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Chapter 1: THE ATM MOMENT
· Economic activity went from $36 trillion to $70 trillion 2000-2006
· Most people don’t understand finance
· Prior to 2008 meltdown, banks all around the world were encouraging people to take heavy loans
· Iceland was particular example
· Banks allowed Iceland increase 12x, which was fake
· Hypercapitalism, and financial deregulation allow countries to grow GDP much faster.
· Also increases wealth gap
· Since Cold War end, capitalism has spread like fire.
· Banks are extremely over-leveraged. US and European banks have at least 35-1 Debt/Equity ratio. This means that if economy becomes poor, and they lose value in assets (thus, value in equity), they must eliminate at least 35x that amount in liabilities (recall loans, etc). 
· The reason banks have such high leverage is because they are generally safe, and because they are economy-makers. Without banks, the economy would be worth a fraction of what it is. 
· Canada did a great job planning. We have 18-1 D/E ratio. New Act of 1985 helped us a lot.
· Banks are focused on (1) profits, (2) making balance sheets look good. Not focused on citizen well-being.
· Many HUGE bailouts occurred to over-leveraged banks in UK, US. 
· Zombie bank - a bank that’s technically insolvent, but still allowed to operate under the government
 
Chapter 2: ROCKET SCIENCE
· Black-Scholes formula had a huge impact on financial world in 1983.
· They had created a derivative-valuation formula which would highly increase volume of derivatives.
· First, there are real assets. Then, there are stocks and other securities which increase global money supply. Then, derivatives use those assets to create further assets, and further economic activity. Hence, derivatives are the next layer of wealth, almost exponentially higher than are securities relative to real assets.
· Many cases where investors lost fortune over derivatives
· Only since about 1950s did finance industry expand rapidly
· 1981 swaps were introduced. Then mortgage swaps followed
· Bonds are important and much safer. 
· Credit swaps were invented by JP Morgan. They were highly leveraged, assuming no risk. But when risk occurred, housing market and financial industry, thus society, had HUGE implications. 2nd layer called a tranche. 
· Because of credit default swaps defaulting, many banks needed bailouts
· Swaps and Derivative markets total $54 trillion
 
Chapter 3: BOOM AND BUST
· Due to housing crisis, many homes were abandoned and people left to alternative means
· Lanchester says over time, housing market will mimic economy, so capital gains/losses not particular.
· Many gov'ts (US and UK) promote home ownership. This somewhat fuels economy and ideally makes people "happier."
· Many Europe banks only loan if large portion of home paid off (40% or 60%), and collateral exists
· Those allowing higher leverage were hit worse in recession (Except Canada)
· Countries have different views on home ownership.
· Fannie Mae, Freddie Mac allowed to highly leverage homes, they were possibly MAIN perpetrators of crisis
· Mentions that businesses go through cycles, and prices fluctuate
· Dot-com crash created stricter accounting and regulation standards
· China bought most of US debt
· Interest rates affect business
 
Chapter 4: Enter the Geniuses
· Capital always wants to grow
· Capital was looking to profit from property boom
· Lousy credit ratings means they have to pay more on loans, thus capital predators take advantage
· Mortgage lending to poor communities was allowed, and lenders took advantage of increased risk/return.
· Then, securitization was used to create CDSs for unconforming (poor) mortgages
· Rating Agencies existed as well
· Undefault correlation: created formula for modelling CDOs, very popular
· After his formula, CDOs and CDSs became much more popular. HUGE multi-trillion markets.
· CDOs received AAA ratings.
· After receiving decision-making process from Moody's, they created CDOs to fit criteria.
· CDOs of CDOs. 
· Banks sought extreme leverage and had large insolvency risks. They were certain that housing market would not crash.
· Credit ratings (personal) are important
· The whole market was full of scams and tricks. They targeted poor people to get higher-rate mortgages. They didn’t care about the risk because it was being securitized and transferred around. 
· Lots of fraud from banks, and applicants. Banks didn’t care.
 
Chapter 5: The Mistake
· Risk
· People arent that good with risk. Stairs are horrible killer.
· People arent always economically rational
· Israeli researchers find that rationality not accurate. Tverski and Kahneman. 
· Illusion of validity: cognitive illusions we create to rationalize our improper perceptions.
· People have a particular cognitive illusion in relation to risk.
· Studied how people don’t always have logical and rational reactions to things; may have incorrect perceptions of "how the world works." especially true for economists, or consumers in relation to money. Another example is gambling.
· One particularly bad cognitive illusion is risk. We are horrible at measuring and analyzing risk.
· Ayn Rand - "Objectivism": when society must get out of the way of "great men"
· Risk is desirable, accepted and rewarded in financial world.
· To measure risk, universally accepted as a thing of paramount importance, men created RAROC and VAR systems to measure risk in a model.
· VAR was strongly encouraged, and even enforced by SEC. but GIGO (garbage in, garbage out). The models were imperfect, so they could not properly predict economic turns.
· Then (and now), VAR isnt yet full-proof. So there are bound to be errors.
· People relied on models telling them something is impossible, instead of thinking on their own.
· Alan Greenspan known for laissez-faire approach and deregulation
 
