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Since the beginning of the academic year, thirteen new members joined our project, to

whom I sincerely thank for the effort and commitment. Without them, the ambitious goals of both

generating a positive alpha in our actively managed fund (so far, we have beaten the benchmark by

295 basis points), and creating this newsletter, would not be possible.

Alongside with them, a message of gratitude is acknowledged to Banco de Investimento

Global, a partner and tutor, which supported us throughout the year. With their expertise, a positive

learning environment was created, that leveraged our members’ knowledge.

In addition, I would like to address a word of responsibility to the readers. When creating

this newsletter, we expected it to have a positive impact on investor awareness among Nova’s

students. Despite measuring it being a very complex task, we hope that with this newsletter the

world of asset management and investing became more transparent, clearer and attractive.

Finally, I would like to conclude this message with the feeling of duties fulfilled and the

certainty that the upcoming members of Portfolio Management Club, will be as committed as the

past ones.

António Pereira

“An investment in knowledge pays the best interest”

- Benjamin Franklin

June 2018
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Macro Overview

Top Headlines
Francisco Avelans

Rodrigues

June 2018

Equities

Last Price ∆1M  (%) 

S&P 500 2,705.27 2.16%

STOXX 50 2,746.12 -3.65%

FTSE 100 7,678.20 2.25%

Nikkei 225 22,201.82 -1.18%

VIX 15.43 -3.14%

Bonds

Last Price ∆1M (%) 

US 1Y -2.2231 -0.48%

US 10Y 2.8586 -3.20%

GER 10Y 0.364 -38,91%

UK 10Y 1.230 -13,29%

JAPAN 10Y 0.040 -27.27%

Currencies

Last Price ∆1M (%) 

EUR/USD 1.1693 -3.19%

GBP/USD 1.3298 -3.38%

EUR/GBP 0.8794 0.21%

USD/JPY 108.82 -0.48%

USD/CAD 1.2958 0.90%

CPI meets the analysts expectations with a

value of 2,5%, and increase when compared

with the previous year’s homologous period,

2,4%.

USA GDP On the 30th May numbers on GDP

Q1 (QoQ) were released, falling short of

expectations with a value of 2,2% against a

2,3% forecast.

Italian Political Turbulence. The anti-

establishment Five Star Movement and the

far-right League were close to form a

government. This possibility entailed two

major worries for both investors and EU

commission. One of them is to increase

government spending. Since the country is

already heavily laden this measure might

bring as a reality the current risk of default.

Moreover, the prime minister’s will nominate

as minister of Economy an Eurosceptic

economist is concerning the whole world and

it is having impact on the EUR/USD cross and

on the Italian and other countries bond yields.

EUR/USD. Following the turbulence in Italy

presented above, the euro is weakening

against the US dollar. The euro’s price at

31/05/2018 is at 1,1693.

Crude oil beats its maximum during the

latest month. This increase happened due to

an expansion in demand and a shrink in

supply. At the moment OPEC countries and

Russia are discussing an increment on the oil

production by 1m barrels per day. The market

has already reacted to this new since crude oil

price is already decreasing.

Trade War between EU and USA. President

Trump did not extent the exemption of EU

countries to pay tariffs on aluminum. Jean-

Claude Juncker already announced that

Europe´s will respond in accordance.

Peace after turmoil. The agreement between

the two Koreas led to the peninsula

denuclearization, already in progress,

something in which Kim Jong Un is highly

committed in, but can take decades,

according to specialists.

A less negative trade balance. In March, the

US managed to decrease its trade balance

deficit, exceeding the expectations. It is

currently at -49B USD, which corresponds to

a decrease of 14,9%.

Manufacturing Index. The US preliminary

PMI met the expectation of 56,6. Since it is

greater than 50, we can expect economic

expansion.

