4 COLLEGE OF BUSINESS

BUSFIN 7291 — Enterprise Risk Management (ERM) Il
Spring 2024

Course Information

e Course times and location: Mondays 6:15 PM — 9:30 PM in 265 Gerlach
Hall (via Zoom for remote students) plus weekly Carmen interaction

e Credit hours: 1.5
e Mode of delivery: In Person + Distance Learning for remote students

Instructor
e Name: Rudi Schadt

e Email: schadt.4@osu.edu
e Office location: None

e Office hours: Unless announced otherwise, the instructor is available to meet with
students on an individual basis by appointment. Please email to make an appointment for
an office visit.

e Course Webpage: on CarmenCanvas
e Preferred means of communication:

o My preferred method of communication for questions is at my Schadt.4@osu.edu
email.

o My class-wide communications will be sent through the Announcements tool in
CarmenCanvas. Please check your notification preferences (go.osu.edu/canvas-
notifications) to be sure you receive these messages.

Course Prerequisites

BUSFIN 7290 (ERM 1), BUSFIN 7210 (Corporate Financial Management 1), BUSFIN 7220
(Investment Management 1) and BUSFIN 7230 (Derivatives),
very useful: BUSFIN 7224 (Trading & Markets) taught by Prof. Ingrid Werner
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Course Description

Business Finance 7291, ERM2, extends the skills students developed in ERM1 to the role of
risk management within financial firms, in particular within asset management (AM) firms.
Taking risks and mitigating risks is an integral part of what Senior Executives and Board of
Directors do to create shareholder value. The same is true for senior executives of AM firms
and their fund managers as well as (in the US) for the fund boards that oversee mutual funds
and ETFs in addition to the corporate boards with oversight for the AM firm’s leadership.

This course is designed to train students in evaluating and managing risks for AM firms and
their funds. The RM function for AM firms is unique in that the smallest units to examine,
individual funds, are similar to a firm . Therefore we can apply the same general principles we
learned in ERM1.

The main emphasis of the course is on creating value with risk management. Chief Risk
Officers (CROs) are required to examine risk taking by individual funds as well as by the
overall AM enterprise. They need to report regularly to independent fund boards which legally
own each mutual fund and ETF as well as to senior executives and their corporate board. They
need to regularly share detailed fund information with regulators (SEC, CFTC) about derivative
use, leverage and liquidity of funds. Only a small fraction of the risk information reported to
regulators is eventually released to the public. This course will give students insights into the
content of regulatory risk reports shared with regulators by CROs and AM firms.

We will include the regulatory regimes existing in Europe (UCITs) as well as in Asia (UCITs
type rules have been adopted by Asian regulators such as Hong Kong, Japan and Singapore).

Learning Outcomes

By the end of this course, students should successfully be able to:
e Understand and define Risk, Risk Management & Enterprise RM focusing on financial
firms and specifically on asset management firms and their fund managers (including for
fund strategies & individual portfolios )

e Explain the main Portfolio Risk Measures, their intended purpose, name their main
advantages and shortcomings

e Understand and interpret a fund risk report — not only for an equity portfolio, but also for
fixed income and multi-asset funds (with currency and commodity positions), long-short
or hedge fund strategies.

e Understand the principles behind Stress Testing a portfolio and Backtesting risk models

e Be aware of the Current State of Fund Risk Regulation both in the US and globally
(Europe and Asia)

"In the US any public fund falling under the 1940’s Investment Act is a legal entity owned and overseen by
designated fund boards which are separate from the corporate board overseeing AM firms and their fund families.
Most open-end and closed end mutual funds as well as most ETFs fall under this federal law (regulator: SEC).
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e Special cases: Liquidity Risk and applying environmental concerns to portfolios (part of
ESG)

e Can RM applied to portfolios prevent failures of funds? Can RM regulation prevent
major financial crises caused by failures of funds and/or financial firms?

Pedagogy

Mode of delivery: The course will be structured as a combination of lectures, discussions, and
cases. All classes will be IN PERSON with Zoom access only as an exception for remote
students who can document a reason for their absence. You will find a sequence of
materials and activities each week in Carmen, and we will meet for a weekly in-person/Zoom
session during our scheduled class meeting time. | will post my PowerPoint slides on the
course website on Canvas before eachclass to help you follow the lectures and take notes.
Please remember that posted slides are not complete. For completeness, you should attend
the lectures.

