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Preface to the First Edition

A Modern Approach
Understanding Financial Risk Management offers an innovative approach to financial 
risk management. With a broad view of theory and the industry, it aims at being a 
friendly, but serious, starting point for those who encounter risk management for the 
first time, as well as for more advanced users.

The focus is no longer on the mere measurement, but on the whole package. Risk is 
also opportunity, and when managing it, one should reach the right balance between 
opportunity and loss. That is why we propose a new approach that starts from the basic 
knowledge of classic theory and methodologies and moves to the latest findings in 
measurement and hedging.

Many books are more exhaustive in covering some of the topics that are treated in this 
book, but most of them do not offer the wholesome coverage on the horizon of finan-
cial risk management as the present book does.

There is no doubt that a deeper analysis of many concepts is possible, but no book in 
the actual market is able to collect all risks and the managing of them in one single 
essay. This book is definitely an all-included piece or work that guides the reader from 
the beginning to the end without ever losing focus on what is more important for good 
risk-management knowledge.

An Innovative Pedagogy
The foundations of the book rely on three main blocks: theory, analytics, and com-
putational. They all merge in a way that makes it easy for students to understand the 
exact meaning of the concepts and their representation and applicability in real world 
contexts. Examples are given throughout the chapters in order to clarify the most intri-
cate aspects; where needed, there are appendices at the end of chapters that give more 
mathematical insights about specific topics.

Learning comes from the correct combination of the three pillar elements, none of 
which should be excluded. The trinity stands as the foundation of the whole project.

Preferably, students have a solid background in financial mathematics, statistics, and 
basic econometrics. Indeed, students facing financial topics for the first time may 
benefit from using the book as a medium-level introduction to some aspects of finan-
cial theory and practice.

In this sense, practitioners represent a possible share of the users of the book. In recent 
years, due to the global financial crisis, the demand for links between academics and 
private industry has increased substantially. For this reason, practitioners nowadays 
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like to explore the work done in academic research, and this book provides useful 
information for managers who want to increase their knowledge about risk manage-
ment and understand what may have been the lacking in their own systems.

A Selected Audience
The book is meant for third- or fourth-year undergraduate students of business finance, 
quantitative finance, and financial mathematics. Most of the universities that the book 
would target offer the kind of training in mathematics and statistics that would be 
prerequisites for the successful completion of a course using Understanding Financial 
Risk Management. Potential users include students of universities, technical schools, 
and business schools offering courses in financial risk management.

This book offers a unique approach and represents a clear improvement on existing 
textbooks in the field of finance. Most textbooks on financial risk management focus 
on measurement or on some specific kind of risk. There is no challenge or criticism 
in them, and there is no drive for understanding risk management in the critical sense. 
That is exactly what this book will offer.

Quantitative approaches now incorporate a more critical view and contribute to a vision 
that does not blindly rely on numbers, but takes into account the variety of (sometimes 
unpredictable) situations that characterize financial markets.

Certainly, it is not an easy book, but it is a book that never abandons the reader. Even 
in the most complicated parts, the student is guided through the processes and given 
the tools he needs; nothing is cryptic.

A Reliable Partner for Instructors
Understanding Risk Management is tailored mostly for in-class lectures, and it has the 
best effect if combined with good quality lecture slides from the instructor. Second-
arily, given its overall flexibility (a result of its simple structure), it can also be used 
for online learning. However, the medium-high level of difficulty of the book sug-
gests the need for a closer relation with the instructor and the possibility of in-person 
explanations.

The structure of Understanding Financial Risk Management lends itself to a typical 
Swedish course of approximately six ECTS. The 10 chapters, of at most 60 pages 
each, can fit a course design of about 14–16 lectures of 1.5 hours effective teaching. 
That would also fit an overall international standard of a course with two lectures per 
week spanned over a two-month teaching term. The overall contents in the book can 
fill approximately 40–60 hours of teaching.

Richness in Content
This book is the ultimate tool for understanding the many aspects of financial risk 
management, and it comes with a solid theoretical set.

This first edition has been edited to help educators around the world, suiting users deal-
ing with financial risk for the first time, as well as more advanced users looking for an 
innovative approach.
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As a textbook, the richness in content, exercises, and applications makes the book the 
perfect partner for the students of all areas in the world, all shaped in a book featuring:

	 (a)	 14 chapters,
	 (b)	 70 major and 126 detailed learning outcomes,
	 (c)	 numerous tasks (questions and exercises),
	 (d)	 snapshots and appendices wherever relevant, and
	 (e)	 numerous selected references.

Every chapter follows the same structure, where the full text is complemented by snap-
shots relating to cutting-edge research and up-to-date news. At the end of each chapter, 
there is an exercise section with targeted tasks.
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xxvii

Preface to the Second Edition

The second edition of Understanding Financial Risk Management aims to improve 
the first edition by introducing a more structured approach to the sources of risk in the 
organization, and the methods used to manage it.

From identification to assessment and management, all types of financial risks a com-
pany faces daily are analyzed, together with the tools and techniques that can be used 
to limit their impact and manage their connected risk events.

Built on the solid pedagogical approach used in the first edition, the second edition 
improves it by extending the narrative to modern and innovative topics like enterprise 
risk.

The result is a 20-chapter textbook that takes the student into a full-immersion experi-
ence. After an introductory part where distributional issues, statistical tools, and other 
foundation topics are analyzed, the chapters start digging deep into all types of finan-
cial risk that are normally presented to the organization on a daily basis.

An improved coverage of major risks, together with ample narrative on how to use 
financial derivatives to hedge risk, offer a complete view on past, current, and future 
trends in financial risk management.
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