Data as of 31/05/2018

Filipe Libório 

Rodrigues

June 2018
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Corporate Overview

Top Headlines

Tomás Pacheco

June 2018

S&P 500 Top Performers

Last Price ∆1M  (%) 

TRIP 52.14$ 38.9%

ALGN 331.95$ 32.1%

TIF 130.78$ 28.7%

FL 53.97$ 26.7%

RL 134.58$ 25.9%

S&P 500 Worst Performers

Last Price ∆1M %) 

SYMC 20.78$ 24.9%

COTY 13.25$ 20.9%

UNM 38.81$ 19%

CAH 52.09$ 18.1%

CPB 33.64$ 17.9%

S&P 500 Sector Perfornance

Last Price ∆1M (%) 

Inf. Tech. 1223.45 5.59%

Industrials 623.49 3.16%

Financials 450.24 -1.21%

Utilities 256.98 -1.41%

Telecoms 144.87 -1.52%

Boeing and Airbus will lose contracts worth

$39 bn to replenish Iran’s aging fleet of

commercial planes as part of the Trump

administration’s imposition of sanctions. The

administration said it was giving most

international companies 90-day and 180-day

“wind-down periods” to exit contracts and

ventures in Iran.

Walmart has won the fight for the takeover of

India’s top online retailer, Flipkart. The

acquisition of about three quarters of

Flipkart’s shares cost Walmart $15 bn. This

operation gives the American retailer a chance

to win over market share from Amazon.

Deutsche Bank is cutting operational costs.

The German lender decided in its annual

general meeting that it would slash around

7000 jobs, mainly in its investment banking

unit. These cuts will shrink the corporate and

investment bank balance sheet by 10%, to

about €900 bn.

Vodafone announced that Vittorio Colao is to

step down as CEO after ten years in the job.

The news came a week after the reported

takeover of Liberty Global’s cable networks

for €18.4 bn. The deal aims to consolidate

Vodafone’s position in Germany and eastern

Europe.

Disney has agreed an all cash, all stock deal

to purchase 21st Century Fox assets and

debt. However, the deal is not yet settled,

since Comcast is also trying to acquire Fox.

On the 23rd of May, Fox announced it would

hold a shareholder vote on the deal with

Disney on July 10.

Xerox called off a merger agreement with

Fujifilm, with whom it has a lasting joint-

venture in Asia selling photocopiers. The deal

was strongly opposed by Carl Icahn and

Darwin Deason, two investors who own more

than 10% of the shares in Xerox.

Facebook’s Mark Zuckerberg was accused

of dodging questions from Members of the

European Parliament. Mr. Zuckerberg was

pressed on Facebook’s responsibility on the

scandal, compliance with new EU privacy

laws, and cooperation with Brussels over

future regulation. The format of the hearing,

with 45 minutes for questions and only 20

minutes for answers, led to Mr. Zuckerberg

only touching on broad themes at the end.

Fifth Third Bancorp, a medium-sized bank

based in Cincinnati, offered to buy MB

Financial, a smaller lender in Chicago, in a

transaction valued at $4.7 bn. The deal

sparked speculation that there are more

banking mergers in the pipeline.

Data as of 31/05/2018

June 2018
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Economic Agenda

Key Takeaways

May preserves the doubts about the global trade war despite improvements in the United

States and China's trade balances. USA's unemployment rate has reduced and Inflation rate has

increased supporting expectations of an interest rate hike shortly. After the uncertainties about

U.S. Manufacturing sector stagnation, the Markit PMI as well as the Industrial Production have

surpassed the expectations in the last reading; on the other hand, signaling factors such as rising

material and construction labor costs are holding down home building despite solid buyer demand.

Hong Kong's first quarter GDP growth has been driven by increased consumption due to

wealth effect. Strong supply-demand factors and gains in global commodity prices contributed to

the improvement in the Chinese Manufacturing PMI reading.

In the Eurozone, accelerated Inflation would launch the debate over when the European

Central Bank should halt its ultra-loose monetary policies.

