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COURSE DESCRIPTION

This course provides a comprehensive overview of financial stability analysis as currently done by
major central banks and international institutions. The course draws heavily on the situation in
and experience of the European Union and the euro area. In addition, selected material relating
to Russia and other developed and emerging economies will be presented.

Following a brief introduction of the concept of financial stability, Part 2 of the course will look
at the key structural features of financial markets. Besides looking at banks, which still constitute
in most economics the largest element of the financial sector, this part of the course looks also at
insurance companies, pension funds, other financial institutions, often called ‘shadow banks’ and
the interlinkages between these financial entities.

The third part of the course presents first the main concepts used to define systemic risk in the
financial sector. This is followed up by a review of systemic risk indicators and models,
differentiating between (1) time series and (2) cross-sectional approaches with the latter also
covering contagion channels. This general overview of financial stability identification risks will
be complemented with a more specific look at the risks posed by ‘shadow banks’ and ‘fintech’
and a case study, reviewing the origins of the Global Financial Crisis starting in 2007/08.

The fourth part of the course looks at policies to prevent financial crises. Both microprudential
(institution-specific) banking supervision as well as systemic (macroprudential) supervision will be
covered. In addition, a framework for banking sector stress tests is introduced and the main
findings of the latest IMF FSAP for the Russian Federation will be discussed as a case study.

The final part of the course reviews important policy tools that are used to mitigate financial
crises and the negative impact on such crises on the real economy. First, different approaches to
deal with non-performing assets (NPL) are presented. Second, options to restructure and to
resolve distressed banks will be shown.

The course is taught on the basis of Power Point Presentations. There is no single textbook
available for this course but students will obtain a list of relevant documents.
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SYLLABUS

1) Introduction — the concept of financial stability

2) The various parts of the financial markets
e Banks
e Insurance companies and pension funds
e Other financial institutions (‘shadow banks”)

e Interlinkages between different types of fin entities

3) Identifying financial stability risks
o Concepts of systemic financial sector risks
o Measurement of systemic financial sector risks: Systemic risk indicators
o The time series dimension: Early warning indicators / models
o The cross sectional dimension: Interconnection and network methods
o Risks associated with Shadow banks and Fintech

o Case Study: The origins of the Global Financial Crisis

4) Preventing financial crises (RM / PH)
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Microprudential policy

O

Macroprudential policy

Stress testing as diagnostic tool

O
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Case Study: The latest IMF FSAP for the Russian Federation — key findings

5) Mitigating financial crises (RM)
o NPL management

o Bank restructuring and resolution
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