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Financial Sector 

Overview 

A very brief definition of the financial sector: a part of the economy made up of firms that provide 

financial services to commercial and retail customers. It comes in as the third largest sector at 13.5% just behind 

Health Care and Information Technology. There are four main subsectors: Banks, Capital Markets, Insurance, and 

Real Estate. Most of the companies pictured on slide 2 we own in our portfolio.  

Sub Sectors 

 We decided to focus on two main subsectors, the first one being the banking sub sector. Banking has 

been more profitable and resilient in the past 10 years than it has ever been. I believe the reason for this being 

banks learned from what they did wrong, regulations were put in place, and interest rates have remained low. 

Wealth management continues to be one of the best businesses within the banking subsector. We all know 

someone that has gotten themselves into credit card debt, loan debt, or does not keep a budget. Wealth 

management could benefit these people greatly. Evolving technology. Technology is the future and it is constantly 

evolving. Banks are looking to have the fastest, cleanest, easiest to use digital banking. Banks are using technology 

to improve their AI and Digital Banking experiences. The second subsector is the Capital Markets sub sector. The 

capital markets are highly regulated because of the easy access to a large and highly liquid trading market. In this 

day and age all of the trading that goes on in this industry is done so electronically, making it easier to do so than 

before. There are high barriers to entry in this industry due to all the big corporations that have high stakes in this 

industry such as JP Morgan Chase or Morgan Stanley. However, there are increasing threats of substitutions. 

People who want to do the trading themselves are now able to through apps like Robinhood or Fidelity rather than 

go through an investment banker.  

Key Drivers 

This graph on slide 6 shows how the financial sector is keeping up with S&P 500. They share a very similar 

line except during 2017 the financial sector begins to outperform the S&P 500. The reason for this being could be 

because of some of the key drivers. The first key driver is interest rates. When interest rates go up the demand for 

loans and mortgages goes down, and when interest rates go down the demand for loans and mortgages goes up. 

The reason for this is simply that people are wanting to pay less money when it comes to making interest 

payments so they would rather hold off on buying a loan or mortgage when interest rates are high. Recently, 

interest rates have been low which would make sense why the banking industry has been doing well, the demand 

for their loans and mortgages has gone up. In the graph on slide 7 there are a few interesting points that you can 

see with interest rates. The first being that interest rates were rapidly increasing right before the Great Recession. 

After the Great Recession interest rates rapidly decreased and then leveled off for a while. As of 2016 interest 

rates have been following this staircase pattern showing a gradual increase.  

 The next key driver is the health of the economy. When the economy is doing well that means the 

financial sector is also doing well. Vise versa is true as well. When the financial sector is doing well that means that 

the economy is doing well. You could even say that a key driver of the economy is the financial sector. It is or 

paramount importance to realize that just a sub sector of the financial sector was able to crash the whole 

economy. Customer Behavior is also a key driver. If you took Finance 320 with Professor Alfuth he mentioned how 

it would be beneficial to study Psychology as well as Finance. Doing this would hopefully allow people to 

understand and predict what financial customers are going to do next with their money. And the last key driver is 

reducing regulation. When congress makes rules on how businesses are to run their businesses it’s hard and takes 

time for businesses to adapt to these new rules. Sometime these regulations are important. The Sarbanes Oxley 

Act being passed by Congress was because companies like Enron were being unethical in their business practices.  
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Risks 

 We have associated some risks that go along with the financial sector. We believe that interest rates have 

a high impact on the financial sector but a low probability now that there are regulations for them due to the Great 

Recession. The same goes for Credit and investment. Reputation is another risk. We gave it a low impact and low 

probability based off what has gone on with Wells Fargo. We decided that cyber has a high impact but low 

probability due to cyber security. Lastly, we have market volatility at high impact and high probability. The market 

is very volatile due to all the variables in this world, and many of these variables such as a sudden natural disaster 

or sudden war would have a very high impact on the economy and financial sector.  

PESTLE Analysis 

 We created a PESTLE analysis to further analyze the Financial Sector. It is broken up as follows: 

Political: High Influence – The financial sector is regulated by many government agencies, including: the Federal 

Deposit Insurance Corporation (FDIC), the Office of the Comptroller of the Currency (OCC), and the Federal Reserve 

Board (Fed). Economic: High Influence – The state of the economy within the economic cycle has a direct 

correlation with the state of the financial sector. Social/Cultural: Low Influence – As consumer preferences change, 

the industry must keep up with what consumers want. The most current social trend in the industry is emphasis on 

products that provide easy solutions. 

Technology: Moderate Influence – As technology becomes increasingly important within the industry, it has 

become imperative for companies to integrate technology into their business models. Legal: High Influence – The 

financial sector is highly regulated. Some key regulations that affect the industry are the Sarbanes-Oxley Act of 

2002 and the Dodd-Frank Act. Environmental: Moderate Influence – Companies have been making efforts to 

reduce their carbon footprint as well as reduce their paper use. The increase in technology has helped companies 

achieve this. 

 

Stocks 
 The first financial stock in our portfolio is Assurant. We decided we wanted to hold them. Assurant is an 

insurance company with fairly priced policies. They sell renters insurance for just 12 dollars a month. Over the past 

5 years their stock has increased from almost 65 dollars to a little over 100 dollars today, showing good growth and 

a safe stock to hold. The next stock in our portfolio is E Trade. We decided to hold them as well. They set a 

company record of 282,000 DARTs. They were named the best online broker for beginners and the best online 

broker for stock trading by Nerd Wallet. Their net income grew by 18.7% from 2017 to 2018. Axos Financial is our 

next stock in the portfolio. We decided we want to hold on to them. Just recently they acquired Cor Clearing LLC, a 

securities clearing brokerage. 2018 was a rough year for them; their stock price was constantly decreasing. On 

December 1st, their stock price was at 25.18. At the beginning of 2019 they started to do better and were able to 

grow their stock to 28.56, a 3 dollar increase since the beginning of December. The very next day after the 

acquisition their stock grew to 30.85, a whole 2 dollars more in one day. Another financial company in our 

portfolio is Wintrust. We decided we wanted to hold them. They show strong momentum in their stock. Their net 

income increased 33% from 257.7 million in 2017 to 343.2 million in 2018. The last financial stock in our portfolio is 

Progressive. We want to hold onto Progressive. They have strong marketing. Whether you like her or you don’t 

you most likely know that Flo is the Progressive spokesperson in the commercials, and they sell insurance. They 

were ranked the 5th best insurance company last year. Their revenue increased from 27 billion in 2017 to 32 billion 

in 2018, almost a 20% increase.  

 


