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DESCRIPTION OF COURSE
An examination of financial markets and institutions including the role of specialized financial instruments used in the intermediation process. The role of central banks and other public institutions and their interactions with private financial intermediaries are discussed. Policies and factors affecting the performance of financial institutions and the use of financial instruments such as fed funds, repos, eurodollars and swaps are examined.. Contemporary problems associated with the internationalization of markets and institutions are also covered (Formerly Seminar: Financial Institutions and Capital Markets).

PREREQUISITES OF COURSE
PREREQUISITE: FINANCE 202

REQUIRED TEXT and other RECOMMENDED READINGS
There are no required texts.    Most of what you will have to read will be made available on the Web.   You will be expected to go over the PowerPoint slides and the readings before coming to class.

Other recommended readings are the Wall Street Journal, The Economist, and other financial media

OUTCOME OBJECTIVES AND METHODS OF ACHIEVING THE OBJECTIVES
The objective of this course is to provide students with an understanding of the kinds of risks and challenges faced by financial institutions in a globally integrated and technologically advanced economy.   As regulatory policies and markets are coordinated across the globe, financial organizations have to reorient their strategies in order to adapt to the changing environment.   The early part of the course gives an overview of the environment surrounding modern day financial intermediaries and their changing functions.     We then proceed to review and understand the major kinds of risks faced by financial institutions.    We further develop the basic tools used by regulators and bankers to deal with these issues/risks.    The remainder of the course is reserved for presentations and discussions of articles on the issues most important to banks.     Finally, the benefits and burdens of regulatory policies are also examined from the private and social perspectives.  Written and oral communication skills (for example, class participation, presentations, etc.) will be emphasized.    Each student is expected to choose a topic from the outline, read the articles from the URL’s provided, possibly search for more sources on the subject matter, prepare a PowerPoint presentation, provide class participants with handouts of the presentation, deliver the presentation.   A paper based on the presentation is to be turned in at the end of the term.   The midterm and the final are to cover class discussions and handouts made available.   

SCHOOL OF BUSINESS POLICY ON MAKEUP EXAMINATIONS 

To be eligible for a makeup examination, a student must submit to the instructor written documentation of the reason for missing a scheduled examination due to medical problems or death of an immediate family member. The instructor (not the student) determines whether and when a makeup is to be given.  If a makeup examination is to be given, the instructor will determine the type of makeup examination.  If the student misses (for any reason) the scheduled makeup examination,  additional makeups are not permissible.

UNIVERSITY POLICY ON INCOMPLETE GRADES 

Incomplete work must be completed and submitted to the instructor for a passing or failing grade before the university set deadlines.   
METHODS OF EVALUATING STUDENTS

1.
CALCULATOR
A financial calculator such as the Hewlett-Packard 10B or the Texas Instruments BA II PLUS is also recommended. 

2.
GRADING POLICY
Paper and Presentation

 30%

Mid-Term Exam


 30%

Final Exam



 30%

Class Participation


 10%
Total




100%

FRANK G. ZARB SCHOOL OF BUSINESS


HOFSTRA UNIVERSITY

COURSE OUTLINE FOR FIN 208

PART I :    THE ENVIRONMENT AND GENERAL REVIEW OF RISK

Date



Topic

1/31

Groundrules.    Overview of different financial institutions:




Depository Institutions: Commercial Banks, Thrifts




Insurance Companies




Securities Firms, Investment Banks, Mutual Funds



Link:  Power Point Slide set one    When printing these please use PURE BLACK AND WHITE.

2/7

Overview of the Federal Reserve System

           http://app.ny.frb.org/cfpicnic/frame2.cfm?url=http://www.federalreserve.gov/pf/pf.htm


Specialness of Financial Institutions

Link:  Power Point Slide set one  continue

2/14

Overview of Risks of Financial Institutions I




Summarizing the risks




Focus on Interest Rate Risk



Link:    Power Point Slide set two

          

2/21

Overview of Risks of Financial Institutions II




Market Risk, Risk Metrics, Back Simulation, etc.




