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Contents The Little Big 
Research Network
Switzerland’s fi nancial service indus-
try faces a changing and increasingly 
competitive landscape. A new part-
nership between Swiss academic in-
stitutions and the private sector will 
foster fi nancial services in Switzerland 
through world-class research.

The Swiss Bankers Association has established 
the Swiss Finance Institute with the aim to pro-
mote fi nance research as well as doctoral and 
executive education. The Swiss Finance Institute 
has 75 million CHF in funding and will create up 
to 30 new professorships in fi nance.

To Collaborate
Academic fi nance has become highly specialized 
over the last decades. In order to sustain both 
research and education, university fi nance de-
partments need a critical mass. From its earliest 
beginnings, FINRISK has shown commitment 
towards developing a novel institutional model 
to promote excellence in research. A network 

approach has helped to pool resources in the 
scattered university landscape of Switzerland, a 
major obstacle.

The FINRISK network benefi ts from regular ex-
change between its members. Well-organized 
events in particular nourish its diverse research 
activities. Such events include internal work-
shops, courses, as well as public conferences. 
Entering its second phase, FINRISK will refi ne 
and build on its unique approach to research.

FINRISK has recently signed a cooperation agree-
ment with the Swiss Finance Institute concerning 
the management and coordination of fundamen-
tal research, doctoral education and knowledge 
transfer activities. The cooperation is motivated 
by the desire to enhance effi ciency and coordi-
nation among Switzerland’s pool of talent and 
expertise in academic fi nance. The agreement 
confi rms FINRISK’s position as an academic part-
ner of choice in fi nance research. 
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FINRISK management believes that the Swiss 
Finance Institute provides a promising opportu-
nity to fulfi l FINRISK’s mandate not just in the 
short term but also in the long run. It is aimed to 
fully integrate the joint efforts into a permanent 
structure. Ultimately, the Swiss Finance Institute 
will become the leading brand in the promotion 
of Swiss based research in banking and fi nance 
in the international scene.

To Discover
Both, the Swiss Finance Institute and FINRISK 
will exploit a suite of measures to ensure their 
international competitiveness in research and 
education. These measures include world-class 
external input to governance as well as stringent 
performance criteria. Within FINRISK, the latter 
has been achieved through the creation of a new 
performance evaluation framework. 

The Swiss Finance Institute and FINRISK will 
co-operate closely in fundamental research. The 
Swiss Finance Institute has delegated the ma-
nagement of its fundamental research projects 
to FINRISK. Projects will be funded according 
to their scientifi c merit and be evaluated by 
FINRISK’s International Scientifi c Council on an 
ongoing basis.

To Teach and To Mentor
It is contemplated that after an initial period of 
close co-operation the Swiss Finance Institute 
will assume the main responsibility of the Swiss 
doctoral school in fi nance, a task currently as-

Editorial

Dear Reader,

FINRISK is entering a second phase, a phase that will bring an inten-

sifi cation of our research activities and key refi nements to our struc-

ture and organization.

Over the past 4 years FINRISK’s researchers have published over 160 

papers in international journals and established a world-class doc-

toral education program. We have also co-organized conferences 

covering ethical fi nance, theoretical challenges in fi nance and many 

applied topics, including portfolio management.

In terms of structural refi nements we have seen the establishment of 

the International Scientifi c Council (ISC), a group of fi nance experts 

from Europe and the US tasked with evaluating FINRISK’s scientifi c performance. The ISC provides exter-

nal input to FINRISK’s governance. It is making an invaluable contribution to our international competi-

tiveness.

I hope you enjoy this edition of FINRISK Letter and the insights it provides into our current activities. 

Thorsten Hens

Scientifi c Coordinator of FINRISK

sumed by FINRISK. At present, it includes three 
doctoral programs in fi nance at the University of 
Lugano, at the University of Zurich and the for-
mer FAME doctoral program at the Universities 
of Geneva, Lausanne and Neuchatel. A joint PhD 
program under the umbrella of the Swiss Finance 
Institute is expected to extend, strengthen, and 
render permanent past efforts by FINRISK, FAME 
and the Swiss universities.

To Reach beyond the Ivory Tower
The Swiss Finance Institute will join forces with 
FINRISK to transfer the knowledge generated by 
the various research projects to universities, pri-
vate industry, and the general public. Such efforts 
will include conferences and workshops as well 
as executive education.

All of this amounts to a unique opportunity for 
academia and the Swiss fi nancial services in-
dustry. Traditional academic research is often 
accused of hiding away in an ivory tower. The 
collaboration between the Swiss Finance Insti-
tute and FINRISK represents a new balance in 
academia towards rigorous scientifi c investigati-
on of real world challenges in fi nance.

With the new balance comes vital support from 
industry. That support is suffi cient to sustain 
substantial growth in this important academic 
fi eld. In turn, this growth will drive a competi-
tive advantage that will ensure that Switzerland 
remains a powerful global player in fi nancial 
services.

FINRISK welcomes Swiss Finance Institute!

The Swiss Finance Institute is a private foundation created in 2005 by the banking and the 
fi nance community of Switzerland together with several Swiss universities. The Institute aims 
to advance research activity in fi nance and to support doctoral research and executive educa-
tion in the banking and fi nance industry as well as organising interfacing activities between 
research and the industry. The Swiss Finance Institute incorporates the well known foundations 
FAME and Swiss Banking School. The Institute is supported by the Swiss banks, SWX and the 
universities, which are all represented on the Foundation Board. 
See also www.SwissFinanceInstitute.ch 
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Portrait

FINRISK phase II  
(2005 – 09)
Assessing risks and modeling their impact on agents’ economic decision-making 
processes remains the central question that unites the research topics 
covered in our network.

In October 2005, the Research Council of the 
Swiss National Science Foundation approved 
the Full Proposal for the second phase (2005 
– 09) of FINRISK. Its decision is based on the 
positive evaluation of the research plan which 
includes nine individual research projects. 
These nine projects have been selected by the 
FINRISK International Scientifi c Council (see 
box) among the twelve project proposals which 
were submitted for the second phase. 

All selected projects - except one - represent 
extensions of the projects undertaken during 
the fi rst four years. These projects are comple-
mented by the newly established research pro-
ject headed by Fabio Trojani from the University 
of Sankt Gallen.

The analysis and the modeling of risks are cen-
tral to the three following general fi nance que-
stions examined by FINRISK during phase II:

– First, how do risks affect asset prices 
 and investors’ portfolio decisions?
– Second, how do risks affect corporations’
 fundamental decisions?
– Third, how should fi nancial and non – 
 fi nancial risks be quantifi ed and managed?

The fourth research topic addressed within 
FINRISK focuses on the mathematical and sta-
tistical tools that are necessary to provide mea-
ningful answers to the above cited research 
questions.

In order to answer those questions, the nine 
selected research projects have been classifi ed 
into four modules:

Module A) 
Asset Pricing and Portfolio Management 
Coordinator: Fabio Trojani (Sankt Gallen)

Module B) 
Corporate Finance   
Coordinator: Francois Degeorge (Lugano)

Module C) 
Risk Management 
Coordinator: Markus Leippold (Zurich)

Module D) 
Quantitative Methods in Finance 
Coordinator: Olivier Scaillet (Geneva)

We believe that this new organization into mo-
dules and the introduction of module coordina-
tors in the structure of FINRISK will strengthen 
the degree of coordination and the collabora-
tion among researchers who work in different 
individual projects. 

