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Summary

This course provides a comprehensive view on the functioning of modern financial markets: specifics of different types of securities, organization of trading, and financial intermediaries. In addition, it provides an introduction to the main concepts and models described in the subsequent courses.

We start with motivation for the existence of financial markets and a brief review of the history of financial development. Then, we discuss the specifics of basic financial instruments (debt and equity) and derivatives (forwards, futures, options, and swaps). We continue with the structure of primary and secondary markets and different types of financial intermediaries (commercial and investment banks, mutual and pension funds, etc.), stressing the impact of transaction costs, asymmetric information, and conflicts of interest. Finally, we study the role of regulators and major trends in the financial industry. Throughout the course, we discuss the international (especially, US) experience and compare it with Russian practice. 
Course materials 

[1] is a required reading containing an excellent overview of modern financial markets and institutions. The accompanying website contains plentiful student resources, including web links, mini-cases, web exercises, and quizzes. [2] is a supplementary reading on interest rates and derivatives. [3] discusses motivation for the existence of financial markets and proposes a number of new ideas for the financial infrastructure of the future. The additional teaching materials will be distributed in the class or made available via internet.

1. Mishkin and Eakins, 2006, Financial Markets and Institutions, Pearson International Edition.

2. Hull, 2006, Options, Futures, and Other Derivatives, Prentice-Hall.
3. Shiller, 2003, The New Financial Order: Risk in the 21st Century, Princeton University Press.
Course requirements and grading
The classes will examine the key concepts illustrated with mini-cases from international and Russian experience. At the end of each lecture, there will be a discussion of an applied topic relevant for today’s Russian practice. Several lectures will feature invited speakers from the industry.
The course grade will be based on an individual home project (70%) and six closed-book quizzes (30%). The project will be devoted to a specific topic (see the list below) and should be written as 15-20 pp. memo for the CEO. The topic should be coordinated with the lecturer who can provide relevant advice before the deadline of March 5. The quizzes will typically consist of 10 short questions and take 10 minutes to complete. They will be conducted in the beginning of each class except for the first one.
Course outline and readings
	Class
	Topic
	Reading
	Discussion topic

	1

16/1, Tues
	Introduction: motivation for the existence of financial markets, history of financial development, structure of the financial system, typical issues and myths 
	[1] ch.1-2
[3] ch. 17-18
	What explains the tremendous growth of the financial industry?

	
	Interest rates: time value of money and DCF approach to pricing, real and nominal rates, rates vs. returns, term and risk structures of interest rates, forward rates and forecasting
	[1] ch.3, 5
[2] ch.4
	How to measure a risk-free rate in Russia?

	2

20/1, Sat
	The money market and bonds: typical participants, main instruments, specifics of corporate bonds, yields and pricing, indices, investment risks
	[1] ch.9-10
	What hinders the development of the bond market in Russia?

	
	Stocks: rights of stockholders, common and preferred stocks, pricing, valuation errors and volatility, depositary receipts and indices, investment risks
	[1] ch.11
	What explains high volatility of Russian stocks?

	3
30/1, Tues
	Derivatives: motivation, main types (forwards, futures, options, and swaps), pricing (no-arbitrage approach), investment risks
	[1] ch.25
[2] ch.1-3, 5, 7-8, 10
	What are the most promising derivatives to develop in Russia?

	4
3/2, Sat
	Organization of primary markets: motivation for IPO, listing requirements, reasons for underpricing, role of the investment banks
	[1] pp.593-598
	Why are Russian companies interested in IPOs abroad?

	
	Organization of secondary markets: motivation for trading, exchanges and over-the-counter markets, measures of market quality (transaction costs liquidity, volatility, and efficiency)
	[1] pp.275-278
[2] pp.26-37
	Why did the MICEX overturn RTS as the main trading place for Russian stocks?

	5
13/2, Tues
	Commercial banks: motivation, general principles of banking (liquidity, asset, liability, and risk management), structure and competition in the banking industry, separation of the commercial and investment banking
	[1] ch.17, 18, 20
	Why should Russian banks fear competition from the foreign banks?

	
	Investment banks: underwriting, sales, M&A
	[1] ch.23
	What is the difference between investment banking in Russia and abroad?

	6
17/2, Sat
	Mutual funds: motivation, organization and fees, open vs. closed funds, classification according to the investment objective or style, performance evaluation and ratings, regulation and conflicts of interest, specifics of hedge funds
	[1] ch.21
	What is the main benefit of mutual funds for their investors?

	
	Insurance companies and pension funds: fundamentals and types of insurance, types of pension plans, asset-liability management
	[1] ch.22
	What hinders the growth of the pension fund industry in Russia?

	7
27/2, Tues
	Regulation: national regulators (bank supervision, deposit insurance, and stock market agencies), international organizations (IMF, ISDA, Basel committee), issues of banking regulation (capital requirements, deposit insurance, too-big-too-fail policy), issues of stock market regulation (insider trading), legal aspects
	[1] ch.20
	Which reforms should be done in the regulation of Russian financial markets?

	
	Trends and perspectives: market growth (technology advancement, securitization), financial innovations (exotic derivatives, structured products), internationalization (cross-listing, cross-border mergers of exchanges), change in risk management practice
	[3] introduction
	What is the most promising segment of the Russian financial market?


Themes for the project
· The IPO perspectives for a specific Russian company

· Description of the core activities and future strategy
· Evaluation of costs and benefits (both monetary and non-monetary) of doing an IPO
· Choice of the timing and place

· A comprehensive analysis of a specific Russian financial company

· Description of the core activities, strategy and performance
· Interaction with the outside world (clients, competitors, and regulators)

· Key advantages and weaknesses

· Short- and long-term perspectives

· A comprehensive analysis of a specific segment of the Russian financial industry (commercial / investment banks, mutual / pension / private equity / venture funds, insurance companies, wealth management, etc.)
· Nature and profitability of the business
· Market structure and key players

· Interaction with regulators and foreign companies
· Short- and long-term perspectives

· A comprehensive analysis of a specific segment of the Russian financial market (domestic stocks, ADRs, domestic bonds, Eurobonds, derivatives, mortgages, RTS, MICEX, etc.)
· History of the market: origination, key developments

· Current position: main instruments and indices, organization of trade, liquidity, key players, legislation and regulation
· Perspectives, attractiveness for the financial companies

· Regulation of a specific segment of the Russian financial market (central bank, FSFR)
· History of the regulator: origination, evolution
· Declared goals, actual functions, strong and weak sides, main problems

· Necessary reforms
· Specific topics for the Russian financial market

· Insider trading

· Russian depositary receipts
PAGE  
3