Credit Risk introduction



Link:    Power Point Slide set three
2/28

Overview of Risks of Financial Institutions III




Credit Risk continued,  KMV, Sovereign Risk




Capital Adequacy, Swaps



Link:    Power Point Slide set three
3/7

Midterm Exam

PART II :    ADVANCED TOPICS AND PRESENTATIONS

Date



Topic

3/14

Market Structure  and Bank Mergers



Bank Mergers and Banking Structure in the United States, 1980-98 
Stephen A. Rhoades August 2000 

The Consolidation of the Financial Services Industry: Causes, Consequences, and Implications for the Future
Allen N. Berger, Rebecca S. Demsetz, and Philip E. Strahan December 1998
Number 55

The Dollars and Sense of Bank Consolidation
Joseph P. Hughes, William Lang, Loretta J. Mester and Choon-Geol Moon, May 1998

#97-04
Inside the Black Box: What Explains Differences in the Efficiencies of Financial Institutions?
Allen N. Berger and Loretta J. Mester, January 1997

3/21

 Global Exposures

Supervisory lessons to be drawn from the Asian crisis , (E), BIS- June 1999

"What have we learned from recent financial crises and policy responses?" by William R White, January 2000  http://www.bis.org/publ/work84.pdf
Foreign and Domestic Bank Participation in Emerging Markets: Lessons from Mexico and Argentina  B. Gerard Dages, Linda Goldberg, and Daniel Kinney, 2000
Altman, Edward I.; Saunders, Anthony.  "An Analysis and Critique of the BIS Proposal on Capital Adequacy and Ratings."   WP, January 2000. 

Altman, Edward; Saunders, Anthony. "Credit Ratings and the Bis Reform Agenda"  WP, 2000 

4/4

Risk Management

Agency Problems and Risk Taking at Banks 
Rebecca S. Demsetz, Marc R. Saidenberg, and Philip E. Strahan, 1997

Bank Integration and Business Volatility 
Donald Morgan, Bertrand Rime, and Philip Strahan May 2001
 

Risk Management, Capital Structure and Lending at Banks
A. Sinan Cebenoyan and Philip E. Strahan

The Key to Risk Management: Management
Adrian E. Tschoegl, October 1999

4/11

Tools

Settlement Risk under Gross and Net Settlement 
Charles M. Kahn, James McAndrews, and William Roberds

The Timing and Funding of Fedwire Funds Transfers 
James McAndrews and Samira Rajan

Creating an Integrated Payment System: The Evolution of Fedwire 
Adam M. Gilbert, Dara Hunt, and Kenneth C. Winc
168 (December 1995) 
The Economics of the Private Equity Market 
George W. Fenn, Nellie Liang, and Stephen Prowse
The Economics of the Private Placement Market Mark Carey, Stephen Prowse, John Rea, and Gregory Udell

4/18

Measurement Issues

Industry Practices in Credit Risk Modeling and Internal Capital Allocations: Implications for a Models-Based Regulatory Capital Standard
David Jones and John Mingo

Capital Allocation and Bank Management Based on the Quantification of Credit Risk
Kenji Nishiguchi, Hiroshi Kawai, and Takanori Sazaki

Bank Capital Requirements for Market Risk: The Internal Models Approach 
Darryll Hendricks and Beverly Hirtle 1997
The Challenges of Risk Management in Diversified Financial Companies 
Christine M. Cumming and Beverly J. Hirtle  2001

Rating Banks: Risk and Uncertainty in an Opaque Industry 
Donald P. Morgan  May 2000 

4/25

What Lies Ahead?

Designing the Future of Banking: Lessons Learned from the Trenches
Patrick T. Harker and Larry W. Hunter, September 1998
E-Finance: An Introduction
Franklin Allen, James McAndrews and Philip Strahan, October 2001

The Internet and the Future of Financial Services: Transparency, Differential Pricing and Disintermediation
Eric K. Clemons and Lorin M. Hitt, September 2000

How Financial Firms Decide on Technology
Lorin M. Hitt, Frances X. Frei and Patrick T. Harker, November 1998

Do Better Customers Utilize Electronic Distribution Channels: The Case of PC Banking
Lorin M. Hitt and Frances X. Frei, April 1999

Deregulation, the Internet, and the Competitive Viability of Large Banks and Community Banks 
Robert DeYoung and William C. Hunter    working paper
5/2

Final Thoughts – Discussions

“Do Regulators Search for the Quiet Life? The Relationship Between Regulators and the Regulated in Banking”Richard.Rosen   working paper  2001

Bond Market Discipline of Banks:Is the Market Tough Enough? 
Donald P. Morgan and Kevin J. Stiroh  December 1999
The Decline of Traditional Banking: Implications for Financial Stability and Regulatory Policy 
Franklin R. Edwards and Frederic S. Mishkin 1995

The Determinants of Success in the New Financial Services Environment: Now That Firms Can Do Everything, What Should They Do and Why Should Regulators Care?[image: image1.png]


 
Anthony M. Santomero and David L. Eckles, 2000
2