May

Date Country Event Month Estimate Actual Prior

1/5/2018 Japan Nikkei Japan PMI Mfg Apr F -- 53.8 53.1

2/5/2018 USA FOMC Rate Decision (Upper Bound) May-02 1.75% 1.75% 1.75%

2/5/2018 China Caixin China PMI Mfg Apr 50.9 51.1 51

3/5/2018 USA Trade Balance Mar -$50.0b -$49.0b -$57.6b

4/5/2018 USA Unemployment Rate Apr 4.00% 3.90% 4.10%

8/5/2018 China Trade Balance Apr $27.75b $28.78b -$4.98b

10/5/2018 China CPI YoY Apr 1.90% 1.80% 2.10%

10/5/2018 USA CPI YoY Apr 2.50% 2.50% 2.40%

10/5/2018 UK Bank of England Bank Rate May-10 0.50% 0.50% 0.50%

11/5/2018 Hong Kong GDP YoY 1Q 3.40% 4.70% 3.40%

05/15/2018 France CPI YoY Apr F 1.60% 1.60% 1.60%

05/15/2018 UK Jobless Claims Change Apr -- 31.2k 11.6k

05/16/2018 Eurozone CPI YoY Apr F 1.20% 1.20% 1.30%

05/16/2018 USA Housing Starts Apr 1310k 1287k 1319k

05/16/2018 USA Industrial Production MoM Apr 0.60% 0.70% 0.50%

05/23/2018 USA New Home Sales Apr 680k 662k 694k

05/23/2018 USA Markit US Manufacturing PMI May P 56.5 56.6 56.5

05/23/2018 Eurozone Markit Eurozone Manufacturing PMI May P 56.1 55.5 56.2

05/24/2018 USA Initial Jobless Claims May-19 220k 234k 222k

5/29/2018 Japan Jobless Rate Apr 2.50% 2.50% 2.50%

05/30/2018 USA GDP Annualized QoQ 1Q S 2.30% 2.20% 2.30%

05/30/2018 France GDP YoY 1Q P 2.10% 2.20% 2.10%

05/30/2018 Brazil GDP YoY 1Q 1.30% 1.20% 2.10%

05/31/2018 USA Personal Spending Apr 0.40% 0.60% 0.40%

05/31/2018 China Manufacturing PMI May 51.4 51.9 51.4

Ahmed Asaad

June 2018June 2018
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Key Metrics

Daily returns from one year historical performance were used

Portfolio Managment Club June 2018
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Oscar Li

Monthly Performance

-2,00%

-1,00%

0,00%

1,00%

2,00%

3,00%

4,00%

5,00%

6,00%

7,00%

28-Nov-17 28-Dec-17 28-Jan-18 28-Feb-18 31-Mar-18 30-Apr-18 31-May-18

Portfolio’s Performance Against Benchmark

PMC Benchmark

21,35%

9,45%

50,09%

19,11%

Asset Allocation

Vanguard Total Bonds
Cash
SPY
Stocks

37,79%

24,91%
19,54%

17,77%

Sector Distribution

Technology Financials

Healthcare Utilities

Overview

Overall the portfolio has been over-performing the benchmark

with lower risk metrics. Although the current stocks may had some

fluctuations, the historical performance shows stability and lower

volatility. In the end of the month, the portfolio had the cumulative return

of 6,05% compared to the benchmark of 3,10%.

The Market has been having a sustained growth and recovering

from the previous bear situation. However, US markets have been rattled

by political developments in Italy and also the tariffs on-going

discussions not only to China but also EU and Canada.

On 1 June, US unemployment rate hits 18-year low at 3,8%

which reflected into a bull market. Looking forward, the scenario is

positive and the group believes S&P500 will hit the previous high prices.

From the portfolio, there must be a special attention for the financial

stocks which are close to the Stop-loss prices and the sector itself has

been not as much as attractive than before.

