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Summary

This course covers the modern techniques of financial risk management, with the stress on real life examples and case studies. First, we review the financial derivatives, standard hedging techniques, and methods of measuring volatility. Then, we consider market risk, concentrating on VaR (value-at-risk) measurement. We pay particular attention to back-testing, stress testing, and alternative 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. Asset Pricing I is a prerequisite for this course.
Course materials 

[1] is the required reading for the course. [2] is the supplementary reading on derivatives. [3] covers most topics, even though not on the advanced level. The additional materials will be made available at the website of the course http://www.nes.ru/~agoriaev/RiskMgt.htm.

1. Hull, John C., 2007, Risk Management and Financial Institutions, Prentice-Hall.
2. Hull, John C., 2006, Options, Futures, and Other Derivatives, Prentice-Hall (sixth edition).

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

Course requirements and grading
Main topics and 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. Some lectures and seminars will feature guest speakers from the industry. 
The course grade will be based on cases / home assignments (50%) and closed-book final exam (50%). To pass the course, one should score at least 30% for the exam. Those attending less than 50% of the lectures will not be allowed to take a make-up exam.
Course outline and readings
1. Introduction: motivation for risk management, examples of financial failures, classification of financial risks
· [1], ch. 1, 18
2. Financial engineering: derivatives (forwards, futures, swaps, basic and exotic options) and standard hedging techniques
· [1], ch. 2-4; [2], ch. 1-5, 12-13, 18, 20; [3], ch. 2; chapters on derivatives and hedging in finance books, such as Copeland and Weston, Grinblatt and Titman, etc.
Case: Metallgesellschaft
3. Measuring volatility: EWMA and GARCH models, implied and realized volatility
· [1], ch. 5; [2], ch. 19
4. Market risk: VaR (value at risk) measurement (RiskMetrics, historical, and Monte Carlo approaches), back-testing, stress testing, alternative risk measures

· [1], ch. 8-10; [2], ch. 3; [3], ch. 3
Case: Orange County
5. Liquidity risk

· [1], ch. 15; [3], ch. 4

Case: LTCM

6. Credit risk: Merton model, modern structural and reduced-form models, credit derivatives
· [1], ch. 11-13; [2], ch. 20-21; [3], ch. 5
7. Operational risk

· [1], ch. 14; [3], ch. 6
Case: Barings

8. Bank regulation: supervisory review, Basel agreements, economic capital and RAROC
· [1], ch. 7, 16; [3], ch. 8-9
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