We briefl y introduce FINRISK’s individual re-
search projects for the second phase on the 
following pages. More detailed information on 
current research activities is available from our 
website www.nccr-fi nrisk.ch.

International 
Scientifi c Council

Darrell Duffi e
Stanford University, USA

Michael Brennan
University of California, Los Angeles, USA

Hans Foellmer
Humboldt University Berlin, Germany

Christian Gourieroux
University Paris IX, France 

Marco Pagano
University of Napoli, Italy

René Stulz
Ohio State University, USA 

Raman Uppal
London Business School, UK 

ISC Coordinator: 
Henri Loubergé
University of Geneva
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Project A1 - Behavioural and Evolutionary 
Finance

Recent empirical and experimental evidence 
has challenged the descriptive validity of 
traditional fi nance on the level of individual 
decision-making and also on the level of the 
market. For at least 40 years, psychologists 
have amassed evidence that rational decision 
making – defi ned by the principles that under-
lie expected utility theory, Bayesian learning, 
and rational expectations – is not an adequate 
basis for a descriptive theory of choice. On the 
level of the market, empirical fi ndings like the 
equity premium puzzle, excess volatility, mo-
mentum and reversal, under- and overreaction 
to information etc., have cast similar doubts on 
the effi cient market.

In this project, on the level of the individual, 
we want to derive rigorous economic models 
of portfolio choice that are consistent with the 
fi ndings of the behavioural fi nance literature. 
Concerning the level of the market we believe 
that the traditional asset pricing models with 
a single representative rational agent and 
the behavioural fi nance models with a single 
representative behavioural agent have to be 
combined to get heterogeneous agent models, 
known also under the name of evolutionary fi -
nance models. Many phenomena like excess 
volatility, momentum and reversal can easily 
be explained by studying the interaction of he-
terogeneous agents. The issue of aggregation 
combines the individual level with the market 
level. Therefore, we will also analyse under 
which conditions asset prices are mainly deter-
mined by rational agents, and which conditions 
may make markets irrational.

Project A2 - Macro Risk, Systemic Risks 
and International Finance

The nexus between fi nance and the real econo-
my is one of the most pressing issues in modern 
macro-fi nance. (Almost) unprecedented fi nan-
cial development and integration have brought 
to the fore new empirical and theoretical chal-
lenges. This project aims at improving our un-
derstanding of the linkages between fi nance 
and the macro-economy. This rather broad 
agenda focuses on three approaches.
First, we embed the pricing of assets into ge-
neral equilibrium models, and investigate the 
consequences on both the fi nancial and the real 
sides of the constructed theoretical economies. 
Second, just as the real economy affects asset 
prices, so presumably does fi nancial globali-
zation affect the real economy. Thanks to an 
expanding universe of data sources, as well 
as the simple fact that an increasing number 
of economies have switched away from regu-
lating capital fl ows, it has become possible to 
address this old macroeconomic question in 
new ways, and using new data. Third, the mas-
sive rise in international fi nancial integration 
over the past few years has ignited renewed 
interest in global imbalances, debt sustaina-
bility, and ultimately fi nancial crises. An enor-
mous literature has clarifi ed the mechanisms 
underpinning these crises, but at the same time 
given rise to new questions, for instance on the 
need for a new "International Financial Archi-
tecture" that would purport to prevent crises 
and/or debt rescheduling.

Project A3 - New Methods in Theoretical 
and Empirical Asset Pricing

The objective of this research project is to de-
velop general methods for the theoretical and 
empirical analysis of asset prices. The follow-
ing research directions will be addressed.

• Learning, ambiguity aversion and 
 recursive preferences
• Perturbation methods for general 
 equilibrium asset pricing models
• Evaluation of asset pricing models
 without ex post data
• Multivariate asset pricing with 
 stochastic correlations
• Robust inference and robust calibration
 methods for empirical asset pricing
• Information theoretic approaches for 
 empirical asset pricing
• New empirical asset pricing models 
 for credit migrations and defaultable 
 securities

Despite the different focuses, we expect 
strong synergies between the projects. For 
instance, the predictions of asset pricing 
models under ambiguity aversion and recur-
sive utility can be naturally studied using 
subjective beliefs data. Similarly, information 
theoretic estimation procedures can be useful 
in identifying premia implied by ambiguity 
aversion, as opposed to standard premia for 
risk. Learning and ambiguity aversion could be 
interesting issues to study also in the context 
of defaultable securities. In such settings 
information about «true» credit worthiness is 
typically hidden. Moreover, limited informati-
on about the dynamics of relevant risk factors 
is likely to make model misspecifi cation an 
important issue in such a setting. 

Project Head: 
Thorsten Hens, 
University of Zurich

Project Head: 
Jean Imbs, 
University of Lausanne

Project Head:  
Fabio Trojani, 
University of St. Gallen

Module A
Asset Pricing and Portfolio Management 
Coordinator: Fabio Trojani (St. Gallen)
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Project B1 - Corporate Finance, Market 
Structure and the Theory of the Firm

This project consists of a number of subpro-
jects, spanning the three subfi elds of corporate 
fi nance, market structure, and the theory of the 
fi rm. Within the subfi eld of corporate fi nance, 
various projects study the relation between 
earnings management and analyst following; 
performance manipulation by management; 
and the choice between book-building and 
auctions in initial public offerings. One project 
seeks to obtain an estimate of the value of 
banking secrecy. Another provides an economic 
explanation for shareholder agreements. Yet 
another examines various attributes of family 
fi rms and compares these with their non-family 
counterparts. A fi nal project within this sub-
fi eld examines the effects and estimates the 
value, or lack thereof, of various instances of 
self-regulation. Within the subfi eld of market 
structure, one project compares reinsurance 
and exchange-traded catastrophe instruments; 
another studies the microstructure and the 
effi ciency of markets for tradable pollution 
permits. Finally, within the subfi eld of the the-
ory of the fi rm, various projects study loyalty, 
team discipline, and collaborative governance 
in organizations; and identify conditions under 
which early success may ‘breed’ ultimate failu-
re in an organization.

Project B2 - Dynamic Corporate Finance 
and Financial Innovation

The project “Dynamic Corporate Finance and 
Financial Innovation” encompasses several 
subprojects that investigate issues related to 
or interacting with real options, fi rm's fi nancial 
decisions, and fi nancial innovation. In particu-
lar, it fi nances subprojects that relate to the risk 
of default of corporations (also called credit 
risk). It also incorporates applications of option 
pricing analysis to corporate fi nance issues (fi -
nancing decisions, risk management, executive 
compensation). Finally, it includes subprojects 
that relate to fi nancial innovation either from 
a pricing or fi nancing perspective (demand 
side) or from a supply perspective (e.g. relation 
between the degree of competitiveness of the 
investment banking industry and the patterns 
of innovation and imitation of new corporate 
fi nance products).