Chapter 6: Funny Smells
· Credit crunch based on: a climate, a problem, a mistake, a failure.
· Funny smells are intuitive signs that there may be something unsure about a situation
· Most governments, regulators, citizens, and bankers especially ignored these many "funny smells."
· People had funny smells about Madoff, but he operated for about 10 years
· Central Bankers only have one tool: interest rate
· Interest rate affects level of borrowing, level of credit, level of economic activity, level of inflation, level of unemployment, speed of growth, exchange rate
· Greenspan followed Laisezz-Fair/Objectivism ideology. Also apparently he had great sense for detail
· Dot-com crash added market turbulence
· China invested heavily in America
· FSA main regulatory body in UK
· "Quiet coup" - when US banks got together and made large demands of US gov't. essentially deregulation.
· One consequence of delegislation is that retail banks and investment banks could be one again
· Apparently SEC was so bad that it was helping the fraud
· Industry creates a product, whereas a company only seeks profit
· London prospered immensely in the 1980s when Big Bang occurred, and deregulation was huge. London has largest derivatives market, with $2.1 trillion traded daily, whereas full US market trades $.96 trillion daily.
· London was involved with AIG in derivative CDO trading. Normal UK banks would have prohibited this, but it was an "international banks", slipping by cracks of rules.
· People from the "City" believe that money is the most important measure of value. Believe that solutions are "more competition, more free market, less regulation"
· Masters of the Universe get rich, and have high self-esteem because they believe they have cracked life
· They still get great bonuses. Most are not concerned with public well-being.
· Credit rating agencies play HUGE role and must be reliable. A conflict of interests exists within them because companies are REQUIRED to pay to receive rating.
· IF US debt down-graded to AA, it would have had IMMENSE ramifications for world
· CDOs paid credit rating 3x, and they benefitted heavily.
· Almost no one has AAA rating.
· Tier 1 Capital (not-at-risk) Requirements: EU - 3.3%, US - 4%, Canada - 9.8%
· Canada has great regulation for banks, mostly because of problems in 1900's and 1980's in particular. Merger was prevented, which kept banks at steady oligopoly.
· TBTF - too big to fail
 
Chapter 7: The Bill
· John Maynard Keynes actually predicted that by 2030, we will solve ALL mass-scale financial problems, and people would begin to introspect and look further into themselves. This apparently has not happened, as capitalism model promotes GROWTH at all costs
· Drake's theft of gold from Spain in 1580 of $40 000, compounded into $4 billion worth now
· People always want more, and feel poor when they are rich.
· Banks quickly find holes in rules to seize more profit, while clearly adding unsecured risks.
· Expected deficit US from bailouts - $7 trillion
· This deficit then picked up gov't. Thus, taxes are raised, people lose jobs, less spending on gov't programs
· Personal debt also issue
· 4 Things going into Crises that are Deadly:
8. A boom based on property bubble
8. Consumer credit bubble
8. Economy based on financial services
8. Gov't to have just spend many reserves.
1. People would get angry. At whom? The banks, the bankers, the poor regulators. 
1. Countercyclical reserve levels good strategy for solvency
1. Over-regulating can stunt growth of financial markets, make them inefficient. Under-regulation can cause bubbles and too much risk, resulting in large-scale economic crises
1. At the aftermath of the crises, competition has because better with the vacuums left by failing banks
1. This recent recession was like a heart attack to the financial system, jolting us to wake up and change our ways.
1. As we begin to gain better control over our markets, we should slow down during slower periods, and save more during bull periods. We need to consider how much is enough.
1. Poor incentives. 

CLASS 2
· High-yield debt is debt with a higher-expected-return, due to higher risk (lower bond rating)
· Oil and gas make up 18% of high-yield-bonds
· 10 sources (mix of journal, news, books)
· 45% short-answer, 55% M/C
· Ethics: most actions can be "justified"…but not really.
· 2008: amount of debt far exceeded equity
· Concepts to consider: 
· Complexity of fin products: auditor, advisor, regulator, consumer
· Disclosure of fairness
· Incentives and conflicts of interest
· Disintermediation
· Leverage and its impacts
· Derivatives - private contracts vs public market
· Disintermediation..
· MBS Prospectus showed that security was slightly altered to seem like it was a safer security
· Issuing new securities:
· Agents must conduct due diligence for client
· OSC comments/questions
· Clients look at final prospectus
· Get updates on periodic statements
· MBS:
· Face Page: following investment objectives, preserve net asset value of fund
· T-bill + 3%. 4.14+3 = 7.14 
· Interest rates go up, NAV impacted
· Gross returns are BEFORE fees. Net is after.
· Typically, regular civilians do not understand prospectuses and such matters.
· Money as Debt: money created in banks through deposits and lending, etc.
· 10% reserve amount
· Bank can maintain 20% ROA charging 4% on loans…MM Effect
· Decreasing leverage causes money supply to go DOWN
 