Pace of activities: This course is divided into weekly modules that are released one week
ahead of time. Students are expected to keep pace with weekly deadlines but may schedule
their efforts freely within that time frame.

Credit hours and work expectations: This is a 1.5 credit-hour course. According to Ohio
State bylaws on instruction (go.osu.edu/credithours), students should expect around 3 hours
per week of time spent on direct instruction (instructor content and Carmen activities, for
example) in addition to 6-8 hours of homework (reading and assignment preparation, for
example).

Attendance and participation requirements: Research shows regular participation is one of
the highest predictors of success. With that in mind, | have the following expectations for
everyone’s participation:

e Weekly sessions: Required
You are expected to join the live course instruction every week. Students are expected
to attend class and to arrive on time. To a significant extent, the value you get from
the course depends on your presence in class, and your classmates’ opportunities to
learn from your insights depend on your presence in class. And during the week you will
probably log in multiple times into Carmen for reading assignments and homework
activities. If you have a situation that might cause you to miss a class, discuss it with
me as soon as possible.
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Course Materials, Fees and Technologies

Required Materials and/or Technologies

e Course notes and slides are posted on the course website. Please bring your notes to
class each day to participate in the class discussion.

e Highly Recommended: rent or buy the textbook: John C. Hull “Risk Management and
Financial Institutions”, 6" edition, 2023; Wiley Finance Series. The Hull book RMFin
will be our guide for the issues discussed in class including concrete examples and
cases outlined in it, even though the text book covers many more topics than we can
cover. | will assign 1 to 3 chapters each week as readings and will post course slides
summarizing the important issues covered in each chapter ahead of time, but students
relying on the course slides alone are at a disadvantage, since | cannot post the
chapters themselves. In addition the book will serves as a reference for calculating
various risk measures we will examine in class. Hull is also discussing all the major
financial institutions including the one we will concentrate on: asset management.

e {HBS Course packet — | have not yet determined whether we need HBS cases)
o Will be published soon}

Required and optional readings are posted on the class website except for the assigned
textbook chapters which will be summarized in the posted instructor slides. Students are
expected to have completed the assigned reading before class.To encourage preparation
and facilitate class discussion, the professors will call on students in class to share their
insights.

Recommended/Optional Materials and/or Technologies

e Suggested readings related to current events will be posted periodically on the class
website.

e Recommended and Optional Readings are books and industry publications / reports
only dealing with asset management and fund strategies:

o “Portfolio Risk Analysis” by Gregory Connor, Lisa Goldberg, and Robert
Korajczyk, 2010, Princeton Univ. Press: more formal; targeted at practitioners in
institutional risk management using commercial risk model software and at
graduate students with a good grasp of statistics and finance. The first two
authors are both MSCI Barra risk consultants, one of the largest risk software
vendors (including MSCI RiskMetrics), all 3 authors are academics.

o “BlackRock’s Guide to Fixed Income Risk Management” by Bennett W.
Golub, Editor, 2024, Wiley; Golub has been chief risk manager and is founding
partner of BlackRock, the world’s largest asset management firm. This brand-
new book is a follow-up to the Golub/Tilmann 2010 classic on “Risk Management
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— Approaches to Fixed Income Markets”. Blackrock is also the vendor for a multi-
asset risk model software called “Aladdin” with its origin in fixed income risk.
Since bond markets are more opaque than public equity markets, Golub’s new
book co-authored with many of his Blackrock colleagues is truly covering a niche,
highly recommended. The Blackrock research website is an additional source for
great information about risk management, regulation and market structure
(ETFs): https://www.blackrock.com/corporate/insights/public-policy/viewpoints-
letters-consultations

Qontigo (former Axioma, a risk vendor) issues regular updates on risk
developments globally (an equity and a multi-asset segment). | recommend
signing up to their emails and to their once-a-month webinars highlighting the
many uses risk models can serve and keeping all of us updated on the latest
developments. | have been reassured that students can simply sign up for free
and will get both emails and invitations to the webinars, e.g. here:
https://qontigo.com/equity-risk-monitor-highlights-week-ended-february-9-2024/ .

“Strategic Risk Management — Designing Portfolios and Managing Risk” by
Campbell Harvey, Sandy Rattrey and Otto van Hemert, 2021, Wiley: an
academic (Cam Harvey) and two executives of MAN Group, one of the world’s
largest hedge funds, and all with a quantitative background present research on
unconventional ways to control risk including chapter 5 on “Drawdown Control”.

e Additional Resources: Below are some national and international news resources that
are relevant to the course and excellent sources of information for any serious business
student.

