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INTERNATIONAL UNIVERSITY OF JAPAN 

Graduate School of International Management 
Academic Year: 2016/2017 

Spring 

 

Course  
Course code 

FIN 4200 

Course title 

Risk Management 

Name of Instructor Haruyoshi Ito Credits: 2 

Instructor’s contact 

Information 

Office# 

#488 

Office Hours 

By appointment 

E-mail: 

haru0416@iuj.ac.jp 

Class Schedule  

Day / Time 

 

Tuesday 10:30-12:00 & 13:00-14:30 

 
COURSE DESCRIPTION 

 
Course Description 
Recent financial crisis is evident that the adequate risk management is vital not only for financial 
institutions but also general enterprises to improve the firm values. Risk management was 
traditionally viewed as a tool for financial institutions in order to control market risks, default risks, 
currency risks, and interest rate risks. However, recent economic situations facing more complex 
risk require all types of corporations to practice risk management by appropriate ways. Generally 
speaking, firms have many types of risk affecting firms’ revenues and costs including commodity 
prices risks, operational risks, and weather risks etc. Tools managing these risks have been rapidly 
developed recently. Traditionally, insurance and financial derivatives such as swaps and/or options 
are used to hedge the risks the corporations face. However, we have more types of financial 
derivatives such as credit default swap, securitization, catastrophe bonds, and weather derivatives 
to hedge variety of risks. More sophisticated types of these products should be available in the 
foreseeable future. Risk management is even more important in emerging markets since risks are 
higher than those in developed market. It is vital to understand the risks the firms have as well as 
know how to manage these risks.  

 
Learning Objectives  
This course is primarily designed to provide, mostly through cases, in-depth analyses of concepts 
and techniques used in designing and pricing of insurance and financial derivatives used for risk 
management. We deal with standard financial derivatives valuation such as futures, options, and 
swaps, (arbitrage) strategy, securitization and other innovative derivatives including credit default 
swaps and weather derivatives. We also learn the pricing under incomplete market using probability 
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measure transformations such as Esscher Transforms and Wang Transforms. We analyze these 
prices as well as how we could use them for risk management. Many important aspects of 
innovations in risk management such as alternative risk transfer (ART) will be introduced through 
lectures and case analysis surrounding not only investment-banking processes but also general 
enterprises in order to learn the practical implementation of risk management system for both 
financial and non-financial institutions. 
 
Career Relevance 

The basic knowledge of risk management is necessary in the current economic situation where 
abnormally high uncertain exists and the types of risk are more sophisticated than ever such as the 
default of the counterparty in the over the counter trades. The knowledge of risk management is 
useful for mangers in both financial and non-financial institutions. As for managers in financial 
institutions, managers would be able to create new financial contracts such as insurance, 
derivatives, and securitization to help other party to mitigate the risk. This course helps the mangers 
who are engaging to the valuation of these types of contracts as well. The risk manager would 
acquire the basic skill for asset liability management to satisfy the Basel III. As for managers in non-
financial institution, they would be able to know how they can implement the risk management 
system including use of insurance and derivatives in order to maximize the corporate value. 
Corporations are exposed to several types of risks including interest rate risks, commodity price 
risks, and market risks. As for fund managers, they would be able to know how they diversify the 
risk using derivatives tracking index. You will find how the tools and concepts in risk management 
are useful more broadly in financial and corporate management. 
 
Course Context or Rationalization 
This course is related to investments (FIN 4020), portfolio management (FIN 4080), corporate 
finance (FIN 1010), and derivatives markets (FIN 4250) as well as debt security markets (FIN 4030). 
While these courses are not prerequisite of risk management, knowledge taught by these courses 
would help students to understand the contexts of risk management. One of the major 
implementation of risk management is a use of several types of derivatives. Risk management needs 
the understanding of diversification and the difference between market risk and idiosyncratic risks 
which are taught in investments and portfolio management classes. Major risk factors for the 
financial institution are interest rate risks taught in derivatives and debt security markets. Asset 
liability management needs the idea of bond valuation taught in debt security markets. Also one 
sophisticated way of risk management is credit default swap which require the knowledge of 
derivatives as well. One way of default analysis is calculation of default probability. We can make 
use of Black-Scholes-Merton model taught in derivatives. Analytically, the course is sophisticated 
with the use of quantitative techniques. It is strongly recommended to take classes of or possess the 
knowledge of statistics, econometrics, mathematics, and economics. Both first and second year 
students are welcome to take the class. 
 