· Highly leveraged banks (35/1) can default with only a 3% drop
· Regulation is always trying to calibrate with financial markets. They are always reactive.
· Poor risk assessment is the main problem leading to financial crisis
· According to his graph, stocks with lower risk (lower beta) have historically higher returns
· MBS (Mortgage backed security): a securitized product where slices of mortgages were combined into bonds
· Underlying mortgages still rated AAA
· Long-term capital (Hedge Fund): had super-large exposure, then had to get emergency liquidity
· How do you create new risk model for new securities? …
· Credit fault: chance of defaulting
· No consideration of collateral in credit ratings
· Pricing risk on asset with many underlying investments more difficult and expensive

Ch 10: Regulation
Chapter 10: Regulation
· Companies gone under in 2008: AIG, Lehman Brothers, Bear Stearns, Fannie Mae, Freddir Mac, Washington Mutual, Wachovia, Merill Lynch.
· Two General Claims: (1) defective risk management practices to blame, (2) regulators with authority to constran excessive risk taking did not act
· Fostering a culture which takes a high priority on risk management is a critical responsibility for management and regulators
· Regulatory framework was being formed for over a century
· 3 Regulatory Bodies: BoD on Federal Reserve System, Office of Thrift Supervision, Office of Comptroller of Currency
· SEC responsible for financial integrity of broker-dealers.
· Regulators have broad power and wide berth in using it
· SEC and FINRA rely on reports and exams of broker-dealers. 
· Other layers of oversight: state laws for banking and securities, and regulatory schemes of other nations
· By repealing Glass-Stegall Act and GLB Act this creates conditions for financial crisis.
· GLB Act in 1999 ended separation between commercial and investment banks
· GLB Act also limited reach of regulatory authority
· Author claims that there is sufficient regulation, but is was just aimed at the wrong things.
· History of Financial crises documented by Kindleberger (1996), shows they are human psychology run amok.
· Main cause of recession: regulatory authorities failed to use their authority to constrain risk-taking activities of some major banks and broker-dealers.
· Example: Washington Mutual Bank had $24 billion in capital, $307 billion in assets, and of that $120 billion in nontraditional mortgage loans
· IndyMac had a lot of undocumented, unchecked mortgages
· Bankers were guilty of purchasing large amounts of CDOs despite knowing there was more risk to them than on the surface
· SEC allowed banks to lower capital requirements in 2004.
· AIG Financial Products, the company which insured all of those mortgages was unregulated by anybody, but was supposed to have been regulated by OTS.
· Internal controls and external constraints (risk management and regulation) were no match for values, beliefs and attitudes of people doing the work.
· JP Morgan creates a culture than handles risk very well
· Banks who actually followed conservative risk management policies (RBC, JPM) fared well in recession.
· There were cases where bosses were over-ruling signing of bad loans.
· Current regulatory bodies do not examine culture
· Regulators need to find ways to evaluate culture 
· Author suggests to add supervisory protocol on same level as operational and financial metrics. 

CLASS 6
Speaking on Election:
· Liberal Majority
· Expect to roll back on TFSA limit
· Good for both rich and poor
· Eliminating Income Splitting 
· If retired, can start splitting income at 52/53
· Tax Perspective: more income splitting allows less gov't funding for social programs
· Seniors: no limit; regular people: $2000
· Skill drainage occurring due to older people
· OAS funded out of current tax revenue dollars (dollars which could pay for health care, infrastructure, etc.)
 
· Valeant: would borrow debt to buy other companies; yesterday a research report leaked report called "Is Valeant the next Enron?"
· Stock fell by 40%, had to halt trading twice.
 
Class:
Commercial and Investment Banks
· Commercial banks - accepts deposits of money, makes loans using portion of those deposits and offer services 
· Intermediation - middleman b/w those with surplus cash and those needing credit
· Provide loans - interest spread determined based on perceived risk of borrower; higher risk = higher rate of interest charged
· Margin = cover operating expenses, losses from borrowers and reasonable profit
· For lenders, increase profitability: 1) more loans; 2) higher margin loans. How to lend more, how to make higher margins?
· Timing: period of loan often longer than depositors willing to commit funds for
Banking Ethical Issues:
1. Integrity - relationship based on trust
· Depositor relies on technical competence of banker, not to lend recklessly, and to have sufficient capital on deposit in case saver wishes to withdraw
1. Responsibility - primary contribution to society through competent financial intermediation - best use of savers surplus cash. Do not be too hasty in foreclosing or demanding funds. Responsibility not to exclude certain groups or classes. Environment issues. Over-lending is issue. Redlining is excluding certain areas.
1. Affinity - banking is relationship by choice (bring depositor and bank closer). 
 
Merging of Commercial and Investment Banks:
· Benefits to stakeholders: shareholders, clients, government
· No, it did not make the system safer
· It provided economic growth, until the crash
· About 60% of all bank loans are mortgages. Read article!
· Bank assets not diversified
· Less entrepreneurship
· Less loan issuance for corporate debt, since real estate is better
· Corporations instead issue bonds now
· Credit Rating Agencies taking on more power. 
 
Pension Plans
· Defined Benefit Plan is a certain % of salary going into plan, often non-transferable. If there is a deficit or surplus, you get more money. One pool of capital. 
· Defined Benefit is a cheaper plan.
· Conrad Black took over Dominion because Pension Plan had large surplus. Bought company then took all surplus for himself; immediately after it became illegal. 
 