The Wall Street Journal (WSJ) provides national and international news as well
as detailed information on financial markets and institutions.
The Financial Times is a daily newspaper out of London with a US edition.The
Financial Times offers a much more extensive coverage of economic and
business activity outside of the United States, compared to mostly domestic
news sources such as the WSJ.
Bloomberg.com: Bloomberg.com offers news, data, and videos on a broad group
of markets, asset classes and the economy.
Bloomberg terminals accessible to Ohio State Business students: allow you to
access risk calculations for concrete Portfolios (mostly ETFs) and benchmark
indices — for relative risk assessments. These terminals are a standard tool being
used in asset management for analysis and valuation of individual securities and
derivatives as well as for trading, portfolio construction and risk management.
o https://www.bloomberg.com/professional/product/multi-asset-risk-system/
o https://www.bloomberg.com/professional/product/education/the-terminal-
on-campus/
Risk Management Trade Associations
o Global Association of Risk Professionals (GARP): A professional
association for risk managers, whose mission is to “advance the risk
profession through education, training, and the promotion of best practices
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globally.” GARP provides the testing to award their own Financial Risk
Manager (FRM) Certificate once a year.(www.GARP.org)

o PRMIA is an international risk management association created more
recently than GARP concentrating on finance. PRMIA administers its own
Professional Risk Manager (PRM) designation including a less demanding
Associate PRM certificate. (www.prmia.org)

o Risk Management Society (RIMS): A non-profit organization “dedicated to
educating, engaging and advocating for the global risk community.”
Administers RIMS-CRMP certification. Created by insurance cos, source
of CoCo definition of Enterprise Risk Management (www.RIMS.orq)

Required Equipment

e Computer: current Mac (MacOS) or PC (Windows 10) with high-speed internet
connection

e Webcam: built-in or external webcam, fully installed and tested
e Microphone: built-in laptop or tablet mic or external microphone
e Other: a mobile device (smartphone or tablet) to use for BuckeyePass authentication

If you do not have access to the technology you need to succeed in this class, review options
for technology and internet access at go.osu.edu/student-tech-access.

Required Software

Microsoft Office 365: All Ohio State students are now eligible for free Microsoft Office 365.
Visit the installing Office 365 (go.osu.edu/office365help) help article for full instructions.

CarmenCanvas Access

You will need to use BuckeyePass (buckeyepass.osu.edu) multi-factor authentication to
access your courses in Carmen. To ensure that you are able to connect to Carmen at all times,
it is recommended that you do each of the following:
e Register multiple devices in case something happens to your primary device. Visit the
BuckeyePass - Adding a Device (go.osu.edu/add-device) help article for step-by-step
instructions.

¢ Request passcodes to keep as a backup authentication option. When you see the Duo
login screen on your computer, click Enter a Passcode and then click the Text me new
codes button that appears. This will text you ten passcodes good for 365 days that can
each be used once.

e |Install the Duo Mobile application (go.osu.edu/install-duo) on all of your registered
devices for the ability to generate one-time codes in the event that you lose cell, data, or
Wi-Fi service.
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If none of these options will meet the needs of your situation, you can contact the IT Service
Desk at 614-688-4357 (HELP) and IT support staff will work out a solution with you.

Technology Skills Needed for This Course
e Basic computer and web-browsing skills

e Navigating CarmenCanvas (go.osu.edu/canvasstudent)

e CarmenZoom virtual meetings (go.osu.edu/zoom-meetings)

e Recording a slide presentation with audio narration and recording, editing and uploading
video (go.osu.edu/video-assignment-guide)

e Being able to use Microsoft Office products, such as Word, Excel, PowerPoint, etc.

Technology Support

For help with your password, university email, CarmenCanvas, or any other technology issues,
questions or requests, contact the IT Service Desk, which offers 24-hour support, seven days
a week.

e Self Service and Chat: go.osu.edu/it
e Phone: 614-688-4357 (HELP)

e Email: servicedesk@osu.edu

THE OHIO STATE UNIVERSITY Fisher CO"ege of Business
Department of Finance


tel:+16146884357
https://go.osu.edu/canvasstudent
https://go.osu.edu/zoom-meetings
http://go.osu.edu/video-assignment-guide
http://go.osu.edu/video-assignment-guide
http://go.osu.edu/it
tel:+16146884357
mailto:servicedesk@osu.edu

Grading and Faculty Response

How Your Grade is calculated

Assignment Category Points
Assignment 1 50
Assignment 2 50
Assignment 3 50
Final Exam 100
Class Participation 50
Group Project (instead of 2 assignments = 100) optional
Total 300

See Course Schedule for due dates.