Project Head: 
Michel Habib, 
University of Zurich

Project Head:  
Erwan Morellec, 
University of Lausanne

Module B  
Corporate Finance
Coordinator: Francois Degeorge (Lugano)

FINRISK Management

Director
Rajna Gibson

Deputy Director
Jean-Pierre Danthine

Scientifi c Coordinator
Thorsten Hens

Coordinator for the 
International Scientifi c Council
Henri Louberge 

Coordinators for Education 
Erwan Morellec
Marc Paolella

Coordinator for Knowledge Transfer 
Paolo Vanini

Coordinator for Advancement of Women 
Valerie Chavez-Demoulin 

Managing Director
Eckart Jäger 
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Project C2 - Interest Rate and Volatility Risk

This project includes several topics, concerning 
multivariate risk modelling, option pricing and 
relative stock performance. We investigate the 
following topics (among others):

The evaluation of the performance over time of 
the model proposed by Barone-Adesi, Mancini 
and Engle for index options is our main topic 
of current research. Extensive comparisons to 
alternative approaches will provide an assess-
ment of the relative merits of the investigated 
models and possibly clues for further impro-
vements.

Relative performance of small and large fi rms 
leads to changes in entropy of fi rm size distri-
bution across the market. Entropy is partially 
predictable, leading to strategies which have 
performed slightly better than buy-and-hold in 
the past.

Information fl ow drives high frequency data. 
It is identifi ed as common factor. Private in-
formation leads to distinct dynamics of some 
components. Wavelets methods evidence how 
these components speed up or slow down 
through time.

Direct estimation of conditional quantiles is 
subject to bias. This bias is very large at the 
boundary of the conditioning density function. 
Methods to correct for this bias are investi-
gated.

Project D1 - Mathematical Methods in 
Financial Risk Management

Mathematical modelling of risks is based on 
different mathematical methods coming from 
probability theory, statistics, variational me-
thods, partial differential equations, (stocha-
stic) optimal control, econometrics, etc. As was 
the case in the past, we will focus our attention 
on the methodological problems.

Project D2 - Financial Econometrics for 
Risk Management 

The goal of this project is to develop econome-
tric tools aimed to allow for a better assessment 
and monitoring of fi nancial and insurance risks. 
The fi rst set of tools will share both parametric 
and nonparametric nature. All the techniques 
that we propose to develop under this heading 
aim at improving the econometric (dynamic or 
marginal) modelling of the distribution of risk 
and of the dependencies that can occur bet-
ween different sources of risk. The second set 
of tools will investigate the impact of small 
samples when conducting inference.
These econometric tools can be used in many 
areas of fi nance. They can be applied to various 
types of data such as interest rates, exchange 
rates, stock returns. As such they should allow 
a better understanding how to control fi nancial 
losses for Banks and Insurance Companies.

Project Head: 
Giovanni Barone-Adesi, 
University of Lugano

Project Head:  
Freddy Delbaen, 
University of Zurich

Project Head: 
Olivier Scaillet,
University of Geneva

Module C

Project Head: 
Rajna Gibson, 
University of Zurich

Project C1 - Credit Risk and Non-Standard 
Sources of Risk in Finance

The purpose of this individual project is to focus 
on credit risk and on non-standard sources of 
risk that occur once we allow for market fric-
tions, informational distortions and agency pro-
blems: By non – standard sources of risks, we 
refer in particular to liquidity risk, operational 
risk, catastrophe risk, demographic risk and to 
model risk. One of the distinguishing features 
of all these risk factors is that modern fi nance 
theory has not yet come up with satisfactory 
models for their pricing of these risk factors 
and for their management. An exception is the 
measurement and the management of credit 
risk that received large academic attention du-
ring the nineties driven in part by the Basel II re-
form of Bank’s capital adequacy requirements.
 
More precisely, in this research project we will 
pursue three main objectives: fi rst, to study 
credit risk and its economic implications in the 
context of domestic and of international as-
set pricing models as well as its infl uence on 
the choice of fi nancial arrangements – such as 
margining or clearing – for the trading of deri-
vatives instruments. Second, we will examine 
how non-standard sources of risk can be mode-
led and assess limitations to their quantifi ca-
tion through model risk assessment. Finally, we 
will attempt to determine how non-standard 
sources of risk affect agents and corporations 
investment and fi nancing decisions, how they 
affect the economy at large and fi nally how 
they infl uence asset prices.

Risk Management
Coordinator: Markus Leippold (Zurich)

Module D
Quantitative Methods 
in Finance 
Coordinator: Olivier Scaillet (Geneva)
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The goal of the survey is to assess the number 
of direct and indirect equity owners in Switzer-
land. The results provide a clear picture of in-
vestor behaviour and take into account changes 
in the fi nancial markets over the survey period. 
Based on a random sample and involving an 
extensive catalogue of questions, the complete 
data set constitutes the largest body of data on 
private investment behaviour ever performed in 
Switzerland.

Methodology
Quota sampling was used to determine the 
number and distribution of survey participants. 
The extensive sample of 2,000 persons aged 
18-74 ensured that representative statements 
could be made. Survey participants are defi ned 
as those who take the household’s fi nancial 
decisions, either alone or with their partner. 
Interviews were conducted by telephone bet-
ween July and August (2004) by Link Marketing 
Services AG (Lucerne).

Summary of fi ndings
For survey year 2004, 20.4% of respondents 
were direct owners of equities. This equates 
to a total of 1.08 million shareholders in Swit-
zerland. Since the year 2000, the proportion of 
shareholders has fallen from 31.9% to 24.3% 
(2002), and now to 20.4%. This is a decrease 
of approximately 600,000 shareholders over 
the past four years. The proportion of respon-
dents owning stakes in investment funds has 
fallen from 37.8% in 2000 and 32.0% in 2002 
to 26.5% in 2004. Derivatives are held by 2.1% 
of those questioned. The orientation of Swiss 
investors towards the domestic market has 
increased consistently over the survey period. 
Investment in mid and small caps has also in-

creased, whereas blue chips appear to have 
lost much of their attraction. On average (me-
dian value), an investor still holds shares from 
three different companies.

The main medium for information on investment 
issues remains newspapers and TV. However, 
these have decreased since 2000 from 90% to 
72% in 2004. The Internet is used as a source of 
fi nancial information by 60% of respondents. In 
the 18–29 age group, the proportion using the In-
ternet is now almost 90%. The Internet continues 
to make headway as a medium for transmitting 
stock orders. Whereas in 2000 16% of respon-
dents used online trading this has now increased 
to almost 30%. The growth rate, however, is not 
as high as it was in the 2002 survey. In the 18–29 

How Do the Swiss 
Invest Their Money?

Project

Rudolf Volkart and Teodoro D. Cocca (Swiss Banking Institute, University of 
Zurich) present the results of an ongoing survey of equity ownership in Switzerland 
conducted in 2000, 2002 and 2004 with the financial support of FINRISK and 
Ecoscientia Foundation.  

Teodoro Cocca, Swiss Banking Institute, University of Zurich

Percentage of equity owners / Comparison of Swiss studies

age group, the Internet is by far the most com-
monly used medium for transmitting stock orders. 
Almost 30% of respondents stated that they had 
attended one or more shareholder meeting in the 
previous year.

These results were presented to a crowded 
auditorium at the Convention Point of the SWX 
Swiss Exchange. Media coverage was remar-
kably high. The study was described exten-
sively by all major national newspapers and 
TV channels. Preparations for a new survey 
in 2006 are already underway. Further details 
about the survey can be found at 

www.isb.unizh.ch/publikationen/equity.php
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resulted from formal priorities set by our autho-
rities. At the time, it was announced that the 
project, while welcome, would have to be deve-
loped without extra resources. The Association 
Vaudoise des Banques decided to help, however, 
through its support for the Institute of Banking 
and Finance. This support has been effective, and 
the MBF has since become the most successful 
masters program offered by HEC-Lausanne. 