Pension Plans - Ethical Framework
· Duty of care is owed to:
Employees
· Stay in business to make payments
· Provide material disclosures
Shareholders
· Firm focuses on profit maximization, thus reducing costs and pension payouts
Gov't focus
· Want efficiency and high returns. Value for money spent? 
 
Defined Benefit Funding Formula
· Employer, employee contributions based on:
1. Avg mortality age of pensioner, number of years paying into plan, expected returns on portfolio, etc.
 
Case Study - Ontario Teacher's Plan
· Net assets = $154 billion to 311,000 members. Avg. invested capital = $497 000. 
· Overall annual return = 10.2%.
· In 1970, teachers had to make 5.2% of salary contribution, in 2010, it was 11.1%.
· Most govt plans are DB. Only 9% of private sector are DC
 
Underfunding
 
Pension Reform
· Intergenerational fairness is an issue. Newer generations hold more risk and do not receive compensation
· Need long-run investment program
· Tough to convince current retirees and older workers to reduce pension income claims for solvency
· Many public plans take on shareholder activism. Likely worsens returns.
· US state pension plans are only 48% funded, meaning that if all pensions were to be cashed out today, there is only enough money to pay 48% of all benefits. Of course, over time, it is not a huge issue. But due to changing demographics, it may be more difficult in the future.
· In order to compensate for this underfunding, we may have to: 1) younger workers pay higher contributions; 2) benefits decreased; 3) tax dollars used to compensate instead of on other things.

CLASS 7
Marketing of Financial Services & Hedge Funds
· Waiting for Essay Marking Rubric
· Asking for Physical and Online Copy
· One person per Group submit!
· Can include charts and diagrams
· 15 PAGE MAXIMUM
· Can include unlimited appendices
· Executive Summary: A summary of paper for an executive to read
· Class Plan: Current Events, Marketing of Financial Products (Framework, Mortgages, Credit cards, payday loans), Break, Leverage and Hedge Funds
 
Marketing of Financial Services
· Information Asymmetry: when one party more knowledgeable about something than the other party
· Is the borrower always the victim?
· CRM2 is about new disclosure on selling of new financial services products
· Marketing of Financial Services: set of coordinated activities "designed to create, communicate convey through voluntary exchanges, something those targeted with value and to do so in ways that fulfill objectives of markets and their organizations
· There is certainly a conflict because the products promoted by organizations and marketers may not be best for clients
· Issue: how to ethically market a complex product?
· Ethical Framework:
6. Basic Values and Norms
American Association for Marketing "do no harm, act with honesty, fairness, respect, transparency, trust and citizenship"
Avoid use of coercion, reject manipulation
1. How Norms and Values Applied…
1. 3.
· Investment Products often complex.
· For any product, you want to give them a simple message.
· Principle-protected-note: guaranteed return for a number of years, complex, not as good as it seems
· Ameriquest:
· What is company selling? Mortgages
· What is message of advertising? It's easy to get a mortgage with us
· What type of customer does it attract? People with bad credit, sub-prime, originators of no documents
· Is it ethical? The target audience they chose, and their actual practices were unethical
· Ameriquest had "teaser rates" which were original rates which increased quickly
· Marketing Mortgages:
· Relation of mortgage broker/lender to borrower
· In 2000s, companies marketed mortgages to consumers with bad credit. No document policy, Countrywide, no verification.
· Subprime had higher rates of interest, some steered brokers to higher interest 
· Loan flipping - when one lender convinces you to move from your current lender. Comes with penalty usually
· Informed Decision - is borrower provided with sufficient info to understand nature and implications of mortgage offered?
· ARMs … low introductory rates, higher rate in small print. 
· Toronto avg detached home is now OVER $1 MILLION! Mortgages are very low though.
 
Credit Cards
· Who should be targeted, what should users know, how should credit card companies impose charges
· Increased issuance to subprime borrowers
· How should credit card companies make their profits?
· Buyer beware vs. Protection for vulnerable groups
 
Payday Loans
· Small loans for short periods
· Less than 30 days, less than $1500
· Commonly 2 weeks
· Only security is pay-cheque
· Rate cap is 21% of principal in Ontario
· Some people conduct their banking there
· Low-income clients huge revenue source for US banks
· US banks earn excellent overdraft revenue
· Poor Americans underserviced
· American Poor: rates are high, payday loans address good service for these people 
 
LEVERAGE
Importance of Leverage:
· Companies are able to increase their share prices by borrowing more, sending false returns
· Adding more leverage drives up stock price
· Leverage for Acquisition. Ex: acquire company earning $3.5 million/yr for $50 million
· Net benefit would be difference between earnings and interest
· Companies totally generally limited to 10% stock repurchase p.a.
· Assume 5% of outstanding out-standing stock is repurchased
· Income Premium: 
· Company A generates $1.20 EPS; Dividend $0.24
· Company B generates $1.20 EPS; Dividend $0.60
· Leverage in Banking:
· What does 5X leverage mean? $500 million in assets, $100 million in capital
· What is Reserve Ratio?
· Inversion: reducing taxes by purchasing a smaller company operating in lower-taxed country. Tim Hortons and Burger King is example. 
· Safeguards exist, including a review, can be disallowed, trying to put items in place. Difficult because companies and lawyers smarter than regulators
· About $2 trillion in off-shore accounts which can't be brought back to US due to taxes
· Transfer Pricing:
· Profits shifted to lower tax jurisdictions
· Loans paid in higher tax since loans tax-deductible
· Doesn't easily reflect where sales and expenses occur
· Largest global company do these practices (inversion and transfer pricing).
 