As noted above, students are expected to have completed the assigned reading and
assignments posted on the course content page by the deadline specified for each
assignment. To encourage preparation and facilitate class discussion, the Professor(s) will call
on students in class to share their insights. As is the case with real world work environments,
students are evaluated not by what they know but by what they contribute. Students are
never penalized for making comments, which do not appear to be the “right answer.” Itis only
through consideration of many diverse opinions and viewpoints that we will move toward a
greater shared understanding of the multi-dimensional material that this course entails. If you
never make any comments, expect to receive a low participation score.

Exam Policy:
Everyone will take the exam on Monday, April 29", 2024 (to be confirmed). There is no
make-up exam.

Extra Credit/Grade Change Policy:
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Extra credit will not be offered unless it is available to the entire class. For example, if a
student wishes to improve his or her grade at the end of the course, extra credit will not be
available for this purpose, as it unfairly penalizes students who have consistently worked hard
throughout the course. This policy is strictly enforced.

Descriptions of Major Course Assignments

Course requirements: Students will be responsible for three assignments and a final
examination. The assignments can be prepared in groups of no more than four students. You
should form groups on your own. If you have difficulty doing so, you should contact Mr.
Schadt. You should inform Mr. Schadt (schadt.4@osu.edu) of the group composition through
email by Monday, March 18, 2023. No late assignments will ever be accepted.

You can replace 2 group assignments by choosing to undertake (and present) a group project.

Late Assignments

Please refer to Carmen for due dates. Due dates are set to help you stay on pace and to allow
timely feedback that will help you complete subsequent assignments. No late assignments will
be accepted.

Instructor Feedback and Response Time

[Example: | am providing the following list to give you an idea of my intended availability
throughout the course. Remember that you can call 614-688-4357 (HELP) at any time if you
have a technical problem.

e Preferred contact method: If you have a question, please contact me first through my
Ohio State email address, schadt.4@osu.edu. | usually reply to emails within 24 hours
on days when class is in session at the university. Please email outside of
Carmen so that | can reply more quickly to your email. Emails / messages sent
through Carmen cannot be guaranteed to be answered.

e Class announcements: | will send all important class-wide messages through the
Announcements tool in CarmenCanvas. Please check your notification preferences
(go.osu.edu/canvas-notifications) to ensure you receive these messages.

e Grading and feedback: For assignments submitted before the due date, | will try to
provide feedback and grades within seven days.

Grading Scale

93-100: A
90-92.9: A-
87-89.9: B+
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83-86.9: B
80-82.9: B-
77-79.9: C+
73-76.9: C
70-72.9: C-
67—69.9: D+
60-66.9: D
Below 60: E

THE OHIO STATE UNIVERSITY
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Other Course Policies

Academic Integrity Policy

See Descriptions of Major Course Assignments for specific guidelines about collaboration and
academic integrity in the context of this online class.

Ohio State’s Academic Integrity Policy

Academic integrity, Misconduct, and collaboration:

Academic integrity is essential to maintaining an environment that fosters excellence in
teaching, research, and other educational and scholarly activities. Thus, The Ohio State
University and the Committee on Academic Misconduct (COAM) expect that all students have
read and understand the University’s Code of Student Conduct, and that all students will
complete all academic and scholarly assignments with fairness and honesty. Students must
recognize that failure to follow the rules and guidelines established in the University’s Code of
Student Conduct and this syllabus may constitute “Academic Misconduct.”