In 1995 Elu von Thadden, a specialist in corporate 
fi nance and banking theory, joined HEC-Lausan-
ne as professor of microeconomics. This illus-
trates a key characteristic of the process made 
possible by the structure of HEC. Its integrated 
business and economics school structure facili-
tates interdisciplinary exchanges. In the case of 
fi nance, this enabled the formation of a cluster of 
expertise based on various perspectives – stan-
dard fi nance but also macroeconomics, microe-
conomics, game theory and contracting theory. 
Note that the strategy of encouraging synergies 
between researchers, rather than trying to syste-
matically cover the entire fi eld of economics, is 
not strictly formal or offi cial. However, it appears 
to have the approval of the majority of the facul-
ty. It is an important component of the strategy 
towards building a critical mass for an institution 
of the size of HEC-Lausanne.

In the Fall of 1996, the creation of the Interna-
tional Center FAME marked a new phase in our 
development. The FAME doctoral program was 
started a year later in Fall 1997. Initially, the te-
aching was entirely fi nanced by the FAME foun-
dation, but increasingly the university partners 
have allowed doctoral courses to be included as 
part of regular teaching loads. Support for resear-
chers has also been forthcoming. An overall bud-
get of about CHF 100’000 per year was available 

to support professors and doctoral students. In 
addition, FAME has over the years provided par-
tial fi nancing for 4 faculty positions in Geneva 
(Olivier Scaillet and Martin Hoesli) and Lausanne 
(Aude Pommeret and Kyung Ha. Cho).2

FAME has, at times, received an ambiguous 
welcome from its local university partners. The 
likely reason is its inter-university nature, re-
sulting in the situation that its successes could 
not be clearly appropriated by one or the other 
academic partner. In this context it is perhaps 
not surprising that when the professors behind 
FAME proposed to bid within the NCCR proposal, 
they did not receive support from the Lausanne 
Rectorate. The statement “we support all pro-
jects” was equivalent to “we support no project” 
and, quite predictably, the University of Lausanne 
did not obtain a single project leadership. The 
Finance project was, however, integrated with 
the FINRISK proposal, which directly or indirectly 
(via matching funds from the University and the 
School) led to the hiring of 4 assistant professors 
(Enrique Schroth, Daniela Fabbri, Henri Schell-
horn and Alessandro Beber). Simultaneously, 
Erwan Morellec joined the school when a chair 
in banking was transformed into a chair in cor-
porate fi nance.

It is conceivable that University of Lausanne’s 
lack of success in the fi rst NCCR bid may have 
triggered a revision of the University’s strategy. 
Whatever the reasons, the Rectorate announced 
in Spring 2004 that the University was ready to 
set priorities and that HEC was one of the three 
selected priorities. This choice has been appro-
ved by the University senate. A consequence of 
this new policy is that, while the University faced 
new budget restrictions by the Canton at a glo-
bal level, HEC benefi ted from a budget increase, 

The emergence of fi nance as a strategic 
priority of HEC-Lausanne
Today the University of Lausanne counts 13 pro-
fessors or assistant professors1 (and more than 
30 PhD students) with primary or secondary re-
search interests in fi nance. The emergence of 
such a large research group is the result of a re-
markable evolution, initiated about 15 years ago, 
when the two professors of fi nance at the time 
(one full time and one part-time) were retiring 
simultaneously, and the Dean asked Jean-Pierre 
Danthine to draw up a proposal for their replace-
ment. The proposal led to a complete revamping 
of the undergraduate curriculum and the transfor-
mation of the 1.25 professorial positions into two 
full time positions.

This small increase in resources, a fi rst timid ex-
pression of a priority for the discipline, was dicta-
ted by the twin observations that 1) an increasing 
proportion of our undergraduate students ended 
up working in the banking sector, and 2) that, as 
the discipline evolved, it had increasingly come 
to support best practices in the fi nance industry. 
It was not until much later however, namely 2004, 
that this informal prioritization towards fi nance 
was made formal. It is remarkable, indeed, that 
the development of fi nance in Lausanne until very 
recently was driven mostly by impulses emana-
ting from the faculty, with only a weak support 
from the University authorities. 

The early 1990s thus saw the hiring of two full 
time professors; the positions are today held 
by Michael Rockinger and Eric Jondeau. At that 
stage there was a full review of the undergradu-
ate fi nance program culminating in the creation, 
in 1993, of the Master in Banking and Finance 
(MBF). This development was most signifi cant 
although once again it cannot be said to have 

Focus

Competence Centres 
in Finance
As little as 20 years ago, Finance was not considered to be the subject of serious 
academic research in Switzerland. The opinion pieces below describe just how far 
we’ve come in those years

Marc Chesney, Swiss Banking Institute, University of Zurich and 
Michael Rockinger, Institute of Banking and Finance, University of Lausanne

Finrisk Newsletter No3.indd   8Finrisk Newsletter No3.indd   8 24.3.2006   10:05:31 Uhr24.3.2006   10:05:31 Uhr



99

Marc Chesney

The University of Zurich announces priori-
ty towards fi nance and fi nancial markets
The University of Zurich has made the strategic 
decision to create the University Research Priority 
Program (URPP) in Finance and Financial Markets 
in 2005. New interdisciplinary projects realized 
by URPP Finance will strengthen the image of 
the University of Zurich as a centre of knowledge 
and research as well as raise awareness of our 
activities among Zurich’s fi nancial community.

The aim of URPP Finance is to analyse interac-
tions between fi nancial markets and the macro-
economy. The program will forge links between 
new areas and approaches to fi nance such as 
behavioural sciences, ethics and law with tra-
ditional methods in fi nancial markets theory. 
From this basic research numerous applications 
in various areas will result, including areas such 
as fi nancial markets regulation, retirement provi-
sions, corporate fi nance, asset pricing and asset 
management.

URPP Finance combines various faculties of 
the University of Zurich to create an expert and 
comprehensive interdisciplinary body. Interdisci-
plinarity will be achieved through interactions 
with fi elds such as psychology, philosophy, and 
economics.

By means of the projects planned in URPP Fi-
nance, scientifi c as well as practical and poli-
tically relevant issues will be explored. On the 
scientifi c side, the goals will be to publish in 
leading international journals and to supervise 
fi rst-class dissertations. This will be achieved 
via an effective transfer of knowledge through 
the organisation of conferences, discussions and 
various other activities.

It is worthwhile mentioning some of our achieve-
ments so far. The following events have been co-
organized with supporting institutions by URPP 
Finance:

– The «Ethical Finance Research Series» with 
two conferences on «Challenges to Executive 
Compensation» in November 2004 and «Earnings 
Management: Myths and Realities» in October 
2005.

– The lecture series on «The Economics and 
Finance of an Aging Society», during the Summer 
term 2005 (coordinated by Markus Leippold and 
Paolo Vanini).

– The «14th European Workshop on General 
Equilibrium Theory» in May 2005 (coordinated by 
Thorsten Hens).

We are confi dent that URPP Finance will gene-
rate many more signifi cant achievements in the 
future.