Individual Stocks’ Returns

Current Long Positions
Facebook NextEra Lab Corp PayPal Prudential Invesco

+5,39% +3,58% +8,76% +4,44% -4,97% -8,91%

Previous Long Positions
Synchrony Kraft Heinz Micron Raytheon Navient

+8,33% +1,85% +22,89% +16,36% +9,25%

Data as of 31/05/2018

Monthly Return 0,87%

Monthly St. Dev. 2,41%

Annualized Return 10,85%

Annualized St. Dev. 8,5%

Sharpe Ratio (Info) 1,27

Treynor Ratio 0,16

Skew -1,39

Kurtosis 5,79

June 2018
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Top  Holdings

NAME TICKER DESCRIPTION

Facebook FB

American online social media and social networking

service company. With exponential growth in the usage of social

media, the company is expected to have a continuous increase in its

valuation. Mainly due to innovations and the result of reaching out to

other countries increasing the user database.

Invesco IVZ

American independent investment management company that is

headquartered in Atlanta, Georgia, United States, and has branch

offices in 20 countries. Its common stock is a constituent of the

S&P500 and trades on the New York Stock Exchange.

NextEra

Energy Inc
NEE

The world's largest generator of renewable energy from the wind

and sun. In addition to wind and solar, NextEra Energy Resources

owns and operates generating plants powered by natural gas, nuclear

energy, and oil.

Prudential 

Financial
PRU

Operates through subsidiaries that provide insurance, investment

management, and other financial products and services to both retail

and institutional customers throughout the United States and in over 30

other countries. Principal products and services provided include life

insurance, annuities, pension and retirement-related investments,

administration and asset management, securities brokerage services,

and commercial and residential real estate in many states of the U.S.

PayPal Inc. PYPL

American company operating a worldwide online payments

system that supports online money transfers and serves as an electronic

alternative to traditional paper methods like checks and money orders.

Due to the cancelled agreement between PayPal and eBay, the former

is now able to collaborate with other brands and expand its online

coverage.

LabCorp LH 

American S&P500 company headquartered in Burlington, North

Carolina. It operates one of the largest clinical laboratory networks in

the world, with a United States network of 36 primary laboratories.

LabCorp was an early pioneer of genomic testing using polymerase

chain reaction (PCR) technology, in North Carolina, where it also

performs other molecular diagnostics.

CLOSED POSITION

Navient

Corporation
NAVI

Navient Corporation has ticked upwards since early May when

Mick Mulvaney, Republican director of the Consumer Financial

Protection Bureau, announced revisions to the Bureau’s organizational

structure. Namely, the folding of the Office of Students and Young

Consumers, which advises borrowers on saving and paying for college,

into the Office of Financial Education. This presented an opportune

time to exit as Navient’s future remains foggy as lawsuits accusing the

company of poor lending practices linger.

June 2018

Daniel Soares

June 2018



Portfolio Managment Club

18

Asset Analysis: PRU

DESCRIPTION

Prudential Financial, Inc., is a financial services company

which operates mainly through subsidiaries. The company’s

operations include life insurance, annuities, retirement-related

products and investment management. These operations are

segmented across four divisions: U.S. Retirement Solutions and

Investment Management, U.S. Individual Life and Group Insurance,

International Insurance, and Closed Block division.

Macro Analysis

The insurance sector is, overall, quite exposed to interest rate risk, as insurance

companies’ profitability typically rises or falls in concert with interest rates. With a climate of

climbing interest rates in the U.S., the sector is likely to benefit from higher revenues coming

from receivables indexed to the Fed’s fund rate, like variable annuities.

It is also expected an increasing of demand for pension plans, due to the rise of the

employment rate. With the unemployment rate at a multi-year low, the increase in the number of

workers may be translated into a higher need for employees’ pension plans, resulting into higher

revenues for insurance companies that provide this type of product, as it is the case of Prudential.

