TOPIC IN FINANCIAL RISK MANAGEMENT
  
  
     

Term: Fall 2002/2003

Lecturer: Burak Saltoglu  

Title: Assoc. Prof. of Economics

Homepage: http://mimoza.marmara.edu.tr/~saltoglu
e-mail: saltoglu@marmara.edu.tr 

Intended for: MA in Finance and MBA Students

Required Background: Students intending to take this course are required to take introductory Statistics and Corporate Finance Courses. Computer Literacy and experience with Excel and/or other software would be helpful.

Aim: Over the years both the management and measurement of risk has changed radically. The aim of this course is to present these new developments in the dynamic field of financial risk management. Since the recent risk management models heavily use advanced statistical tools certain background on statistics is necessary and will be given in the preliminary parts of the course. The main emphasis of this course is to present the new developments in this field both application and theory aspects in a balanced way. To achieve this, there will be various simulations and case studies conducted on RISKTURKTM (which is the first Turkish software developed on Financial Risk Management). Some other applications will be conducted on Excel. To minimize the transportation costs we will hold our lectures a Computer Lab. 

Communication: Students are also urged to make up a discussion group in yahoo about the course. My previous experience with discussion group within yahoo was very successful to communicate within and between MA an MBA students. 

Lecturing: There will be 3 hours lectures and some computer applications and some presentation. 

Main textbook: 

P., Jorion, (2000), Value at Risk, Mc Graw Hill. P.J (2000).

P., Christoffersen (2002), Elements of Risk Management, forthcoming: P.C (2002):

Lecture Notes: LN

Other textbooks: 

K Dowd, (1998),Beyond Value at Risk,, Wiley

C Alexander (ed.)(1998), Risk Management and Analysis, Vol 1, Wiley.

Saunders A, Credit Risk Management, (1999).

J.  P. Morgan (1996), RiskMetricsTM  Technical Document. (www.riskmetrics.com)

CreditmetricsTM (www.creditmetrics.com) 

J Hull (1997), Introduction to Options and Futures.

F. Fabozzi (1997), Fixed Income Mathematics, Mc Graw Hill.

 There will be some additional handouts and papers to be distributed throughout the term.

Evaluation:  It consists a term paper, computer assignments a written Midterm and a final exam. The composition is as follows:

                      15%  Computer Assignments 

                      20%  Term paper.


          30%  Midterm

                      35%  Final

Topics to be covered:

Part I Regulatory and Statistical Aspects of Risk Management

Week 1:     Introduction: (Importance of Financial Risk in 1990’s).

      Ch. 1, P.J (2000), LNs. (there will be some additional material).

Week 2:     Statistical Background:  Ch4 P.J (2000), LN.

Week 3:     Lessons from Financial Disasters (PJ Chap 2)

Week 4:     Measuring Value at Risk, LN, Ch 5 PJ (2000), Ch1 PC(2002).

Week 5:      Standards of Risk Measurement: (BIS and Turkish Banking 

  
      Supervisory  Committee standards) (Ch 3) (P.J 2000), LN.

Week 6:    Backtesting, Ch. 6, P.J (2000), 

Week  7:     Modeling Volatility and Correlation (P.J (2000), LN, Ch. 8 P.J     

Week 8:       Midterm

Second Part: 

Financial Theory and applications and some recent advances on Risk Management 

Week 8:     Interest Rate Risk and Fixed Income Mathematics (P.J (1997) older version of P.J. and Ch. 5, Fabozzi (1997), Riskmetrics Technical Document (various chapters). 

Week 9:     Introduction to Derivatives Markets LN, Ch. 1,2 Hull (1998). 

Week 10:   Hedging with Derivative Instruments LN, Ch. 11. Hull (1998).

Week 11: Methods of VaR: Parametric Nonparametric methods (LN, Ch. 9 P.J. (2000))

Week 11:    Monte Carlo Method 

Week 12:   Stress Testing: P.J (2000), Lee and Saltoglu (2002), Assessing the Risk Forecasts for Japan, Japan and the World Economy, 14, 1, 63-87., 

Week  13:   Application of Stress Testing and Extreme Value Theory, Danielsson and de Vries (2000), Jon Danielsson (2002), “Emperors have No Clothes: the Limits of Risk Forecasts, Journal of Money Banking and Finance, (can also be found in www.riskresearch.org)

Week  14:  Introduction to Credit Risk and Management (Creditmetrics Technical Document (1997), (www.creditmetrics.com), LN. 

Week 15:    Introduction to Asset Liability Management (LN)

Week  16:      Class Presentations 

Final Exam

Term Paper Topics.

Students are asked to prepare a short term paper on various topics on Risk Measurement. Term papers will be a serious survey of recent developments of risk management. In each term paper you are asked to review some issues on risk management. 

Length of the term papers

Term papers should be 20 to 35 pages long (Double space with font size of 12). The references and abstract and conclusion should follow the style of some academic papers you will be reading. You will review other people’s work but by your own wording and sentences. 

Assessment: Major marks will be given for papers proving clear understanding of topic selected. Demonstrating your understanding with some numerical simulations or applications will be credited. Some topics will be highly technical but students with more technical background are encouraged to write term papers on these topics. There will be some sample term papers to be distributed. References used in the paper should be clearly stated. Failing to do so will negatively affect the marks that can be attained.

Reference Sources: More specific sources on each of these topics to be distributed to the students later in the course.

Some Term Paper Topics

1. Pros and Cons of Risk Measurment and VaR.

2. Use of Extreme Value Theory in the Field of Risk Management. (More Technical)

3. Parametric versus Nonparametric Risk Measures.

4. Backtesting Value at Risk Measures.

5. Importance of Asset Liability Management within the context of risk management.

6. Importance of Volatility Modeling in Risk Management.

7. Recent Developments in Credit Risk Measurment.

8. New Developments in Dependence Measures: Copulas (More Technical).

9. Use of High Frequency Data in the Field of Risk Measurement (More Technical).

10. New Challenges for the Turkish banking sector: Risk Based Regulation. 

11. Methods Credit Scoring.

12. Integrated Risk Management

COMPUTER APPLICATIONS 

 In order to enhance the theoretical aspects of the course there will be various financial applications through Excel and other software. 

 Data set: Certain Data set will be retrieved by students and some will be provided through Riskturk. 

1. US Stock Data: This can be retrieved from www.yahoo.com (in yahoo finance cite). These may include:

a. Various Indices: S and P 500, NASDAQ, DOW JONES, FTSE etc.

b. Some blue chip US stocks: (such as IBM, Microsoft etc).

2. Turkish Bonds, Stocks and FX data.

3. Some high frequency data from Turkish Financial Market.

There will be at least four set of applications. Some examples will be on

1. STATISTICAL RETURN DISTRIBUTIONS:

2. MODELING QUANTILE of a return distribution via VARIOUS METHODS.

3. MODELING VaR with 3 alternative methods.

4. Using EVT Based Risk Models.

5. Measuring and Hedging Risk (Riskturk)

The data set and more specific handouts will be distributed throughout the course. 