Marc Chesney
Professor, Swiss Banking Institute, University of Zurich
Director of URPP Finance, Zurich

Michael Rockinger 

which made possible the creation of new facul-
ty positions. Within HEC, the implicit (although 
sometimes ambiguous) support given to fi nance 
was expressed as an explicit priority (also among 
3 – a magic number!). Three new assistant pro-
fessor positions were created. The positions are 
now held by Julien Hugonnier, Norman Schuer-
hoff, and Tony Berrada, a FAME graduate who 
has returned after 2 years in Boston and 3 years 
as assistant professor at HEC-Montréal. A new 
full professorship will be opened in Fall 2006 
and 3 existing positions, two in macroeconomics 
(Jean Imbs and Pascal St-Amour) and one in 
microeconomics (Lucy White), have been fi lled 
by researchers with interests in fi nance and an 
involvement with NCCR-FINRISK. 

In sum, over the course of 15 years HEC-Lausanne 
has moved from a very small fi nance department 
with no visibility into one of a reasonable size 
with clearly asserted ambitions. The evolution 
has not been the result of a master plan, but of 
a grassroots and progressive approach, helped 
by signifi cant outside support and progressive 
appropriation by the University authorities. Now 
with clearly set priorities, the University of Laus-
anne and HEC are ready to take their place at 
the forefront of academic institutions active in 
fi nancial research.

Michael Rockinger
Professor, HEC - University of Lausanne, and
Director, Institute of Banking and Finance

The URPP Finance operates, 
in total, four main research topics:

• Law, Regulation and Finance

• Behavioural-Finance Aspects  
 in Portfolio Management

• Corporate Finance

• Macro-Finance

1  Of which several hold precarious positions that may not get  
 confi rmed over the longer term.

2 This could be viewed as "seed fi nancing" since the fi nancing of  
 all these positions has now been taken over by the universities.
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In the third conference of the Ethical Finance 
Research Series, leading academics and prac-
titioners from Europe and the US discussed the 
problem of earnings manipulation. Keynote 
presentations were given by Raymund Breu 
(Novartis), Hans Caspar von der Crone (Univer-
sity of Zurich), Paul Healy (Harvard Business 
School), Paul Lee (Hermes Investment Manage-
ment) and Baruch Lev (New York University).

Baruch Lev spoke of the ‘porous’ nature of Ge-
nerally Accepted Accounting Principles (GAAP) 
and the wide scope this introduced for legal 
manipulation of earnings. He drew attention 
to the number of estimated items that appear 
on modern corporate balance sheets. These 
items play an important part in Management’s 
responsibility to provide forward-looking infor-
mation to investors. However, the items can 
be highly speculative and may make up a large 
part of the overall balance.

Knowledge Transfer

Earnings Management:
Myths and Realities

Novartis’ chief fi nance offi cer, Raymund Breu, 
echoed some of these sentiments when he 
spoke of the increasing complexity of corpo-
rate accounting. Innovative corporate sectors 
such as the pharmaceutical industry face spe-
cial challenges. Auditing conventions for this 
sector’s costly research and development spen-
ding rely on complex estimates, for example a 
research project’s Probability of Success. Other 
complicating factors were patent rights and the 
valuation of intellectual property.

The conference heard many different solutions 
to these challenges, from strengthening cor-
porate governance and regulation through to 
changes in auditing practice. Lev emphasized 
the need for greater transparency in the use 
of estimates, for example a stipulation to de-
clare the exact contribution of estimates to 
the overall balance sheet. More ambitiously, 
Lev sought greater accountability in reporting, 
perhaps requiring companies to report realized 
earnings and to compare them with estimates 
made previously.

The practitioners present tended to emphasize 
rather different strategies, with a focus on cor-
porate governance and on clarifying grey areas 
of existing laws. Breu outlined Novartis’ checks 
and balances in the fl ow of information about 

earnings. He emphasized the importance of a 
healthy corporate culture in the prevention of 
fraudulent behaviour. In general, practitioners 
questioned the relevance of reporting realized 
earnings years after the fact in a marketplace 
that is concerned with judging a company’s 
future profi tability.

Whatever the differences between academia 
and management, Switzerland faces a time of 
change with its adoption this year of IFRS/US 
GAAP, and a review of the Swiss Code of Ob-
ligations due by 2007. Hans Caspar von der 
Crone described proposals to tighten disclosure 
requirements for individual compensation, new 
administrative penalties and the public 'naming 
and shaming' of companies that breach the law. 
However, von der Crone was keen to point out 
that strict laws alone will not prevent fraud.

Breu remarked that he had been complimen-
ted on his courage to meet with academics to 
discuss the thorny issue of earnings manipula-
tion. The conference is proof that academics 
and executives share a desire for a regulatory 
framework fostering best practices. The con-
ference was co-organised by FINRISK and the 
University of Zurich, in particular by Marc Ches-
ney, Rajna Gibson and Christine Hirszowicz.

With investors focused on quarterly results and the development of ever more complex 
financial practices, bias in reported corporate earnings seems inevitable. The conference 
Earnings Management: Myths and Realities asked whether it is possible to reliably distingu-
ish sound business strategy from manipulation? How can the accuracy of auditing informa-
tion be improved? And finally, it asked what we should expect from ongoing changes to 
financial regulations, in Switzerland and abroad.

Tobe Freeman, FINRISK Letter editor
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Organized by the BSI Gamma Foundation, in par-
ticular René Stulz, in collaboration with FINRISK, 
in particular Thorsten Hens, the conference 
examined the ongoing and important debate 
about the rationality of fi nancial markets. BSI 
Gamma president René Stulz introduced leaders 
in the fi eld of behavioral fi nance from Europe 
and America, including Andrei Shleifer (Harvard 
University), Terrance Odean (UC Berkeley) and 
Paola Sapienza (Northwestern University).

Shleifer presented analysis of the composition 
of advertisements for fi nancial products in the 
magazines Money and Business Week span-
ning the period of the dotcom bubble. The study 
considers the relationship between consumers’ 
pre-existing beliefs and advertising content. 
Shleifer’s hypothesis is that advertisements aim 
to foster positive associations between a pro-
duct and existing beliefs while avoiding direct 
challenge to those beliefs.

The analysis revealed support for this hypothe-
sis. Shleifer fi nds that when the dotcom mar-
ket began to falter, advertisements for growth 
funds become sparse and are replaced by adver-
tisements for other kinds of fi nancial products 
including bonds and other low-risk investments. 
Advertising content also shifts from growth 
themes to themes of protection. At the point 
when the market moves into decline, Shleifer 
shows that references to relative investment 
returns disappear; even for funds with positive 
performance! This indicates an avoidance of 
messages containing good news at a time when 
beliefs are likely to have shifted from a growth 
mentality to a mentality focused on protection.

Advances 
in Behavioral Finance

Sapienza presented a study of the infl uence 
of trust on participation in the stock market. 
Collaborating with the Dutch Household Survey 
and sampling behavioral data from around the 
world, the study teases out the contributions of 
trust, risk aversion and optimism. The results 
indicate that trust has substantial explanato-
ry power for stock market participation and is 
suffi cient to explain variations in participation 
among wealthy investors, as well as overall 
differences between countries.