Company Overview

Founded in 1886, Prudential is a multinational

company employing nearly 50,000 workers and

operating mainly in the U.S. and Japan. The company

is the 9th largest asset manager in the U.S. with 1,2

trillion USD in AUM. It is also the largest provider of

annuity products in the U.S. and the market leader in

pension risk transfer transactions. The main sources of

Revenues for Prudential are Life Insurance

products/services, with nearly 95% of sales coming

from these operations.

The company recently performed a

restructuring of its segments and discontinued its

Closed Block division. The new divisions are U.S.

Individual Solutions Division (including individual

variable and fixed annuities), U.S. Workplace

Solutions Division (including retirement plans),

Investment Management (including institutional and

retail portfolio management) and International

Insurance (including individual and group life

insurance and retirement products outside the U.S.)

Ticker PRU

Current Price 96,84 $

52w High 127,14$

52 w Low 94,51 $

1-Year Change -6,69%

Mkt Cap 39,89B

EPS 11,29

Dividend Yield 3,79%

Miguel Pardal Afonso

June 2018

Data as of 31/05/2018

June 2018
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Financials

The company has been showing an aggregate

positive EPS growth, albeit it shows some volatility.

In 2017, the company showed a huge increase in EPS

due to the performance of the S&P500 over the same

period. The company benefited from the rise in the

value of the stocks from the index it currently holds.

For 2018, estimated EPS are expected to be lower

than in 2017, as the market performance is also likely

to show lower returns, although still confirming the

rising trend tracking back from 2010.

The company has also been increasing its

dividends to shareholders for the past couple of years,

showing a 5-Year annual dividend growth of 14,51%.

Prudential’s dividend yield of 3,79% offers a good

return when compared to S&P500 yield of only 1,89%

Multiples’ Valuation

In relative terms, Prudential seems to be

trading at a discount when compared to its peers, like

TMK, LNC, PFG or MET. The company exhibits

lower P/E, P/B and P/FCF ratios, while recording a

higher ROE, probably in result of a higher D/E.

Looking at EV/Sales, the company also shows a

considerable discount to its peers. Grasping the YoY

EPS growth, the company overperformed its peers in

the last year, mostly benefiting from the positive stock

market returns previously mentioned.

Analysts are expecting the stock to outperform

the S&P500 in the next 12 months, with a price target

of 122$, 26% higher than the current price.

Risk Factors

As the company is currently severly exposed to Japan’s economy and is planning on

expanding its operations in this geography, there’s the risk for the currency depreciation of the

yen over the US dollar, which the company is currently trying to hedge. Moreover, as the

company invests some of the income earned from annuities in the stock market, it is also exposed

to stock market corrections that may depreciate the value of its assets. Finally, on a broader term,

insurance companies are always exposed to industry-specific risks involving weather-related

disasters or mortality/morbidity assumptions coming out short of actual numbers.

Miguel Pardal Afonso

Asset Analysis: PRU

Multiples PEERS

PEG 0.93 1.08

P/B 0.79 1.30

P/FCF 2.92 7.94

ROE 15.84% 13.40%

ROA 0.97% 1.49%

EV/12M Sales 0.90 1.43

D/E 49.60% 29.68%

EPS Growth 84.67% 56.56%

Rating/Recommendations

Rating A

Buy Recommendations 11

Hold Recommendations 7

Sell Recommendations 0

Target Median 122.00

Target High 135.00

Target Low 102.00

June 2018June 2018
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Opinion

In 2017, ICOs (Initial Coin Offering)

had a huge boom. Over the year $5 billion

were raised, representing an increase of over

4800% in total funds raised with 2016 hitting

only $103 million, and we can see this amount

to continue growing with the first quarter of

2018 already showing total capital raised of

$6,3 billon. This trending method of raising

capital has become so huge in the markets that

governments are already taking action to

prevent the large volatility associated with

these assets from affecting the traditional stock

market and commercial banks. With numbers

as high as these, one can no longer ignore

them and should begin to assess the underlying

assets being traded and to conclude whether

this is a bubble or not.

What is an ICO, how does it work and what

is being traded?