The Ohio State University’s Code of Student Conduct (Section 3335-23-04) defines academic
misconduct as: “Any activity that tends to compromise the academic integrity of the University,
or subvert the educational process.” Examples of academic misconduct include (but are not
limited to) plagiarism, collusion (unauthorized collaboration), copying the work of another
student, and possession of unauthorized materials during an examination. Ignorance of the
University’s Code of Student Conduct is never considered an “excuse” for academic
misconduct, so Mr. Vadrevu recommends that students review the Code of Student Conduct
and, specifically, the sections dealing with academic misconduct. (Students can find the full
Code at http://studentlife.osu.edu/pdfs/csc_12-31-07.pdf )

Cheating is grounds for failing this course and additional sanctions. In accordance with faculty
rule 3335-5-487, all instances of alleged academic misconduct will be reported to the university
Committee on Academic Misconduct. If the committee concludes that a violation has occurred,
it recommends appropriate sanctions to the Office of Academic Affairs. As stated in the
university’s Code of Student Conduct (http://studentaffairs.osu.edu/resources/), students have
an obligation to report academic misconduct. Such misconduct can be reported to the
appropriate faculty member or program dean; confidentiality is protected.

Permitted collaboration for this course is as follows:

o Participation, Individual Assignments, & Final Exam — No collaboration

¢ Group Assignments — Collaboration with teammates only. Sources outside the information
included in the assignments & cases, such as case solutions or briefs available for purchase
or free on the web or case briefs submitted by other students at OSU or elsewhere in the
past or during this semester are STRICTLY PROHIBITED. Students caught violating this
guideline will be reported to the Committee on Academic Misconduct.
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Turnitin

Students at The Ohio State University are accountable for the integrity of the work they
submit. Therefore, you should be familiar with the guidelines provided by the Committee
on Academic Misconduct (COAM) and Section A of OSU's Code of Student Conduct in
order to meet the academic expectations concerning appropriate documentation of
sources. In addition, OSU has made Turnitin, a learning tool and plagiarism prevention
system, available to instructors. For this class, you will submit your papers to Turnitin from
Carmen. When grading your work, | will interpret the originality report, following Section A
of OSU's Code of Student Conduct as appropriate. For more information about Turnitin,
please see the vendor's guide for students. See also the information for students in the
Turnitin Feedback Studio

(https://quides.turnitin.com/01 _Manuals _and Guides/Student Guides/Feedback Studio).
Note that submitted final papers become part of the OSU database.

Section A of OSU's Code of Student Conduct defines plagiarism as '...the representation
of another's work or ideas as one's own; it includes the unacknowledged word-for-word
use and/or paraphrasing of another person's work, and/or the inappropriate
unacknowledged use of another person's ideas.’

Other sources of information on academic misconduct (integrity) to which you can refer
include:

e Committee on Academic Misconduct (go.osu.edu/coam)

e Ten Suggestions for Preserving Academic Integrity (go.osu.edu/ten-suggestions)

e Eight Cardinal Rules of Academic Integrity (go.osu.edu/cardinal-rules)

Copyright for Instructional Materials

The materials used in connection with this course may be subject to copyright protection and
are only for the use of students officially enrolled in the course for the educational purposes
associated with the course. Copyright law must be considered before copying, retaining, or
disseminating materials outside of the course.

Creating an Environment Free from Harassment,
Discrimination, and Sexual Misconduct

The Ohio State University is committed to building and maintaining a community to reflect
diversity and to improve opportunities for all. All Buckeyes have the right to be free from
harassment, discrimination, and sexual misconduct. Ohio State does not discriminate on the
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basis of age, ancestry, color, disability, ethnicity, gender, gender identity or expression, genetic
information, HIV/AIDS status, military status, national origin, pregnancy (childbirth, false
pregnancy, termination of pregnancy, or recovery therefrom), race, religion, sex, sexual
orientation, or protected veteran status, or any other bases under the law, in its activities,
academic programs, admission, and employment. Members of the university community also
have the right to be free from all forms of sexual misconduct: sexual harassment, sexual
assault, relationship violence, stalking, and sexual exploitation.

To report harassment, discrimination, sexual misconduct, or retaliation and/or seek confidential
and non-confidential resources and supportive measures, contact the Office of Institutional
Equity:

1. Online reporting form at equity.osu.edu,

2. Call 614-247-5838 or TTY 614-688-8605,

3. Or email equity@osu.edu

The university is committed to stopping sexual misconduct, preventing its recurrence,
eliminating any hostile environment, and remedying its discriminatory effects. All university
employees have reporting responsibilities to the Office of Institutional Equity to ensure the
university can take appropriate action:

e All university employees, except those exempted by legal privilege of confidentiality or
expressly identified as a confidential reporter, have an obligation to report incidents of
sexual assault immediately.

e The following employees have an obligation to report all other forms of sexual
misconduct as soon as practicable but at most within five workdays of becoming aware
of such information: 1. Any human resource professional (HRP); 2. Anyone who
supervises faculty, staff, students, or volunteers; 3. Chair/director; and 4. Faculty
member.

