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Subject outline 

Market Risk Management 

(1) Section 1 – General information 
(2) Section 2 – Academic details 

SECTION 1 — GENERAL INFORMATION 

1.1 Core or elective subject 

This is an elective subject for the Master of Applied Finance. 

1.2  Delivery mode 

This subject is delivered online. 

1.3 Recommended prerequisites 

Students enrolling in a Masters level elective subject are assumed to have the prerequisite knowledge in 
the three core subjects (FIN101, FIN102, FIN103). 

Kaplan recommends that you complete the following Kaplan Online subject (or have a thorough working 
knowledge of the content) prior to enrolling in this subject: 
• FIN204 Fundamentals of Risk 
• FIN240 Interest Rate Markets 
• FIN329 Futures and Options Markets and Trading. 

1.4 Other resource requirements 

Students do not require access to specialist facilities and/or equipment to undertake this subject. 
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SECTION 2 — ACADEMIC DETAILS 

2.1 Subject overview 

This subject focuses on the management of market risk. It examines the concept of market risk 
management and details an institutional framework for understanding how risk arises and how it is 
managed.  The subject examines the lessons from some of the most prominent financial disasters of the 
past thirty years, including the Global Financial Crisis (GFC). The subject considers an integrated framework 
for market risk management and examines value-at-risk (VaR), stress testing and control of model risk.  The 
subject examines the common types of market risk and the instruments used to manage it: spot risk; 
forward risk; vanilla options risk; and exotic options risk. The subject focuses on the identification, 
measurement and mitigation of market risk. 

2.2 Subject learning outcomes 

On successful completion of this subject, students should be able to: 
1. Explain the concept and types of market risk. 
2. Understand the lessons from major financial disasters (including the GFC). 
3. Evaluate how market risk is identified, measured and mitigated. 
4. Appraise Value at Risk and how it is used in the measurement of market risk in a range of different 

scenarios. 
5. Understand the process of stress testing and associated model risk. 
6. Evaluate key market risk in a range of different scenarios. 

2.3 Topic learning outcomes 

Topic 1 — Introduction to market risk 

On successful completion of this topic, students should be able to: 
• describe the nature of market risk and its management using appropriate risk vocabulary 
• identify and explain the differences between financial risk and actuarial risk 
• explain market risk from both simulation and subjective judgment perspectives 
• describe the problems arising from information asymmetry (moral hazard, Ponzi schemes, adverse 

selection, and the winner’s curse) 
• differentiate between market making and position taking. 
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Topic 2 — Financial Disasters 

On successful completion of this topic, students should be able to: 
• explain the rationale for a three-part categorisation of financial disasters 
• discuss the major cases in which financial disasters were due to misleading reporting, large market 

moves and the conduct of consumer business respectively 
• understand the crisis in CDOs of subprime mortgages that occurred during the GFC 
• explain how the GFC spread through both credit contagion and market contagion  
• critically consider the lessons from the GFC for market risk managers and regulators. 

 

Topic 3 — Managing market risk 

On successful completion of this topic, students should be able to: 
• describe where risk measurement and risk control fit into the risk management process 
• identify and explain the issues surrounding liquidity, market valuations and market risk 
• identify and explain the key components of a market risk management framework 
• identify and explain the issues surrounding market risk controls.  

 

Topic 4  — VaR and stress testing 

On successful completion of this topic, students should be able to: 
• define Value-at-Risk and describe its advantages and disadvantages as a risk measure 
• describe the key approaches to simulating the P&L distribution, including their strengths and 

weaknesses 
• describe ways of measuring the P&L distribution 
• discuss the rationale behind, and the approaches to, stress testing 
• describe measures of firm position risk, and how such risks should be reported throughout 

the organisation.  

Topic 5 — Model risk 

On successful completion of this topic, students should be able to: 
• define model risk and discuss the importance of model risk management to risk management practice 
• discuss the key elements of model risk evaluation and control 
• discuss the model review standards relating to liquid instrument models, illiquid instrument models and 

trading models.  
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Topic 6 — Managing spot risk 

On successful completion of this topic, students should be able to: 
• explain the characteristics of a spot trade 
• differentiate between physical commodities and financial commodities 
• understand the importance of good order flow to market making 
• compare and contrast foreign exchange spot risk, equity spot risk and physical commodity spot risk 
• define the crush spread (soybeans) and the crack spread (crude oil). 

Topic 7 — Managing forward risk 

On successful completion of this topic, students should be able to: 
• compare and contrast various financial instruments and their respective forward risk 
• explain why slight variations in the structure of financial instruments can result in large differences in 

the risks faced by financial institutions 
• understand the relevance concepts in this field, specifically, interpolation and flow 
• provide a synopsis of the four key mathematical approaches used to value and measure forward risk. 

Topic 8 — Managing vanilla options risk 

On successful completion of this topic, students should be able to: 
• provide an overview of options risk management 
• describe, and understand the simulation of, dynamic hedging 
• understand the place of risk reporting and limits in managing options risk 
• describe delta hedging 
• understand volatility surfaces as a tool for managing options risk. 

Topic 9 — Managing exotic options risk 

On successful completion of this topic, students should be able to: 
• define exotic options and there potential uses 
• describe, in general terms, the main forms of exotic options 
• appreciate the implications of exotic options for managing options risk. 
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2.4 Assessment schedule 

 

Assessment  Description  Week Topics Weighting Subject Learning 
outcomes assessed 

Assignment Short and long answer questions Week 6 1–4 40% LO 1–6 

Exam Multiple choice, short answer and 
long answer questions 

Week 12 1–9 60% LO 1–6 

2.5 Prescribed text 

Allen, S 2013, Financial risk management: a practitioner’s guide to managing market and credit risk, 
John Wiley & Sons. ISBN 9781118175453. 

2.6 Study plan 

 

Week(s) Topic name Recommended student effort 
1 Topic 1 Introduction to market risk 7 

2 Topic 2 Financial disasters 7 

3 Topic 3 Managing market risk 8 

4 Topic 4 VaR and stress testing 8 

5 Topic 5 Model risk 8 

6 Assignment (Weighting 40%) 25 

7 Topic 6 Managing spot risk 8 

8 Topic 7 Managing forward risk 8 

9 Topic 8 Managing vanilla options risk 8 

10 Topic 9 Managing exotic options risk 8 

11 Exam preparation 10 

12 Exam (Weighting 60%) 15 

Total hours 120 hours 
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