Odean reviewed methods to quantify the impact 
of small traders on stock market performance. 
Noise traders make biased use of information 
and/or base their trading decisions on non-in-
formational rationales. Analyzing tick-by-tick 
trading data from the Institute for the Study of 
Securities Markets and the Trade and Quote 
database over a period between 1983-2002, 
Odean presents evidence for an aggregation 
of small trader behavior and quantifi es its im-
pact on stock performance. The results suggest 
that a high percentage of buyer-initiated small 
trades made over short periods (1 week) produ-
ce positive abnormal returns in the short run, 
followed by negative abnormal returns later on. 
The negative returns annul gains made in the 
short term.

The conference concluded with a roundtable 
discussion led by Professor Thorsten Hens (Uni-
versity of Zurich) in which Alex Hinder (Bank 
Leu, Zurich), Stefan Rehder (Bayern LB, Munich), 
Maurus Bossi (Alpha Swiss, Zurich) and Hans 
Peter Oehri (LGT, Liechtenstein) shared their im-
pressions of the behavioral fi nance approach. 
Hinder reviewed methods to profi le clients so 

as to best meet their investment expectations; 
methods to "put the client in the right box". Be-
havioral fi nance helps standardize investment 
advice and appears to raise awareness of Bank 
Leu’s fi nancial products.
 
Rehder described similar experiences when he 
explained that behavioral fi nance is one of the 
unique selling points of Bayern LB's product 
offering. Behavioral fi nance can help investors 
"avoid following the herd" by screening invest-
ments for those that might be valued irrational-
ly. Oehri reiterated this point when he said that 
the approach helps explain anomalous market 
behavior. Finally, Bossi spoke about the chal-
lenges he has faced applying the behavioral 
approach to investment strategy.

Hens believes we are witnessing the high point 
of the behavioral fi nance approach. As scientifi c 
coordinator of FINRISK, Hens is actively deve-
loping the next generation of analytical tools 
for research in fi nance and has his own pre-
dictions about where the fi eld will move next. 
One promising area is Neurofi nance, in which 
behavioural biases can be explored by brain-
scanning subjects while they make fi nancially 
salient decisions. Another area is Evolutionary 
Finance, in which the asset market is modeled 
as interacting strategies, analogous to evoluti-
on, so as to derive better foundations for asset 
management. Publications by each of the six 
presenters can be downloaded from the FIN-
RISK website.

www.nccr-fi nrisk.unizh.ch/research/conferences.htm 

The behavioral finance approach has consolidated its position in the academic sphere and 
draws increasing attention among practitioners, as was evident from the large turnout at 
the conference Advances in Behavioral Finance. The conference examined evidence for be-
havioral effects in the financial marketplace and asked how the behavioral approach can 
be exploited in practice.

Tobe Freeman, FINRISK Letter editor  

Knowledge Transfer
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Mr. Finance
Interview with Michael Brennan

The Swiss fi nancial services industry reco-
gnizes the importance of academic research 
and development for gaining a competitive 
advantage and enabling their long-term 
success. Within the next few years, the in-
dustry wants to push fi nance research as 
well as doctoral and executive education 
up to an internationally competitive level. 
To date though, most fi nancial innovation is 
produced in the United States. Thus, one is 
behooved to at least look across the Atlan-
tic and see how research and education are 
conducted there.  

FINRISK: What is your impression of 
academic fi nance in Switzerland?
Michael Brennan: When I fi rst came to Switzer-
land more than ten years ago I was surprised 
how little academic fi nance was going on here 
given the importance of Switzerland as a fi nan-
cial center. But I think that situation has been 
transformed in the last decade. From what I see 
through FINRISK, the progress that has been ma-
de is quite impressive.

What makes an academic institution in 
fi nance or economics successful?
Let me mention a few factors. One, I think, is sheer 
size. In terms of reputation, the more papers are 
coming out from a particular university, the more 
people recognize the brand. There are great eco-
nomies of scale in doing research, particularly in 
bringing people to the campus to present papers, 
which I think is very important. Furthermore, the 
larger the department, the more people there are 
to talk to and to work with. I think the continental 
European system of professors and assistants is 
not as effective as the U.S. system of professors 
as equal colleagues. 
Another important factor is collegial spirit. It is 
important that people come into work every day 
and interact with each other.

Is there a critical mass?
There has to be because fi nance has become 
specialized over the years. Ideally, a department 
has a couple of people in each area. Something 
like a dozen professors doing research is critical. 
Schools like Wharton or Stern have 35 or more 
professors. They have maybe three seminars a 
week with outside speakers. This way it is much 
easier to keep up with the developments in the 
fi eld. On the other hand, a professor who is on his 
own has to read everything which takes a lot of 
time and is rather ineffi cient.

What does the typical career path of an aca-
demic in fi nance or economics look like?
In the fi nal stage of their PhD, people go on what 
is called the job market. It takes place in Novem-
ber. Then, in December, they get interviewed at 
the annual meetings. After that they are invited 
to campus in the early months of the year. 

Usually, there are six people on the market who 
have a dozen offers. The other people do not get 
any offers until the top six have decided. Then the 
market clears. I think the market is quite effi cient 
in a way compared to what happens in England, 
for example, where it is very sporadic. There is no 
real market clearing. 
After seven years as assistant professor, people 
come up for tenure. It is common these days to 
get it later because both women and men tend to 
take maternity and paternity leaves, respectively. 
The tenure track then stops for a year. 
After this time they typically become associate 
professors with tenure. Or they get fi red - it is up 
or out. After another three to seven years they 
become full professors. 

What are the performance criteria for young 
academics?
U.S. schools are very heterogeneous and so are 
the performance criteria. At top schools, the main 
criterion is research. At business schools it is also 
quite important that people teach well. In MBA 
programs there is a lot of pressure as students 
tend to be very demanding. However, professors 
typically teach a very narrow range of courses. 
Often, they do their teaching duty for the whole 
year in one term.
MBA students are typically very intolerant to 
mathematics, and it is very hard to teach fi nance 
without a lot of mathematics. So what students 
learn is taught at an intuitive level rather than at 
a rigorous level. And that frustrates academics.

Few people, if any, are better suited to offer insight into U.S. academic finance research 
and education than Michael Brennan. An Emeritus Professor of Finance at UCLA’s Anderson 
School of Management and the London Business School, Michael Brennan has been a lea-
ding figure in the development of academic finance over the last 30 years. He is a former 
president of the American Finance Association, served as editor of the Journal of Finance, 
and was the founding editor of the Review of Financial Studies, now one of the top three 
journals in the field. Michael Brennan is a member of the Scientific Council of FINRISK. 
www.anderson.ucla.edu/x1932.xml.

Carsten Murawski, Swiss Banking Institute, University of Zurich
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What is the typical amount of time spent on 
research compared to teaching, consulting, 
and other duties over the life-cycle of an 
academic?
This is quite variable for different people and it 
varies across schools. The fi rst year as an assi-
stant professor is a big investment in teaching. 
After that, people typically do their teaching in 
one term. So, across the year people probably 
spend between 20 and 30 percent on teaching. 
I should mention that at more pedestrian univer-
sities professors tend to do more teaching and 
less research.
The amount of time spent on consulting depends 
a lot on the individual and the fi eld you are in. 
Somebody in derivatives or investments probably 
has more opportunities for consulting than some-
body in corporate fi nance, for example, which 
does not lend itself so well to consulting. Typical-
ly only full professors do consulting. Somebody 
who gets involved in consulting too early is likely 
to drift off. 
Young hot shots usually do not do any consulting 
and no signifi cant administrative work.