HEDGE FUNDS
· Worth $2.72 trillion
· Definition: Absolute return strategies aimed to achieve a positive return on investment, regardless of markets
· Can utilize shorting sophisticated strategies (derives) 
· Portfolio manager generally earning fees for > 0% returns
· Hedge Funds: allowed to leverage, short, derivatives, may not even hedge, hold private assets
· Less regulation; still must provide financial statements
· 3 Moral Allegations for Hedge Funds:
7. Unfair tax treatment: only pay capital gains (no operating expenses). Fees vs Salary. 75% in Cayman Islands, lower tax rate. Argument: lower tax fair for riskier nature. Most hedge funds have little own money at risk. Hard to distinguish. 
7. Can dupe investors: generally don’t outperform fees (since 2009). Size, skill, strategy are keys to performance. Hedge funds own many assets they can't value properly. Illiquid, bond in default, an improperly valued asset. Subjective pricing can inflate returns and fees. Investors don’t know where managers invested.
7. Can cause social harm: huge appetite for risk, reduced margin levels, largest clients for US banks (but very risky). Very difficult to calculate risk if borrowing from banks. 
1. Naming in Hedge Funds:
. Opportunities: ??
. Absolute Return: ??
. Alpha: ??
. Long/Short: ??
. Dynamic/Tactical Allocation: ??
. No regulation in naming conventions. These names can mean anything.
· What benefits do they have?
. Diversification
. Unique strategies
. Specific return profile
. Good exposure to asset classes
. Some have Harvard endowment, etc.
· Who earns benefits? Companies, investors
· Who bears costs? Investors, sometimes gov't and citiens
· Future of Hedge Funds:
. May be more regulated, may gain popularity, may lose popularity. No one knows…

CLASS 8
Behavioural Finance, Risk Management, and Corporate Finance
· Sometimes due to regulation, client communication loses efficiency
· Client Communication: Takeover
· Can communicate how one fund easily gives better returns than another
· Why study behavioural finance?
· Finance assumes that all investors and decision-makers act rationally for value maximization. But they do not!
· Emotion: fear and greed have huge impact on decision-making
· Questions. Race Track: avg. person bets $100 and loses $17, i.e. they leave track with $83. Who makes more money, someone betting on longshots, or someone betting on favourites. Answer: the longshot better generally leaves with $20, while favourite better leaves with $90
· Question 2: Organ Donation Consent: why such large difference in Euro countries? Answer: in some countries, you can opt in or opt out.
· Investment Returns (last 20 years):
· Equities: 9.2%
· Bonds: 5.7%
· Average Investor: 2.5%
· Inflation: 2.4%
· Warren Buffet: "success in investing doesn’t correlate with IQ…what you need is temperament to control urges that get other people into trouble in investing"
· Equities: 
· People often think of stocks as gambling, Blue Chip
· Fractional ownership of a business
· Value and market price should be based on future earnings (dividend discount model)
· Means of participating in future economic growth
· Equity Risk Premium: historically have generated 8-10 p.a.
· Stocks have much higher volatility
· Schiller study: do stock prices move too much? Comparing actual returns vs. dividend discount model
· S&P500 had volatility level over 5x higher than DDM.
· Example: BCE
· Valuations and Price: S&P500 stock returns MUCH higher usually than actual S&P500 growth.
· Investment professionals: risk is uncertainty, volatility
· Most investors: there are two key risks:
10. Fear of losing money (Absolute return)
10. Fear of missed opportunities (Relative return)
1. Fallacies to Risk/Return Model (SML): 
11. Rewards vary significantly in short-term: returns much more volatile in shorter periods
11. Rewards more consistent over time
11. Risk-rewards for same firm vary over time. In a bull market, you earn less of a comparative return because everyone is making more?
11. Low Volatility historically outperforms: racetrack
1. Power of Dividends: Earnings = Returns
1. Prospect Theory: investors are generally more distressed about than happy about gains
1. Research has shown that investors generally consider a loss twice as painful as the pleasure of a gain
1. As a result, investors become:
15. Risk averse when investment has risen
1. Products based on Prospect Theory!
1. Anchoring, Frame Dependence, Loss Aversion:
17. Investment decision should be based on future prospects for gains/income against potential for losses
17. Original purchase price often acts as anchor determining an investor's buy or sell decision (instead of future prospects of company)
17. If investment at loss, selling today means locking loss.
17. Breeds disease "getevenitis" (loss aversion): for a stock performing below purchase price, investors get nervous, and as soon as it rises back to buy price, they sell immediately
1. Overconfidence:
18. Most people think their abilities are above average:
18. In studies asking people their ability as driver or lover nearly 80% considered skills to be above average
18. Result of overconfidence is higher rate of trading and abandoning or never establishing investment plan
18. More trading often leads to poorer investment returns and higher taxes
18. More active in role in managing own investments leads to more overconfidence
18. Overconfidence greatest for those who experienced early success
18. Men tend to trade 50% more often than women. Single women outperformed single men by 1.44% p.a. Women outperformed men y 0.94% p.a. Women more likely to create financial plan / strategy and stay on plan
1. Biases:
19. Confidence Bias: we seek out views confirming our own, but ignore differing viewpoints
19. Herding: feel better if opinion with crowd, uncomfortable to have opposing viewpoint
19. Hindsight bias: convince ourselves that past mistakes can be overcome in future
19. Endowment effect: ascribing greater value to something just because you own it
1. Procrastination: when faced with complex or difficult decisions, common behaviour to do nothing (inertia) or put it off (procrastination)
1. DC Plans: people plan to enroll and contribute in plans, but only few of them do
1. Auto features proven success: after auto enrollment in DCPs, enrollment rates rose significantly since people did not opt out
1. Recovering percentage-wise from large losses significantly more difficult than smaller losses
1. Market Timing: difficult, function of research, liquidity and luck
 
