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Economy:
Chinese, 576-577
country risk and economic theory, 594-601,
608, 614-615



Index

787

economic growth, 595-601
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foreign bonds as, 549-550
fundamentals of risk management for,
530-531
growth of, 583-584, 585
linear currency hedging strategies for,
554-558
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403-404

value of, 325-327

VAR use in, 195-196, 327-329

Hedge funds. See also Alternative investments;
Hedge fund risk management

benchmarking, 367-368

biases in reported returns, 329-331, 392-398,
403-404

fee rationalization for, 371

growth of, 323, 391

hedge fund managers vs. institutional
investors, 324

institutional investors in, 155, 324

investment strategy articulation for, 369-371

leveraged, 225-226

liquidity crisis cycle involving, 273-281

as liquidity suppliers, 10, 22

nonnormality of returns for, 392, 393

persistence in returns, 398—400

probability of fund demise, 400-402

questions and answers on, 375-377, 676-680

solvency of, 221

TASS database on, 391-392

transparency of, 333, 348, 364, 368-369
VAR use for, 195-196, 327-329
within-horizon probability of loss calculations

for, 224-226

Hedging strategies:

benefits of/reasons for, 540—542

cash flow management as, 562-563
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Pension funds
Insurance:
credit default swaps as, 412-413
insurance company junk bond investments, 16
portfolio, 1314, 245
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behavior impacting (see Behavioral risk;
Manager risk; Preferences)
clients making (see Clients; Institutional
investors)
due diligence to safeguard, 357-360, 673-680
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Market crisis)
funding costs of, 371, 502-503
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questions and answers on risk management of,
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risk budgeting for (see Risk budgeting)
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risk reporting on, 67-69, 147-148, 197-198,
742-743, 749
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user-friendly data on, 154-155, 157-159
VAR calculations applied to (see Value at
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Keynes, John Maynard, 115-116, 306-307
Knight, Frank, 113-116, 303-304
Kurtosis, 157-159, 238-239, 392, 531
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Leeson, Nick, 77
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blue-sky laws, 703-704, 708-709
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Act, 521
Financial Institutions Reform, Recovery and
Enforcement Act (1989), 16
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Gramm-Leach—Bliley Act (1999), 703, 712
Sarbanes—Oxley Act (2002), 703
Securities Act (1933), 703, 708
Securities Exchange Act (1934), 703, 704—705
Truth in Lending Act (1968), 708, 711
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leveraged hedge funds, 225-226
liquidity crisis cycle and, 273-274, 276,
279-280
regulations on, 704-706, 711-712
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760, 765,771, 773-780
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derivative riskiness and, 472, 493-494
hedging strategy need for, 13-14
immediacy of need, 8-9, 19, 20, 276
liquidity crisis cycle, 273-281
liquidity demanders, 9-10, 11, 13, 17,
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liquidity risk, 75, 95-96, 277-280,
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liquidity suppliers, 9, 10-11, 13, 17, 18-19,
22,23
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Liquidity (Continued)
market crisis impacted by need for, 8-11, 13,
14-15, 17, 18-20, 21, 22, 23, 273-281
risk measurement of liquidity risk, 95-96,
277-280
transparency impacting, 21
Loans, 221, 427-429, 431-439
Long-Term Capital Management (LTCM) default
(1998), 13, 17-19, 21, 22-23, 78, 273,
277-281, 343
Losses:
liquidity crisis cycle and risk of loss, 275-276
loss aversion, 48, 50, 142—145, 658-659, 670,
671-672
surprise, 190
within-horizon probability of loss, 219-221,
222-226, 227-230
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(LTCM) default (1998)

Madoff, Bernie, 135-136
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management
Manager risk, 720-721, 729, 731, 732-733
Mandelbrot, Benoit, 304-305
Margin regulations, 704-706, 711-712
Market crisis. See a/so Financial crisis
case studies on, 13—-19
consolidation impacting, 20, 22
diversification and, 12, 20, 22, 23, 164-165
equity market crash (1987), 11, 13-15, 20,
23,301
fund of funds tail risk management during,
380-387
junk bond debacle (1991), 15-17
lessons learned from, 19-20, 75-79
liquidity crisis cycle, 273-281
liquidity needs impacting, 8-11, 13, 14-15,
17, 18-20, 21, 22, 23, 273-281
LTCM default (1998), 13, 17-19, 21, 22-23,
78,273, 277-281, 343
market efficiency impacting, 8
market habitats and, 11-13
policy issues impacting, 20-22
questions and answers about, 22-24
regulation as outcome of, 21
sources of crisis, 8—13
time disintermediation issues, 8-9, 14—15, 19,
20, 23, 276
transparency as outcome of, 21, 277-278
volatility in, 11, 13

Markets. See also Investments; Market crisis
black swans in, 301-314
emerging, 196-197, 567-572, 578-579, 583,
587-588, 626—628, 652—-656
enterprise and speculation impacting, 306-310
fractal patterns in, 304-305
market efficiency, 8, 345
market habitats, 11-13
market risk, 74, 211-214, 479-481
reaction to risk management programs, 507-509
Markowitz, Harry, 73, 116-117, 146, 249
Mark-to-market:
derivative risk management using, 472,
479-480, 492, 497, 509
liability-driven investment management
using, 778
liquidity and, 151, 218, 277, 346
Mean-variance tracking error, 555-559
Mergers and acquisitions, 20, 22
Metallgesellschaft Refining and Marketing
disaster (1993), 75-76
Minsky, Hyman, 308-310
Models:
actuarial, 93-94
airplane, 681-682
assumptions built into, 698-699
capital asset pricing, 318, 590, 602
contingent claim, 93
correlated default, 418-421
country risk beta pricing, 602-603
credit migration, 92
default probability, 408—409
deficiencies in/misuses of, 31-33, 165-166,
694-696
derivative pricing, 41-42, 493
discounted cash flow valuation, 126-127, 129
financial, 683-686, 689-693
hedging strategies based on, 693—-694
intensity, 93
large portfolio, 94
model risk, 686-687
nonlinearity, 696-697
option-pricing, 130-131
pension fund factor, 717-718, 728-730
physics, 682-683
political risk, 652-654
questions and answers on, 699-700
reduced-form pricing, 410-411
relative valuation, 127, 129-130
risk allocation, 255-256
structural pricing, 409-410



Index

791

tracking error, 31-33
usefulness of, 689—693
Monetary risk measures, 97-98, 103. See also
Value at risk (VAR)
Monte Carlo simulation methodology, 84,
414415, 421
Mortgage-backed securities, 310-312, 429-430,
432442
Mutual funds:
hedge funds comparison with, 344, 346, 392,
395, 399-400
international equity, 589
regulation on, 70-71

NAV (net asset value) instability risk, 361-363
Net cash flow, 504—507
NetRisk, 148
Netting agreements, 481
Nonlinearities:
in hedge fund risk management, 338-343
in housing price decline and defaults,
697-698
models for, 696-697
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