An ICO is a method of raising capital

(usually used by start-ups) to fund projects. A

business describes the project it is working on

and tells how much capital needs to be raised

for it to start, just like a regular IPO. The

difference now is that the start-up is not

issuing stocks, but a new coin, or token as it is

mostly referred as. The creators of the project

write down the rules of how this token will

work (total supply, how the token can be

“mined”, etc.) but usually start-ups use

Ethereum as a base and create new tokens

using their website which allows to create

smart-contract tokens. This enables the

business to write much more rules than a

traditional coin represents. They can assign

properties of a stock and give right to

dividends and a stake of the project to holders,

they can make the coin work like a bond, the

possibilities are truly endless. When the ICO

occurs, the project must meet its specified

funds within a time-frame. If not, all money

raised is given back to the investors.

This seems a lot like an IPO or a

Crowdfunding event, but instead of a stock it’s a

token that’s being traded. What’s so different

about it? Unlike IPOs, this whole process is

unregulated, which allows a lot of scam

possibilities, but the good news is that start-ups

are now able to raise capital within a week

unlike the traditional IPOs which the whole

process can take over 6 months and incur a lot

of expenses to venture capitalists and/or banks.

At the same time, this is being sold to not only

investors but also project believers. People who

want the project to succeed because it’s such a

great idea, instead of being sold to people who

just want to profit from the trade. At the same

time, it differs from crowdfunding events

because people aren’t donating money. They’re

purchasing an asset which can be used

accordingly to the rules stated and does bring

value to the consumer.

Why should an investor buy these kinds of

assets?

An investor is seeking profit, and there is

room for profit with the tokens. Since supply is

fixed, a positive shock of the demand curve

would lead to an increase of the traded price and

therefore a profit for those who bought it cheap.

Furthermore, some tokens can be designed as

stocks and give the investor the right to

dividends, which could make easier the

valuation of the underlying asset. Other people

who aren’t so keen on investing could buy these

ICOs: Raising Capital in Modern Days (1)

Diogo Camacho

June 2018June 2018
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Opinion

for another reason called Utility Tokens. This

is a type of asset which can be used to

purchase products which will be sold by the

business. For example, a business called

Filecoin is trading their own tokens which can

be used to purchase online storage space and

investors can also sell storage space from their

computers, being awarded with their currency

which can be traded in the exchange market

for regular money. These tokens are usually

compared to concert tickets to understand why

they can increase in value. Imagine you’ve

purchased a 3-day pass to Nos Alive as soon as

they’re available for sale. As more artists are

announced to play on the festival, demand for

the tickets increase and people can sell closer

to the date for more than they paid for, which

of course attracts investors.

On the other hand, businesses can

benefit from it because it combines the best of

IPOs and Crowdfunding. It has the sweet

appeal of little to no interest expenses incurred

to banks and venture capitalists while also

reducing the time elapsed in presenting the

business plans to investment bankers for

example. Furthermore, it brings value to the

consumer unlike crowdfunding events which

are less interesting since we’re essentially

donating money. As such, projects hit their

targets both easier and sooner than in any of

these events.

What are the dangers? Should investors be

worried?

The word “unregulated” in this

situation should be more than enough to chase

away most of the investors. A lot of the ICOs

done in 2017 actually were scams, with one

particular token (The DAO) where $150

million were raised in a matter of minutes only

to be stolen a few months later. Right now, in

the US, the SEC is already regulating (or trying

to) and informing people of the risks in

investing in these assets. Furthermore, people

are buying currency of something that doesn’t

already exist or is still in development, which

means this is very hard to assess the value of the

underlying asset and works somewhat like a

speculative investment because you’re buying

something in hope people will also value the

same way you do or more.

What does the future hold?

We’ve already seen an increase in funds

raised just in the first quarter of 2018.