After Break:
· For all references, source all necessary sources and create bibliography
· Memo? 
· Multiple choice - answer A
· Exam: 60%
· MC (easy, harder ones as well): 50-60%
· Short-Answer (point-form fine): 40-50% (each question has allotted marks, so length based on that)
· For guest speakers, see the slides. 
Chapter 26: Risk Management
· "Risk mean things can happen than do happen"
· Risk management - determining potential financial risks and identify procedures to avoid or minimize impact (reduce potential for material negative consequence)
· P. Young says that traditional approach to risk outdated, and needs to be integral part of company
· Traditional approach mainly focused on moral hazard: "conditions or actions incentivizing illegal or immoral behaviour"
· Krugman: "any situation in which one person makes decision about how much risk to take, while someone else bares costs"
· Enterprise Risk Management: "The buck stops here."
· Organization needs command and control approach to implementing ERM.
· EMR must transform to flexible, decentralized organic function
· Human Reactions: risk management can send wrong signals, resulting in unintended effects if it creates incentives or disincentives contrary to intended purposes
· Reflectivity: people react to policy, reactions can alter fundamental purpose of policy
· Risk management needs to anticipate potential human reactions and fallibility 
· Increased regulation could create more risk if it gives comfort to agents
· Understand consequences of risk management decisions and actions
· Integrative Approach?
· Manager Roles: need a concious understanding of risk.
12. Risk Leadership - integration of risk with management; risk policies, set and interpret
1. Coso's Risk Management: a cube which shows all the details to be managed under risk management
1. RM Cube Components:
14. Internal environment - tone of organization, how risk viewed and addressed, 
14. Objective setting
14. Event Identification
14. Risk Assessment
14. Response
14. Control activities
14. Information and communication
14. Monitoring
1. Project - Risk Management Process
15. Identified 3000+ defects on corporate documentation
15. Discovered most defects were not risky, found inconsistent system, fixed it.
1. Risk-based Thinking:
16. People not taking vacations get reviewed
16. Sales-culture
 
· Board of Directors:
· Group-appointed: act for shareholders, board members have great human capital (abilities) and relational capital (network)
 
Key Roles:
1. Recruiting, selecting CEO
1. Provide vision, mission and goals
1. Fiduciary responsibility to protect assets
1. Monitor activities of company
1. Determine governance practices and compliance
1. Remuneration of CEO and senior management
· Independence:
· Majority of board must be independent members
· Audit committee and governance committee
· Exec Committee not need independent
· No evidence of better or worse financial performance based on board structure
· No board truly independent, it's supportive or sympathetic to management
· The longer a director serves, often less independent
· Separate CEO and Chairperson: 
 
Projects:
· 15-22/25 overall
· Inconsistent sourcing
· Overuse of word "this"
· Confusion between ":", ";", ","
· When to use apostrophes?
· Headings were helpful
· Most had good sources
· Individual assignments next week

CLASS 9
Guest Speaker: Josh Zakkai, Sustainalytics
Responsible Investment Primer Sustainalyitics
Kirsten.boer@sustainalyticss.com; Joshua.zakkai@sustainalytics.com
647.317.3683; 647.317.3698
 
