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Synopsis

The essential guide to managing financial institution risk, fully revised and updated The dangers
inherent in the financial system make understanding risk management essential for anyone working
in, or planning to work in, the financial sector. A practical resource for financial professionals and
students alike, Risk Management and Financial Institutions, Third Edition explains all aspects of
financial risk as well as the way financial institutions are regulated, to help readers better
understand financial markets and potential dangers. Fully revised and updated, this new edition
features coverage of Basel 2.5, Basel lll and Dodd-Frank as well as expanded sections on
counterparty credit risk, central clearing, and collateralization. In addition, end-of-chapter practice
problems and a website featuring supplemental materials designed to provide a more
comprehensive learning experience make this the ultimate learning resource. Written by acclaimed
risk management expert, John Hull, Risk Management and Financial Institutions is the only book
you need to understanda "and respond toa "financial risk. The new edition of the financial risk
management bestseller Describes the activities of different types of financial institutions, explains
how they are regulated, and covers market risk, credit risk, operational risk, liquidity risk, and model
risk Features new coverage of Basel Ill, Dodd-Frank, counterparty credit risk, central clearing,
collateralization, and much more Provides readers with access to a supplementary website offering
software and unique learning aids Author John Hull is one of the most respected authorities on
financial risk management A timely update to the definitive resource on risk in the financial system,
Risk Management and Financial Institutions + Web Site, Third Edition is an indispensable resource

from internationally renowned expert John Hull.
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Customer Reviews

Q & A with John Hull, author of Risk Management and Financial Institutions What caused the credit
crisis that started in 20077 Among the factors underlying the crisis are: the U.S. government’s
desire to encourage home ownership, low interest rates, irrational exuberance, inappropriate
incentives, regulatory arbitrage, lax lending standards, too much reliance on credit ratings, a lack of
understanding of the criteria used by credit rating agencies, and an unwillingness to listen to risk
managers. One key lesson from the crisis is that correlations always increase in stressed market
conditions. (For example, the correlation between default rates in California and Florida during the
crisis was much higher than usual. ) Another lesson is that, for almost any asset class, the recovery
rates of lenders decline when default rates increase. (We have all heard stories of houses during
the crisis selling for as little as 25% of their pre-crisis values.) How are over-the-counter markets
changing? In the past, trades in the over-the-counter (OTC) market have usually been cleared
bilaterally. This means that, when two parties A and B agree on a trade, they are responsible for
handling payments and managing credit risk. Usually they have entered into what is known as an
ISDA Master Agreement. This covers all their trades and defines the collateral that must be posted,
what happens if one side fails to live up to its obligations, and so on. This is changing. OTC markets
are becoming more like the exchange-traded markets. There is a requirement that OTC transactions
be executed whenever possible on either exchanges or what are known as swap execution facilities
(SEFs). A SEF is an electronic platform where market participants can post bids and offers or
accept the bids or offers of other market participants to complete trades. There is also a requirement
that standardized OTC trades (with a few exceptions) be cleared through central clearing parties
(CCPs). This means that once a trade has been agreed it is presented to a CCP and the CCP
stands between the two parties. For example, suppose A and B have agreed to an interest rate
swap where A pays a fixed rate of interest of 5% to B and receives the LIBOR rate of interest from
B. The CCP would enter into two offsetting transactions. It would pay LIBOR to A and receive the
fixed rate from A. It would pay the fixed rate to B and receive LIBOR from B. Similarly to an
exchange clearinghouse, it would require collateral in the form of initial margin and maintenance
margin from both parties. The new rules will have a huge effect on OTC markets. Prior to the crisis
about 25% of OTC trades were handled by CCPs. After the new rules come into force this is
expected to rise to 75%. Non-standard trades will continue to be cleared bilaterally, but they have

not escaped the attention of regulators. They will usually have to be well collateralized and will be



subject to relatively high capital requirements. How will Basel Il affect banks? Basel Il is being
phased in over several years. Banks will be required to keep much more equity capital than
previously and the rules defining what constitutes equity capital will be tightened. This means that it
will be more difficult for banks to reach their return on equity (ROE) targets. In theory, shareholders
should be prepared to accept a lower ROE than before because banks are less risky. In practice,
this may not be the case. Indeed, it is conceivable that the rules will prove to be counterproductive
in that they will lead to banks seeking higher returns by taking more risks--particularly if they can
find ways of doing so that do not generate higher regulatory equity capital requirements. Basel lll
has for the first time introduced minimum liquidity requirements for banks. These requirements will
lead banks to search for stable sources of funding and liquid investments. Retail deposits are
considered more stable than wholesale deposits and so we may see more competition among
banks for retail deposits. Banks will be under pressure to get illiquid assets off their balance sheets.
They are therefore likely to find the securitization of loans even more attractive than they have in the
past. Is value at risk the best risk measure? Value at risk (VaR) has the advantage of simplicity. It
answers the question senior managers tend to be most interested in: "How much could we lose?"
To be more precise, it answers the question "What loss level are we X% certain will not be
exceeded in time T?" It is natural to ask whether, if we are to represent risk by a single number, VaR
is the best number. Apart from simplicity, one advantage of VaR is that it can be back-tested fairly
easily. (A bank can calculate what results it would have got if its current procedures for estimating
VaR had been used in the past and keep track of how often the VaR level would have been
exceeded.) One undesirable property of VaR is that it does not necessarily reflect the benefits of
diversification. When two positions are combined, VaR for the combined position can be greater
than the sum of the VaRs for the original positions. One consequence of this is that VaR can
sometimes be reduced by splitting a portfolio into a number of components. Another undesirable
property is that VaR does not say anything about what the size of the loss will be in those (hopefully
rare) cases where the VaR level is exceeded. A measure which is more complicated than VaR, but
overcomes some of its weaknesses, is expected shortfall. To calculate expected shortfall a
company first chooses a time horizon T and a confidence level X and calculates VaR in the usual
way. The expected shortfall is set equal to the expected loss in time T conditional on the loss being
greater than VaR. One popular misconception is that VaR assumes that gains and losses are
normally distributed. The most common method for calculating VaR, historical simulation, does not
make this assumption. However, it does assume that what will happen between today and tomorrow