Do you think there are any differences in the 
way research is conducted?
I may not have a good understanding of Europe. 
At a typical university in the United States, pro-
fessors “employ” PhD students as research as-
sistants. The assignment of research assistants 
to professors is often somewhat of an arbitrary 
mechanism but sometimes it is also self-selec-
tion. That, I think, is one of the most valuable 
contacts the student has with the professor, even 
if the professor hires the student to do pretty 
basic stuff. They get to talk to each other and 
they get to know each other. I think that this clo-
seness of faculty to students is a big part of the 
learning experience. Later on, they might even 
write papers together. Many students need to 
gain confi dence by working with professors to 
get into an area. 

To what extent is research funded by 
private institutions?
Most professors have a chair which provides 
them with funds. In addition, the department 
or school will have research funds for assistant 
professors and so on. Part of this money comes 
from alumni and other donors. Another part co-
mes from fees that students pay. A lot of schools 
run executive programs and the like which also 
generate funds. In my experience those are the 
major sources. 

Economics, and fi nance for that matter, is 
still considered by many as a “dismal sci-
ence”. If one interprets science in its nar-
row meaning, namely the explanation of the 
real world using scientifi c methods, large 
parts of research in fi nance will not qua-
lify as science. They look rather like engi-
neering, like option pricing or investments. 
What is your view on this issue? 
If you look back at the history of fi nance, in the 
1960s, it was not at all clear whether fi nance 
would become a normative subject like opera-
tions research, or whether it would become a 
positive science. I see it as having developed in-
to the positive direction. A lot of the interesting 
research in fi nance is of a positive nature, for 
example, how asset prices are formed. In the 
last few years, there has been a lot of work on 
derivatives pricing and hedging. This is indeed 
very much akin to engineering. It is operations 
research, really.

Are there any breakthroughs on the horizon 
in academic fi nance?
I have a more cyclical view of the world. Looking 
back to Modigliani-Miller, we had a radical de-
velopment that threw out all the traditional text-
books, which were of a more institutional or legal 
nature and rather descriptive. Suddenly, we had 
much more stripped-down analytical models. 
In the next generation, starting around 1970, we 
saw the world through the eyes of Modigliani 
and Miller and did not pay much attention to in-
stitutional issues like legal covenants. We did 
not really understand the difference between a 
debenture and a bond, for example. 
The following generation put back into acade-
mic fi nance, at a more sophisticated level, issues 
of security design as well as improvements in 
institutional knowledge. We now have a much 
richer view of many things like default. Over the 
decades, there has been tremendous progress.
Another example is the fi eld of corporate gover-
nance. It did not really exist early on in academic 
fi nance. Today we do have a much improved un-
derstanding of the issues including their impor-
tance for society as a whole.

Thank you very much, Professor Brennan. 
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Is a High Calibre Academic 
Education of Use in the 
Financial Industry?

Education

Academic research in finance is taught on a very abstract level that is difficult to under-
stand for most practitioners, even those educated to bachelor or masters level. At first 
glance, it is not always obvious how these abstractions would be applied in practice. Given 
the highly complex nature of academic research, coursework in the Swiss Doctoral Pro-
gram in Finance aims to equip students with theoretical tools that would enable them to 
compete in the academic job market with graduates from top international institutions.

Matthias Hagmann, University of Geneva

However, most fi nance PhD graduates from 
Swiss universities leave academia to pursue 
careers in the fi nancial industry. The question 
arises whether this academically high calibre 
education, with its curriculum that apparently 
lacks practical relevance, is ultimately a waste 
of resources.

As one of those students who ultimately deci-
ded not to remain on a purely academic path, I 
gained exposure to the ‘real fi nancial world’ as 
a quant researcher in a London-based hedge 
fund. Together with very experienced practiti-
oners and other researchers, we successfully 
manage to bring investment ideas into a rigo-
rous, quantitative framework that enables us 
to exploit alpha in today’s fast moving fi nancial 
markets.

Yet I am grateful for every second I spent in the 
course rooms of the FAME Doctoral Program 
in Lausanne. I make direct use of perhaps only 
a minor part of this training. But I feel clearly 
the indirect effects of a strong academic back-
ground in terms of my ability to tackle practical 
applications in a logically consistent manner.

Furthermore, I would argue that it is not enough 
to be taught only those models that are likely to 
have direct application in industry. The success-
ful implementation and interpretation of even 
‘simple’ models requires substantial brainpow-
er. Understanding complex models helps with 
the use and interpretation of simpler ones.

Consider an example of this from my own expe-
rience as a lecturer in econometrics. I realized 
that many of my masters-level students were 
not aware that a key assumption of the ‘linear 
regression’ model is that the unknown conditio-
nal expectation function is assumed to be ‘line-
ar’ in the explanatory variables! The signifi can-
ce of the linearity assumption is actually much 
easier to grasp once you have been trained in 
nonlinear econometrics, and thus, gained expo-
sure to nonlinear models as well.

Indeed, once you have estimated a complex 
nonlinear model, you will probably think twi-
ce before using them in practical fi nancial 
applications. Linear models are adequate for 
many practical applications, but not because 
most phenomena in fi nance are linear. Linear 
models are suitable because nonlinear models 
are often extremely diffi cult to estimate and 
are overly sensitive with respect to the chosen 
sampling period. An awareness of the issues 
surrounding nonlinear models provides a good 
basis for tackling, say, a forecasting problem 
using a linear regression model. One is then 
aware of both the advantages and limitations 
of linear models.

I guess, by now, the reader knows that my answer 
to the question raised in the title is a clear ‘yes’. 
A good PhD program should train students at the 
highest technical level. It matters little whether 
the entire curriculum is of direct practical use. 
In fact, fi nancial companies would ideally hire 
people whose knowledge is substantially un-
correlated with the existing internal knowledge 
pool. Practical experience is best gained in real-
life contexts that are afforded by Industry alone. 
Arguably, it is beyond the University’s scope of 
responsibility to provide that. 

Matthias Hagmann, 
former FAME doctoral student
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Inside FINRISK

Awards
Giovanni Barone-Adesi (Lugano), 
Robert Engle (New York) and 
Loriano Mancini (Zurich)
Best paper award of the Sydney Futures 
Exchange at the 18th Australiasian Finance 
and Banking conference (2005) for the paper 
"GARCH Options in Incomplete Markets"

Philippe Ehlers and 
Philipp Schönbucher (ETH Zurich) 
received the "WHU Finance Award" (1. Price) 
for the paper on "The Infl uence of FX Risk on 
Credit Spreads".

Dissertations
The following FINRISK students 
successfully defended their 
doctoral theses in 2005 – 
Congratulations!

Daniel Baur 
from the University of Zurich

Francesca Bellini 
from the University of Lugano

Anthony Chambet 
from the University of Zurich

Peng Cheng 
from the University of Geneva & FAME

Fulvio Corsi 
from the University of Lugano

Marwan Elkhouri 
from HEI Geneva

Matthias Hagmann 
from the University of Lausanne & FAME

Michael Kupper 
from ETH Zurich

Marcel Peter 
from HEI Geneva

Luba Rousseva 
from the University of Zurich

Jin Xiangrong 
from the University of Lausanne & FAME

Christian Zehnder 
from the University of Zurich

Carsten Murawski and Rina Rosenblatt-
Wisch are the fi rst graduates from the “PhD in 
Finance” program at the University of Zurich. 
This doctoral program was launched in 2002 in 
close cooperation with FINRISK.