· Responsible investing
· About Sustainalytics: 
· International
· What we do: help clients turn vast quantities of enviro, social and governance info into insightful, value-add analytics, to enable more informed investment decisions
· Products: Research (ESG, analysis and ratings, sector reports, thematic research, alert services, country risk monitor, weapons)
· Advisory & Services (UNPRI, engagement, policy development and training, portfolio reviews, screening, compliance, ESG indexes, stakeholder intel, corporate benchmarking, best practices intelligence)
· Recent cases: Oil spill, Valeant
· Trends in CAD market: Canadian RI is 31% of CAD investment industries
· ESG Approaches:
· Active Ownership/Engagement
· Positive best in calss
· Neg exclusionary screening
· Norms-based screening
· ESG Integration
· Positive thematic and impact investing
· Whats driving ESG?
· Focus on financial materiality: 
· Client demand: 71% of investors interested in sustainable investing
· Regulatory risk:
· Alignment with mission/contribution to Sustainable development:
· Sustainalytics Research Framework:
· Over 4500 companies covered
· Event analysis of over 10000
· Transparent methodology
· ESG Research Framework
· Preparedness: mgmt systems, policies and targets
· Disclosure: key ESG issues
· Quantitative performance: in key ESG metrics; injury/fatality rates; carbon intensity; % of renewables
· Qualitative performance: Human Rights; environmental; business ethics
· Indicator Structure:
· Assesses these four issues based on over 70 sector-specific indicators
· For every indicator, given raw score, weighted based on mix. Weighted score contributes to overall score of company
· Site visits occasionally; company provides feedback at times to disclose that information
· Companies are starting to care about their ratings
· More gov'ts are forcing companies to invest socially responsibly
· ESG Controversies:
· Range from Low -  Severe
· Nestle's Noodle formula has unsafe levels of lead; issues over-emphasized
· Calculating ESG Score:
· Weighted sum of indicator and controversy scores. 
· Wal-Mart
· Average performer
· Laggard in social theme
· Exposure to severe controversies
· Competitors: MSCI, IRIS
 
LECTURE:
Social Responsible Investing Conditions
· Short-term vs long-term (more focus on long-term)
· Benefits of social investing
 
Avoidance:
· Avoid in investing in unacceptable or harmful companies
· Specific countries: Sudan, Iran, Russia
· Products (tobacco, alcohol, coal)
· By avoiding certain regimes, is more harm done than good? If Husky sells operations into Sudan, likely a company with worse ethics will take over
· People are avoiding oil sands since it is impure, but although large improvements can be made, since it is unpopular people won't touch it.
 
Relative Selection:
· Invest in ESG leaders
· Most surveys related to this area
· Sustainalytics and other firms support relative selection
· Sustainability/CSR reports support area
· Use scoring system
· Dow Jones Sustainability Index
 
Engagement:
· Companies voice shareholder concerns
· Proxy voting,
· Filing of shareholder resolutions
· Dialogue with corps; few companies do this
 
Principles of Responsible Investing
 
SRI Growth
· People are giving more of a shit
 
NEXT CLASS: GO TO WEBSITE
3 Examples of how Unilever is implementing sustainable living plan
Do I agree with SRI?
Read article.

CLASS 11
Financial Services Industry Developments
· Socially responsible investing becoming more prevalent
· Benefit Corporation - creates positive impact on society and profit (hybrid between non- and for-profit)
· Example: providing education to poor individuals 
· Supplemental pension plans: acknowleges cost efficiency and overall superior returns in pension plans
· Access to pension pool; bear risk of return
· Lower fees, reduced emotions
· Saskatchewan has an excellent Supplemental pension plan: MER of 0.8%
· Future expectations:
· Income inequality 
· Income is completely unevenly split…1% of people own 40% of wealth in US, expected to get worse
· Pension plans are extremely under-funded
· Careers in Financial Services:
· Roles of research and analysts will be reduced; avenues for profits are reduced as information more available, opportunities through other managers. AUM of Pension plans in Canada > $1.5 trillion; MF industry $1.23 trillion
· Compliance and risk mgmt to be expanded, anti-money laundering included
· Real estate finance to be expanded
· Client-facing/sales-oriented roles to increase, freedom may decrease
· Accounting skills will be in higher demand over financial analysts
· Need for more CPAs, law degree great for investment banking
· Technology will break down barriers in crowdfunding, robo-advisory, fintech
 
STARTING A CAREER
· MAKE YOURSELF VALUABLE TO YOUR BOSS!!!! HELP YOUR VP ADVANCE HIS CAREER
· MAKE YOURSELF IRREPLACABLE!!! BUT REALIZE THAT NO ONE IS IRREPLACEABLE
· EACH ROLE EARLIER IN CAREER SHOULD FOCUS MORE ON SKILL-BUILDING AND NETWORKING
· MAINTAIN RELATIONSHIPS WITH COLLEAGUES…DON’T BURN BRIDGES…NEVER KNOW WHO WILL HELP
· BANKS, INSURANCE COMPANIES GREAT PLACES TO LEARN…THEY WILL PAY FOR YOUR MISTAKES…MAKE CONTACTS IN INTERESTED DEPARTMENTS THROUGH NETWORKING
 
VALUES
· Find out what is important for you and what motivates you
· Belief system, compensation, free time, learning (mentoring), rigid rules-based vs flexibility, belief in right or wrong
· Greatest satisfaction would be finding a firm/department with similar value system to your own
· Find a way to unwind (gym, friends, etc.)
 