Your Mental Health

As a student you may experience a range of issues that can cause barriers to learning, such
as strained relationships, increased anxiety, alcohol/drug problems, feeling down, difficulty
concentrating and/or lack of motivation. These mental health concerns or stressful events may
lead to diminished academic performance or reduce a student's ability to participate in daily
activities. No matter where you are engaged in distance learning, The Ohio State University’s
Student Life Counseling and Consultation Service (CCS) is here to support you. If you find
yourself feeling isolated, anxious or overwhelmed, on-demand mental health resources
(go.osu.edu/ccsondemand) are available. You can reach an on-call counselor when CCS is
closed at 614- 292-5766. 24-hour emergency help is available through the National Suicide
Prevention Lifeline website (suicidepreventionlifeline.org) or by calling 1-800-273-8255(TALK).
The Ohio State Wellness app (go.osu.edu/wellnessapp) is also a great resource.
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Accessibility Accommodations for Students
with Disabilities

Requesting Accommodations

The university strives to make all learning experiences as accessible as possible. If you
anticipate or experience academic barriers based on your disability including mental health,
chronic or temporary medical conditions, please let me know immediately so that we can
privately discuss options. To establish reasonable accommodations, | may request that you
register with Student Life Disability Services (SLDS). After registration, make arrangements
with me as soon as possible to discuss your accommodations so that they may be
implemented in a timely fashion. In light of the current pandemic, students seeking to request
COVID-related accommodations may do so through the university’s request process, managed
by Student Life Disability Services.

If you are isolating while waiting for a COVID-19 test result, please let me know immediately.
Those testing positive for COVID-19 should refer to the Safe and Healthy Buckeyes site for
resources. Beyond five days of the required COVID-19 isolation period, | may rely on Student
Life Disability Services to establish further reasonable accommodations. You can connect with
them at slds@osu.edu; 614-292-3307.

Accessibility of Course Technology

This online course requires use of CarmenCanvas (Ohio State's learning management system)
and other online communication and multimedia tools. If you need additional services to use
these technologies, please request accommodations as early as possible.

e CarmenCanvas accessibility (go.osu.edu/canvas-accessibility)

e Streaming audio and video

e CarmenZoom accessibility (go.osu.edu/zoom-accessibility)
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Course Schedule susrin 7291 (ERM 2)

Refer to the CarmenCanvas course for up-to-date due dates.

Applying Enterprise Risk Management (ERM) as
to Financial Firms, in particular asset management companies (AMs)
and their portfolios & strategies

Readings:

Hull, John: Risk management and Financial Institutions RMFin & Read:

. Chapter 24 , Enterprise Risk Management,

. Chapter 1, Intro: Risk-Return Trade-offs (in particular 1.5 to 1.7), and

. Chapter 4, Fund Managers (can skip the segment about hedge funds for
now, i.e. 4.51t0 4.7).

Optional: GARP Buy Side Risk Managers Forum, Risk Principles for Asset
Managers, Sept. 2015
www.garp.org/hubfs/Website/BSRMF/PDF/risk-principles-asset-managers.pdf

Week 1

MON, MAR 4 | Assignment for week 2 (only part ¢ graded):
a) Sign up at Qontigo (former Axioma) to receive weekly risk report emails

and access to monthly equity risk as well as a multi-asset risk webinars
(see instructions on page 5 upper half under Qontigo).

b) Use one of the OSU-Business School terminals to create a Bloomberg
Account, in particular for students able to spend time on campus other
than for classes (alternative tasks for part-time MBAs without time to
access terminals).

c) What are the three “lines of defense” in AM (one example each)? What
are the essential elements of the “Risk Management Paradigm” or
IRMP for Blackrock? See: Blackrock Chpt 1, “An Investment
Management Paradigm” by Bennett Golub & Rick Flynn, 2023

Week - Spring

Break SPRING Break — NO Class

MON, MAR 11
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The Pros and Cons of Widely used Portfolio Risk Measures

Readings:

Hull, John: Risk management and Financial Institutions RMFin & Read:

e  Chpt 8, Volatility (8.1 — 8.6; not required: 8.7 to 8.10 on GARCH)

e  Chpt9, Correlation (9.1 —9.4)

e Chpt 11 & 12, Value-at-Risk and Expected Shortfall, calculation methods

Discussing Project Topics (Examples):
1) Create Risk Reports in Bloomberg for two funds versus their benchmark

