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Summary

This course covers the modern techniques of financial risk management, with a stress on real life examples and case studies. First, we review the financial derivatives and standard hedging techniques. Then, we consider market risk, concentrating on VaR (value-at-risk) measurement and interpretation. In addition, we look at stress testing as well as several other market risk measures. We continue with liquidity risk, credit risk, and operational risk. Finally, we discuss several applied issues, such as specifics of risk management in banking and in the emerging markets. The course on Investment Theory is a prerequisite for Risk Management.
Course materials 

[1] is the required reading for the course. [2] and [3] are general supplementary readings. [5], [6], and [7] describe derivatives and typical hedging strategies, while [4] contains advanced materials on credit risk. The additional materials will be made available at the website of the course http://www.nes.ru/~agoriaev/RiskMgt.htm.

1. Энциклопедия финансового риск-менеджмента. Под ред. А.А.Лобанова и А.В.Чугунова. – М: Альпина Паблишер, 2003.

2. Alexander, Carol (Ed.), 2000, Risk measurement and analysis, Vol. 1: Measuring and modelling financial risk, New York: John Wiley and Sons.

3. Alexander, Carol (Ed.), 2000, Risk measurement and analysis, Vol. 2: New markets and products, New York: John Wiley and Sons.

4. Duffie, Darrell, and Kenneth J. Singleton, 2003, Credit risk: Pricing, measurement, and management, Princeton University Press.

5. Galitz, Lawrence , 1995, Financial engineering: Tools and techniques to manage financial risk, New York: Irwin Professional Publishing.

6. Hull, John C., 2000, Options, Futures, and Other Derivatives, Prentice-Hall (fourth edition).

7. Рэдхэд, К., Хьюс, С. Управление финансовыми рисками. – М: Инфра-М, 1996.
Course requirements and grading
Theoretical materials as well as selected cases will be studied during the lectures. Several case studies along with problems and applied materials will be discussed in more detail at the seminars. At one of the final lectures, there will be a roundtable on the specifics of risk management in Russia with invited practitioners from the industry. 
The course grade will be based on an independent empirical project (50%) and final close-book exam (50%). The topic of the project should be related to the course and approved by the lecturer. It is expected that most of the projects will be at least a replication of existing studies using Russian stock market data. The results of the projects should be presented during the special sessions at the end of the course. 
Course outline and readings
1. Introduction: motivations for risk management, examples of financial failures, classification of financial risks, current trends in risk management
· [2], ch. 2; [4], ch. 1-2; [5], ch. 1
2. Financial engineering: derivatives (forwards, futures, swaps, basic and exotic options) and standard hedging techniques
· [1], ch. 2; [3], ch. 3-8; [5], ch. 2-16; [6], ch. 1-5, 12-13, 18, 20; chapters on derivatives and hedging in finance books, such as Copeland and Weston, Grinblatt and Titman, etc.
Case: Metallgesellschaft
3. Market risk: VaR (value at risk) measurement (RiskMetrics, historical, and Monte Carlo approaches), back-testing, stress testing, other risk measures
· [1], ch. 3; [2], ch. 1, 3-5; [6], ch. 14-15
Cases: Orange County, US stock market crash of 1987
4. Liquidity risk

· [1], ch. 4
Case: LTCM

5. Credit risk: Merton model, recent structural and reduced-form models, credit derivatives
· [1], ch. 5; [2], ch. 8-9; [3], ch. 10; [4]; [6], ch. 23
Case: Asian and Russian crises of 1998

6. Operational risk

· [1], ch. 6; [2], ch. 6
Case: Barings

7. Specifics of risk management in banking and in the emerging markets

· [1], ch. 7; [3], ch. 1-2
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