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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.
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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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