is a random sample from what happened in the most recent N days (where N might be 250, 500 or



1000). As a result of the recent credit crisis regulators have introduced what is known as "stressed
VaR." This assumes that what will happen between today and tomorrow is a random sample from
what happened during a 250 day period in the past that would be particularly stressful for the bank’s
current portfolio. More to Explore: See More Risk Management Resources A A A Title

Risk Management andFinancial Institutions Financial Risk Management Financial Risk
ManagerHandbook Mathematics and Statisticsfor Financial Risk Management A Guide Type Text
Professional Professional Certification Advanced Professional A Pages 664 772 800291 A List
Price $95.00 $95.00 $175.00 $85.00 A Author(s) Hull Malz Jorion/ GARP Miller A
Publication Date May 2012 October 2011 December 2010 March 2012 A Imprint Wiley Wiley
Wiley Wiley A Print Book 1118269039 0470481803 0470904011 1118170628 A Kindle Book
B007U2ZQKU BO005NSEY8I B004I6DDFG B0072LWTWC A Edition 3161 A Brief
Description Fundamental coverage after Dodd-Frank, Basel lll, & other global developments from
top teaching academic. Comprehensive book on cutting-edge tools and techniques to identify risks
of all types, and manage them effectively. Core reference for GARP’'s FRMA® Exam and risk
professionals looking to stay current on best practices. A practitioners guide to quantitative risk

management; many sample problems and application sections.

Risk Management and Financial Institutions Third Edition + WEBSITE Written by one of the most
respected authorities on financial risk management, Risk Management and Financial Institutions
explains all aspects of financial risk as well as the way financial institutions are regulated. Fully
revised and updated, this new edition includes coverage of Basel 2.5, Basel Ill, and Dodd-Frank as
well as expanded sections on counterparty credit risk, central clearing, and collateralization. The
new Third Edition: Describes the activities of different types of financial institutions, explains how
they are regulated, and covers market risk, credit risk, operational risk, liquidity risk, and model risk
Features new content on Basel Ill, Dodd-Frank, counterparty credit risk, central clearing,
collateralization, and much more Provides readers with access to a supplementary website offering

software and unique learning aids

| was very reluctant to read Hull’s book for non academic purposes and the one attempt | made of
this book proved to be the beginning of an enjoyable reading experience. | think this book should be
made popular in the Financial Engineering programs in most universities while the other currently
famous writings by Hull serve to develop specific topics in the industry. Many practitioners would

benefit a great deal from this book, at least in as far as asking the right questions is concerned.



There are many banking professionals who barely know what a bank is and could benefit from this

book in many ways.

It's the same book as the third edition that sells for QUITE a bit more, this edition has the super thin
pages that would not hold up to much abuse. If you're going to throw this in a backpack for class
use it's going to get battered and torn up. For professionals looking for a review this edition should
do fine. I'll be reading it at work at my desk, and leaving it there so | don’t expect it to get any
damage. Overall a great buy and so far the book looks interesting and informative. I'll come back
after i've read the book if | have any more specific commentary.(There IS a fourth edition already
out so this is not the most recent edition. Look at the fourth edition description and it will tell you
what they’ve added to that edition. | decided that for an additional $95 | didn’t really need the small

amount of added information)

| love it . It is exactly the same as the more expensive edition, while this edition is more convenience

to take because weight is more light.

This is by far the worst text book I've read about financial risks. Examples given are not adequate,
this is a book for people who already know the concepts and calculations of financial risks. For
beginner who try to understand and learn about how to calculate risks and hedging, please stay
away from this book. It is ambiguous, examples are not conclusive, after reading the book, you still
won’t be able to answer the problems at end of chapters. No wonder it is selling for a low price.

Most post-baccalaureate or undergraduate text books cost over a hundred dollars.
Great read for a textbook, good examples used throughout which enhances the experience. Broken
down into manageable chapters. Would recommend for a financial capital or risk management

course.

| don’'t know if it was the instructor or the book but | struggled learning in this class. | recommend

you also look in other similar textbooks.

A practical resource for practitioners and those desiring to learn more about FI specific risk...

This book is quite good, it is definantly soft on the math and will be accessible to most readers. The



author puts some effort into explaining the real world applications and how risk manamanet in
financial institutions is actually done. Less emphasis is put on the models used.lt is a good buy if

you already know the maths, or if you want a kid-friendly introduction it this stuff.
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