Regulation is already taking place in the US,

which could mean that other governments might

also take measures, decreasing the pace at

which the funds raised are growing. It is

plausible that in the future we see a regulated

but less than traditional IPOs process which

would maintain some of the attractiveness to the

business and decrease the overall volatility in

the market, making it a safe and sustainable way

for investors to increase profits and at the same

time for businesses to grow.

ICOs: Raising Capital in Modern Days (2)

Diogo Camacho

June 2018June 2018
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Opinion

Katherine Velasquez 

Rodriguez

Leaving aside ‘Bitcoin’ and its huge

volatility and focusing mainly on digital currencies

and Central Banks, one can notice how specifically

the idea of Central Banks that consider whether to

create and spread the use of their own digital

currency is taking off. Take, for instance, the

Central Bank of Sweden, the Riksbank, which is

planning to create its digital money, e-krona or the

Swiss National Bank (SNB) that by referendum, in

June, might carry out a significant monetary reform

whereby the most meaningful effect would be to

give individual access to digital money at the SNB.

Now, imagine a Central Bank offering a

bank account directly to every citizen, which is one

of the most reasonable ideas in circulation related

to monetary policy. Considering the current

economic situation, with interest rates set close to

zero by the European Central Bank, the monetary

policy could differ from the present one. In

alternative to the quantitative easing there would be

the so-called ‘helicopter drops of money’ (Milton

Friedman), plainly, meaning to put money in the

accounts, propelling spending. This is just one of

the benefits coming from the offer of individual

central-bank accounts to everyone, in fact, also

other aspects of the monetary policy might be

easier. For instance, the rate paid on every single

deposit would be a powerful policy tool and, on the

other side, depositors would have rate changes

effects in a direct and transparent way. Moreover, if

the digital money issued by the Central Bank has a

substantial impact, the overall spending

transactions would constitute a real-time source of

data for policymakers.

Taking into consideration the drawbacks,

starting from the aforementioned ‘helicopter

money’, the main point here is that usually Central

Banks hold money as a liability in their balance

sheets, but in these circumstances the new money is

distributed without receiving back any assets,

which instead happens with the QE that has bonds

in exchange. Then, some questions naturally arise:

Could the negative balance sheet seriously affect an

institution producing its own money? Furthermore, if

traditional banks will have a less relevant role due to

the financial revolution, the question is how Central

Banks can facilitate the circulation of digital

currencies? An option would be Blockchain

technology, but it comes with several risks in terms

of verification, security risks and it is really

challenging in the technical aspect. Hence, it would

be so much simpler to let everyone hold digital

currency at the Central Bank.

There would be more to say, but let’s

conclude thinking about the current payment system

and the monetary organization, namely the system

everyone is familiar with, which has been built in

many centuries and, even if many other experiments

occurred, we still stick to that one. It is hard to say

what will happen, but it will require time and it will

depend also on the country. At the end, money is a

social convention and, in order to change everything,

a political decision has to be made. Countries have to

prepare people and their own financial system first.

Regardless, Central Banks have to keep up with the

new technologies as they are already doing, to

improve citizen life and stay in the business in the

long run. However, the role of Central Banks will

increase considerably. We might see Central Banks

managing not only the wholesale payment systems,

but even retail payment systems, otherwise even in

presence of decentralization and fragmentation of

financial markets due to new technologies that bring

more efficiency and move some activities away from

traditional banks to fintechs, also in that scenario

they are going to be extremely important to solve the

fragilities of the financial system, especially when

things will go wrong, and people will need public

trust.

Digital currency: an opportunity more than a 

threat for Central Banks?
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Opinion

Francisco Afonso

Self-serving bias is a cognitive process

that humans use to protect their precious, but

fragile ego. As a matter of example, a person

exhibits self-serving bias when it attributes

internal responsibility to positive

events/results, and/or external responsibility

(blaming others or the circumstances) to poor

results/outcomes. Students, for example, tend

to blame professors (and their poor

methodologies) for bad marks, but take the

credit (their intelligence or work) for good

marks – expected or not, professors tend to do

exactly the same (Hunter McAllister, 1996).