People
New Assistant Professors 
within the FINRISK network

Enrico De Giorgi joined the University of 
Lugano in January 2006.
Alexander Wagner joined the Swiss Banking 
Institute, Zurich in October 2005.
Mei Wang joined the Institute for Empirical 
Research in Economics, Zurich in October 2005.

New Post-Docs within the 
FINRISK network

Ettore Croci 
joined the University of Lugano in October 2005.
Fulvio Corsi 
continues as Post Doc at University of Lugano 
since June 2005.
Carsten Murawski 
continues as Post Doc at Swiss Banking 
Institute, Zurich since August 2005.
Paolo Porchia 
continues as Post Doc at University of St. Gallen 
since October 2005.
Adamo Uboldi 
joined the University of St. Gallen in October 
2005.

Publications
Below we list some recent articles on applied 
research by members of the FINRISK network. 
The complete list of all FINRISK publications is 
available on our web site:  
www.nccr-fi nrisk.unizh.ch/publications  

Estimation of Recovery Rate Densities: 
Non-parametric and Semi-parametric 
Approaches versus Industry Practice
Matthias Hagmannn (HEC Lausanne and 
FAME), Olivier Renault (CitiGroup Global 
Markets Ltd), Olivier Scaillet (HEC Genève 
and FAME)
In: Recovery Risk, The Next Challenge in 
Credit Risk Management, Edited by Edward 
Altman, Andrea Resti and Andrea Sironi, 
Riskbooks 2005

Quantitative Hedge Fund Selection for 
Fund of Funds
Markus Leippold and Stephan Jöhri 
(Swiss Banking Institute, Zurich)
In: Fund of Hedge Funds: Performance, 
Assessment, Diversifi cation and Statistical 
Properties, Edited by Gregoriou, G.N., 
Palgrave –MacMillan, London, 2006.

International Stock Portfolios and Optimal 
Currency Hedging with Regime Switching
Markus Leippold and Felix Morger 
(Swiss Banking Institute, Zurich)
In: Risk and Portfolio Management: 
The New Frontier, Edited by Gregoriou, G.N, 
Palgrave –MacMillan, London, 2006.

Quantitative Risk Management: 
Concepts, Techniques, and Tools
Alexander J. McNeil, Rüdiger Frey, and Paul Embrechts
Princeton University Press, 2005 

www.pupress.princeton.edu/titles/8056.html

"This book is a compendium of the statistical arrows that 
should be in any quantitative risk manager's quiver. It in-
cludes extensive discussion of dynamic volatility models, 
extreme value theory, copulas, and credit risk. Acade-
mics, Ph.D. students, and quantitative practitioners will 
fi nd many new and useful results in this important volu-
me."--Robert F. Engle III, 2003 Nobel Laureate in 
Economic Sciences, Stern School of Business at NYU.
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Ultimo

Scientific Imperialism
An Indian-born economist once explained his theory of reincarnation to his graduate stu-
dents thus: "If you are a good economist - a virtuous economist," he said, "you are reborn 
as a physicist. But if you are an evil, wicked economist you are reborn as a sociologist."

Carsten Murawski, Swiss Banking Institute, University of Zurich

Economists are not the most popular species in 
the scientifi c community, as the author of this 
column, an economist by training, sadly expe-
riences sometimes. This situation is probably 
due, at least to some extent, to a particular trait 
of economists. Ever since the formation of the 
subject we have cavalierly intruded into other 
areas of science and propagated our view of 
the world, namely that marginal utility equals 
marginal cost. Be it research on cell biology, 
food webs or population dynamics. You name 
it. Everything works according to economic 
principles, or so the story goes. Some of this is 
serious research; a lot of it is bad prose.

The advance by economists into other domains 
is commonly called economic imperialism. Iro-
nically, historical evidence appears to suggest 
that these imperialist tendencies of econo-
mists were fostered by their non-economist 
colleagues. A certain Charles Darwin, for ex-
ample, in his Origin of Species acknowledges 
that his idea of natural selection was inspired 
by the theories of Thomas Malthus, the great 
nineteenth century economist. 

So let's assume that economists do indeed have 
a point. Yours truly is well aware that many rea-
ders will disagree with this. But as we econo-
mists say, 'we can relax the assumption later'.

The year 2005 was the World Year of Physics 
and we celebrated the great achievements of 
Albert Einstein, namely relativity and quantum 
theory. Both belong to the more important sci-
entifi c achievements of mankind. They have hel-
ped to improve signifi cantly our understanding 
of the world around us. Given their prominence, 
one wonders why economists have not offered 
their own interpretation of relativity and quan-
tum theory. Where are the economic theories of 
quantum entanglement or gravity? And at the 
very least, why have we not tried to establish 
that Einstein's thinking was infl uenced by the 
economists of his time? 

These days one has to ask what has become of 
our imperialistic place in science and, perhaps, 
even our command over our own fi eld. Publica-
tions by physicists on economic phenomena, 
particularly fi nance, have mushroomed. This 
has led to the creation of a new subject called 
econophysics. So now it is the physicists who 
fi nd themselves accused of intrusion, and of 
invasively propagating their view of the world. 
On fi rst sight it may be diffi cult indeed to see 
what the structure of magnets has to do with 
stock prices.

But the author also fi nds it no easier to see 
what the infi nitely rational and knowledgea-
ble homo oeconomicus has to do with real 
world economic actors. Maybe we economists 
should extend the same tolerance towards our 
colleagues in physics (or chemistry, or biology 
for that matter) that we ask of them when we 
enter their fi elds?

We economists have a lot to learn from our 
colleagues in physics and other natural sci-
ences. In areas such as methodology, data ana-
lysis, modeling and the use of simulation, other 
fi elds often look at similar problems, and do so 
with a very rich set of tools. This has brought 
new and valuable insights to economics, in-
cluding the use of network analysis to study 
default contagion, dynamical systems theory to 
explain feedback effects in fi nancial markets, 
and mean fi eld analysis to study the dynamics of 
limit order books. And while many economists 
prefer to think about the world that should be, 
physicists usually think about the world that is. 
Their work is at least worth a look.

Agenda
For detailed information on the individual 
events please refer to the FINRISK web site: 
www.nccr-fi nrisk.unizh.ch

12 - 13 June  2006 

5th Swiss Doctoral Workshop in Finance 
Study Centre Gerzensee 
www.szgerzensee.ch

 23 - 26 August  2006

33rd Annual Meeting of  the European 
Finance Association www.efa2006.ch 
University of Zurich 

Program Chair:  Rajna Gibson
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Economists should also not forget the important 
place of physics in the development of economic 
theory. The nineteenth century founders of neo-
classical economics, including Leon Walras and 
and William Stanley Jevons, set out consciously 
to build an economic model mimicking classical 
mechanics. Note well that while neo-classical 
economics still provides the main methodologi-
cal principle for economic research, physics has 
moved on from classical mechanics.

But when all is said and done the attention di-
rected towards economists jaunting into other 
fi elds stems from that fact that, from time to 
time, we have important points to make. And 
economists behave reservedly towards our brot-
hers and sisters in physics because physicists, 
too, have a point here and there. As Karl Popper 
said: “We are not students of some subject mat-
ter but students of problems.” Scientists unite!
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