Delivery Methods 
Course materials consist of cases, book chapters and various articles, a few exercise problems and 
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homework pieces, and the final examination at the end of the term. The final is a take-home 
examination which is case write-up. Power points slides and other class materials will be distributed 
via email and/or uploaded to ¥¥iuj-home¥IM materials¥2016-2017¥MBA 2nd¥2017 Spring¥Risk 
Management. The level of students understanding will be checked by means of case analysis and 
scheduled presentation throughout the term. All students are required to analyze all cases before 
classes for active discussion while only two or three groups are asked to present each case per 
week. Full preparation and attendance are both required for all of the scheduled sessions in this 
course. All students are expected to be actively involved in class discussion, especially, in case 
discussion. 
 
Assessment: 
1. Case Analysis/ Write-ups (Individual)             25% 
2. Short Case Presentations (Individual)        25% 
3. Participation/ Active Involvement in Discussion (Individual) 25% 
4. Final Examination (Case, Take-home, Individual)  25% 

         Students are asked to form teams which have 1-2 students. Each team will be asked to present 
two cases and turn in a write-up for the cases they present. Additionally, each team will be asked to 
turn in one of the remaining cases they do not present. You can choose any one of the cases you 
do not present. All teams must fully solve and be ready to discuss each case. I will call on and ask 
questions of the teams not presenting particular case and the response given will affect that 
individual’s grade of “Participation/ Active Involvement in Discussion” which provide 25% of your 
grade. 
 
 
Prerequisite: NA 
 
Textbook(s) 
 

Required:  
Harrington, S. and Niehaus G., (H&N) Risk Management & Insurance, Second 
International Edition, McGraw-Hill/Irwin, 2007. ISBN 978-0071232449 
 
Reference books/Journal Articles:  
Sub-textbook (Not required to buy but reserved) for Technical Help: 
Hull, J. C., Risk Management and Financial Institutions, 4th Edition, Wiley 
Finance, 2015. ISBN 978-1118955949  
 
Reserved Books: 
Hull, J. C., Options, Futures, and Other Derivatives, 9th Edition, Princeton Hall, 
2014. ISBN 978-0133456318 
 
Hull, J. C., Fundamentals of Futures and Options Markets, 9th Edition, Princeton 
Hall, 2016. ISBN 978-0134083247 
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Skipper, H. and Kwon, J., (S&K) Risk Management and Insurance: Perspectives 
in a Global Economy, Wiley, 2007.  ISBN 978- 8126515936 
 
Rose, P. S. and Hudgins, S. C. (R&H) Banking Management & Financial Services, 
9th Edition, 2012. ISBN 978-0078034671 
 

Class Outline Session Theme/Case Readings/Study questions 
1 (4/4) Course 

Overview 
Introduction I  

1) Risk management and measurement of risks: 
(to understand the concept of risk management 
and Review how to identify and measure the risks) 
Required Reading: 
H&N (Text, Chapter 1, 2, and 3) 
Optional/Additional Readings: 
Hull (Chapter 1, 9 and 10) 
 

2 (4/4) Introduction II  2) Diversification of risks and use of derivatives for 
risk management (Basics of hedging mechanism) 
 
Required Reading:  
H&N (Chapter 4, 24) 
 

3 (4/11) Introduction III 3) Basics of Insurance and Financial Derivatives 
(Basics of hedging tools: insurance, financial 
options, futures etc. and Basics of valuation model: 
Binomial Tree and BSM etc. Basics of hedging 
mechanism: Delta & Gamma Heading) 
Required Reading: 
H&N (Chapter 8) 
Optional Reading: 
Hull (Chapter 7) 
 

4 (4/11) Risk 
Management 
by Financial 
Institutions I 
 

4) Asset Liability Management I (Basel I, II, and III) 
Required Reading: 
Hull (Chapter 12, 13) 
Optional Reading: 
R&H (Chapter 7) 
 
Assignment: Analyze Case 1 

5 (4/18) Case 1: Arbor 
City Community 
Foundation (A) 
& (B) (Kellogg 

Learning Objective:  
1. To learn how to calculate VaR and how 
diversification works 
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Case) Tent. 2. To learn how to calculate risk measures 
 

6 (4/18) Guest Lecture 
Speaker: TBA, 
ERM of Life 
Insurance 
Company under 
negative 
interests, 
Department of 
Dai-ichi Life 
Insurance 
(Donated by 
FALIA) Tent. 