However, it is not only in classroom

environment that self-serving bias is present.

Actually, it is present in almost all situations of

our daily life such as sports, interviews,

technology… and finance as well, at least

according to Darwin Choi and Dong Lou.

In 2010, the previously mentioned

professors presented a paper entitled “A Test

of the Self-Serving Attribution Bias: Evidence

from Mutual Funds”, where they aimed to

study the dynamics of investors’

overconfidence.

In this study it was assumed that a

measure/proxy of a manager over-confidence

can be the sum of absolute deviations from a

manager’s portfolio to the underlying

benchmark. In other words, the more confident

a manager is, the higher it will be his/her

disposition to construct the portfolio according

to his/her preferences. Therefore, a non-

confident manager would simply follow the

benchmark without trying to generate higher

returns.

Once more, surprisingly or not, self-serving bias

is present… Darwin and Dong found that the

average mutual fund manager tends to boost

largely its over-confidence after receiving in-

line public signals, while after receiving

negative public signals its confidence is only

hurt at a fraction of the previously mentioned

boost. The presence of self-serving bias is

extremely frequent, according to the authors, in

less experienced managers, and tends to vanish

once the latter gets more years of expertise.

Moreover, the simple existence of the cognitive

bias leads to poorer results and performance,

since it leads managers to opt for non-optimal

portfolio allocations.

Managing outside money should be

conducted, above all things, by responsible and

rational methodologies. Inherent to human

nature are human vicious, that sometimes twist

the previous “rational” to a semi-rational, being

self-serving bias a powerful cognitive process

that can’t easily be overcome. But before fixing

a personality trait is necessary to have the

underlying knowledge, and that’s why it is so

important for a manager, apart from being a

finance expert, to be an open-minded individual

always eager to learn.

Mutual Funds & Self-serving Bias

“An investor's worst enemy is not the stock market but his own 

emotions.”

June 2018June 2018



7

DISCLAIMER. This document is based on publicly available information and retrieved from sources deemed trustworthy. Portfolio Management

Club does not assume any responsibility for the full correction of the information provided, and the information here provided should not be

interpreted as an indicator that any results will be achieved. We forewarn that the previous performance of a security is not a guarantee of identical

performance in the future. Changes in exchange rates of securities denominated in a currency different from that of the investor may lead to a negative

impact on the value, price, or return of such securities. Portfolio Management Club currently has investments subject to alterations in several of the

securities mentioned in this report. This document is not a sale proposal, nor a purchase solicitation for the subscription of any securities. The analysts

of Portfolio Management Club do not receive any kind of compensation in the scope of the regular carrying out of their analysis, which reflect strictly

personal opinions. There isn’t a predefined coverage policy in regards to the selection of stocks that are subject to investment recommendations.

Thank you!

We appreciate your reading and hope you enjoyed our newsletter. If you have any question or

suggestion regarding the newsletter or the club, feel free to contact us by sending an e-mail to

portfoliomanagementclub@novasbe.pt, we will be more than happy to hear from you. In the

meanwhile, we invite you to meet our team:

Board

António Pereira | Oscar Li

Financials’ Division

Miguel Pardal Afonso (Head) | Tomás Pacheco | Henrique Simão | António de Pinho

Tech & Telecoms’ Division

Tiago Costa (Head) | James Kelly | Filipe Rodrigues | Beatriz Antunes

Consumers and Materials’ Divisions

Beatriz Duarte (Head) | João Ramos | Ahmed Asaad | Joana Oliveira

Energy and Industrials’ Division

Manuel Perdigão (Head) | Katherine Velasquez Rodriquez | Tomás Tavares | Diogo Camacho

Healthcare & Utilities’ Division

Miguel Roque (Head) | Roberta Trento | Francisco Maria Avelans Rodrigues | Daniel Soares

Corporate and Academic Partners

14

Portfolio Managment Club June 2018June 2018

mailto:portfoliomanagementclub@novasbe.pt