EXAM
· 60 total marks
· 2.5 hours
· Must pass exam to pass course
· 33 MC (31 marks, 2 freebies)(3 questions on The Corporation)
· 29 short answer (some choice will be available)
· Bring section #, ID, pencil and pen, calculators allowed
· KHE
· Point-form allowed
· READ THE TEXTS, PPTs have good details
· Expect short answer questions from both speakers
 
REVIEW:
· Need for Ethics in Finance
· Financial services industry based on trust
· There is agent/principal relationship and sometimes fiduciary relationship
· Information assymetry
 
· Ethics vs Regulation
· Difference between what is morally right/wrong, and context of law
· Ethics as fairness (Chapter 9); what is fair, procedural fairness, rawls, justice, public finance, disclosure, veil of ignorance
 
· Efficient-Market Hypothesis: weak, strong, semi-strong
· Prospectus for Century Select (Disclosure examination)
· MBS - Ginnie Mae, Freddie Mae were implied of AAA rating; people were unaware that a loss can cost up to 12:1 to make up for it
· Examination of what return a MF needs to get a certain return to investors
 
· I.O.U.
· Who does Lanchester blame for financial crisis? Is it fair?
· What role did following play?
· Bankers/financiers, regulators, consumers, rating agencies
· Risk Models: previous crises proved inadequacy of models
· Risk assessment models did not: 
· Take into account long enough history, recognize emergence of new risks, confused probability with certainty, how to assess new types of securities, CDS to reduce risk, no central registry
· Finance frequently gets risk assessment wrong
· Signs of problems: income inequality gap, financiers earn too much compensation, finance sector earned 41% of all profits, leverage ratings (how to delever while keeping economy growing), managing risk
· Other issues: deregulation, accounting manipulation, home ownership as social policy, etc
· Tech Wreck: companies were extremely over-valued, S&P500 traded at 45X P/E ratio, NASDAQ crashed 78%, people went to jail, Wall Street analysts lost reputation, some went to jail
· Home Ownership - opportunity for profit. Study in 1980's said minority homeowners were more successful. Caused sub-prime lending to expand
· Rating Agencies: went from subscription service to being public. Now companies issuing bonds pay fee to get rated. 90% of mortgage-backed CDOs were AAA, Moody's revenue doubled 2002-2006, share price tripled. Many rating analysts left their jobs to make more money from companies
· Financial engineering
· Toxic assets: cannot be accurately priced, if market becomes illiquid and price drops substantially
· Leverage in banking: 5x leverage - if bank has $500 in assets, $100 capital, how much can it lose before insolvency?
 
· Regulation and Risk (Chapter 10)
· 3 Questions:
2. Were risks identifiable?
2. Did agencies have adequate authority to constrain them?
2. Were there any impediments to agency's use of power?
1. Lethal risk
1. Regulator role: limit high-risk activities of major financial institutions
1. Did external regulators have resources to determine if risk mgmt practices were deficient?
1. Did they intervene?
1. Risk management culture
1. Risk: make imperfect decision in imperfect world every day
1. Should we know better?
1. If it is "honest mistake" is it more ethical?
 
· Reputational Risk (Money Laundering, David Lee): 
· De-risking
· Compliance
· Any US-dollar transaction must go through US regulation
· COSTS: reputation losses (66%) biggest loss to win back clients through legal costs, etc., fines (3%), accounting write-offs (25%), class action (6%)
 
· Attributes of a Corporation:
· Legal personality, limited liability, delegated mgmt and gov'ce, transferable ownership, controlled t investors
· Ronald Wayne sold 10% stake in Apple for $800, because of unlimited liability to remove risk away from himself
· Purpose/Benefits of Corporation: whose interest are served, best use of resources, externalities (affecting a 3rd party who never agreed to it), is the goal to maximize public welfare? How is wealth distributed? Does it trample on basic liberties?
· Agency Theory: "situations in which one individual acts on behalf of another and is supposed to advance principal's goals". Finance service professionals act as agents. Corporation is structured under agency relationships
· Potential for conflicts of interest from "goal incongruity"
· Agent relationships: to equity holders, to debt holders, to employees, act for firm, 
· Financial services act for clients and bank
· Moral Hazard 
 
· Sarbannes-Oxley 2002: personal accountability, auditing/consulting, timely/enhanced disclosure, extended corporate gov'ce regime, 
· Wall Street Reforms - Sarbannes-Oxley
 
· Commercial and Investment Banks (Chapter 17)
· Commercial banks accepts deposits…
 
· What is a profession?
· 7 Aspirational Characteristics
· Professional Code of Ethics
· Issues in Compensation for Advice: 
· Marketing in Financial Services, information assymetry. Examples: mortgages, credit cards, payday loans
· Defined benefit, underfunded plans, who should pay differential, either retirees pay must be cut, employees must pay extra, or taxpayer pays
· Underfunding
· Hedge funds
· 3 Moral Allegations
· Studying behavioural finance (not in reading)
· Prospect theory
· Procrastination
· Girls invest better than boys
· Biases
· Socially responsible investing: consider ESG factors, create long-term value, investments influence behaviours, long-term perspective, all stakeholders matter, risk identification, key elements to look for in companies
· Growth of PRI
· SRI Strategies: avoidance, inclusion, relative selectin, engagement
· Unilever is leader
· Insider Trading: asymmetrical info
· Material info
· Mosaic theory
· Ethics and Risk
· ERM goals (COSO)
· Risk-based thinking
· Board of Directors, key roles
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