Week 2 using PORT function; discuss what are the major bets in the fund — use
MON. MAR 18 equity fund, 2" fund either a pure fixed income, commodity or multi-asset
’ fund
2) characterize a fund / portfolio / ETF through time vs a BM; how did major
exposures change? How many bets ?
3) Explain the problem of the “Magnificent 7” within the US equity market
(reading by Qontigo is helpful); is this situation unusual when compared to
other country equity markets ?
Assignment:
Assignment 1 — To be announced (calculations with data; review an actual
fund risk report)
Other Risk Measures (non-equity funds)
Readings:
Hull, John: Risk management and Financial Institutions RMFin & Read:
Week 3 e  Chpt 13, Model Building Approach (incl. benefits of diversification)
e  Chpt 14, Interest Rate Risk
MON, MAR 25 | e Chpts 5-6 Financial Instruments, OTC Derivatives Market
Additional Reading:
e Blackrock: Lessons from the Global Financial Crises (ViewPoint)
Stress Testing (Scenarios) and Backtesting Risk Models
Readings:
Hull, John: Risk management and Financial Institutions RMFin & Read:
e Chptr 16, Scenario Analysis and Stress Testing
e Chptr 11.10 Backtesting
e various other chapters or articles on Risk Model Backtesting (i.e.MSCI)
Week 4
Stress Tests and Scenarios available in Bloomberg PORT function applied to
MON, APR 1 funds (Project presentation ?)

Additional Reading:
Harvey/Rattrey/van Hemert, Strategic Risk Management, chapter 5 on
“Drawdown Control™ (potential presentation topic)

Assignment:
Assignment 2 — To be announced
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Week 5

MON, APR 8

Fund Regulation both in the US (SEC) and in Europe (ESMA, UK: UCITS
regulation also adopted by many Asian Regulators)
Readings:
Hull RMFin, Read:
e  Chptr 6, Derivatives Risk
e  Chptr 7, Liquidity Risk
e |OSCO (global security market regulators) on Leverage
¢ Kaniel, Ron & Pingle, Wanq: Equity mutual funds use derivatives mostly to
amplify exposures, not hedge returns, March 2023 at VOX-EU

https://cepr.org/voxeu/columns/equity-mutual-funds-use-derivatives-mostly-amplify-exposure-not-
hedge-returns
e Blackrock: Liquidity Risk Management (Viewpoint from their website, or Ch

7 from Blackrock’s Guide to Fixed Income Risk Management, 2024,)

Optional:
e Actual RM programs by fund companies & vendors (MSCI Riskmetrics,
Bloomberg, Blackrock) as well as ICI and SiFMA discussion papers

Week 6

MON, APR 15

More Details on Regulation: Liquidity Risk and Risks due to ESG
Reporting

Readings:

Hull, John: Risk management and Financial Institutions RMFin & Read:
¢ Actual Liquidity Risk Program for AMs (To be posted)

e Chptr 23, Climate Risk, ESG, and Sustainability

e Special problem areas & changing regulation

Guest Speaker (TBA), Project Presentations

Assignment 3:
TBA, possibly a HBS case addressing Derivative Leverage or Liquidity Risk

Week 7

MON, APR 22

How effective is RM for funds and AM firms in detecting & preventing
failures for funds & for the overall economy?

a) Portfolio and Financial Firm Risk Management and Systemic Risk: Can Fund and
Trading Desk VaR limits create aggregate effects ?

Reading: Column by Jon Danielsson (London School of Economics): When risk models
hallucinate, Feb 2024, VOX-EU

b) Are there Climate Risks in Funds, can they be measured? What effect climate
preferences have on funds & Financial Firms. Is Climate Risk a RM problem?

Listen: Bob Litterman, founding partner at hedge fund Kepos, formerly CRO of GSAM

www.garp.org/podcast/climate-change-risk-problems-cr-201217

MON, APR 29
(or earlier)

FINAL EXAM
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https://cepr.org/voxeu/columns/equity-mutual-funds-use-derivatives-mostly-amplify-exposure-not-hedge-returns
https://cepr.org/voxeu/columns/equity-mutual-funds-use-derivatives-mostly-amplify-exposure-not-hedge-returns
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