Learning Objective: To know 
1. ALM at financial institutions 
2. Solvency II 
3. Portfolio Risk Management at financial 
institutions 

7 (4/25) Case 2: Pine 
Street Capital 
(HBS Case) 
 

Learning Objective:  
Producing delta hedging strategy using real data 
 
 

8 (4/25) Risk 
Management 
by Financial 
Institutions II 
Tent. 
 

5) Asset Liability Management II (Interest Rate Risk 
(to understand how Swap, futures, and options 
work) 
Optional Reading: 
Hull (Chapter 8) 
R&H (Chapter 7,8) 
Assignment: Analyze Case 3 & 4 

9 (5/2) Case 3: Basel 
III:  An 
Evaluation of 
New Banking 
Regulations  
(Ivey Case) 
Tent. 
 
Case 4: Banc 
One Corp.: 
Asset and 
Liability 
Management 
(HBS Case) 
Tent. 

Learning Objective: To know how Basel III reduce 
the risks of financial system collapse and discuss 
whether this is effective method or not 
 
 
 
 
 
 
 
Learning Objective: To know how to produce 
hedging strategy using swaps 
 

10 (5/2) Risk 
Management 

6) Credit Risk 
Required Reading: 
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by Financial 
Institutions III 

Hull (Chapter 16) 
Assignment: Analyze Case 5 

11 (5/9) Case 5: Further 
Questions 
(16.23, 16.24, 
and 16.25) in 
Hull or cases 
about KMV 
model  Tent. 
 

Learning Objective: To know how to estimate 
probability of default using credit spread and KMV 
etc. 
 

12 (5/9) Risk 
Management 
by Individual 
and 
Corporations 
Tent. 

7) Risk Aversion and Risk Management 
Required Reading: 
H&N (Chapter 9) 
Optional Reading: 
Wang, Shaun S., 2000, A Class of Distortion 
Operators Pricing Financial and Insurance Risks, 
Journal of Risk and Insurance, Vol. 67,            
No. 1, 15-36. 
Gerber, Hans U. and Elias S.W. Shiu, 1994, Option 
pricing by Esscher Transforms, Transactions of the 
Society of Actuaries, 46, 99-191. 
 
Assignment: Analyze Case 6 

13 (5/16) Case 6: Valuing 
Weather 
Derivatives in 
Wang 2002 
Tent. 

Learning Objective: To know how to           
Estimate Risk Aversion 
Wang, Shaun S., 2002, A universal framework for 
pricing financial and insurance risks, ASTIN 
Bulletin, 32(2), 213-234. 
 

14 (5/16) Enterprise Risk 
Management I 
 

8) Insurance, derivatives and corporate value 
(To learn how use of insurance and/or derivatives 
improves corporate value) 
Required Readings: 
H&N (Chapter 10, 20, 21) 
Optional Readings: 
H&N (Chapter 22, 23, 26) 
Assignment: Analyze Case 7 

15 (5/23) Case 7:  
United Grain 
Growers 
Limited 
(Chapter 27 in 

To understand 
1. the basis risks implementing derivatives 
2. the risk associated with the organizations 
3. the ways to implement the effective use of 
weather derivatives 
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H&N) 
Tent. 

16 (5/23) Enterprise Risk 
Management II 
 

9) Corporate Liability Risk Management 
 (To learn issues in liability risks) 
Required Readings: 
H&N (Chapter 28, 29) 
 
Assignment: Analyze Case 8 

17 (5/30) Case 8: Allied-
Signal: 
Managing the 
Hazardous 
Waste Liability 
Risk (HBS 
Case) Tent. 

1. to understand the issues of implementing 
hazardous waste liability risk management 
2. to understand the issues of information transfer 
of management and employee standards that lead 
to environmental improvements.  

18 (5/30) Advanced 
Topics in Risk 
Management 
 

10) Alternative Risk Transfer, Credit Default Swap, 
Derivatives with Counter Party Default Risk  
Required Reading: 
H&N (Chapter 25) 
Optional Reading: 
Hull (Chapter 17) 

19 (6/6) Case 9: Mid 
Ocean Limited - 
Trading 
Catastrophe 
Index Options 
(HBS Case) 
Tent. 

1. to understand the catastrophe index options 
2. to understand the issues when implementing 
catastrophe index option 
3. to understand the benefits implementing 
catastrophe index options 

20 (6/6) Case 10: KBC 
Alternative 
Investment 
Management 
(A) (INSEAD)  
Tent.  

1. to understand the convertible bond arbitrage 
2. to understand how the credit risk of a convertible 
bond can be hedged. 

Others (if any) Take-home examination (Case write-up) 
Honeywell, Inc. and Integrated Risk Management (HBS Case, Tentative) 

 


