spread ) (Narrower spreod)
Market Maker .
' COmpetltlon (Narrower spread) C Wider spread )

FINANCIALEDGE!
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Bid-ask spreads for the same
financial instrument can vary over time:

almm'y alam's ﬁ
BEEE 00

Time Calendar Pre-Data
of Day Effects Release Periods
Peak hours: Times of the year: . .
Spreads may narrow Holiday season Spreads may widen in

anticipation of potential

A market movements and
off-peak hours: Wider spreads: General increased volatility

Spreads may widen decrease in market activity

FINANCIALEDGE!

Markets

NARROW SPREADS WIDER SPREADS
D  ——

° Cost-effective entries and exits 0 Cautious trading approach
° Active trading approach 0 Higher costs - opening
and closing of positions

FINANCIALEDGE!
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Long vs. Short Positions

FINANCIALEDGE!

G Long

Going long on an asset implies purchasing it with the anticipation of a price increase

™M A D)

Profit Risk Oownership Benefits
( Asset’s price rises post-purchase ) ( Loss if sold at a lower price )
( Sale at a higher price ) ( Loss is capped ) ( Grant dividends )
( Voting rights )
FINANCIALEDGE'
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@ Short

An investor who has sold a security before having bought it is said to be short

M A

Profit Risk

Spread between Price increase —
sale and repurchase prices repurchase at a higher price

FINANCIALEDGE!

FINANCIALEDGE!
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Please do not redistribute these materials without the
express permission of Financial Edge Training.
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