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— ABSTRACT

—— ABSTRACT

This book concerns the application of financial engineering
torisk management. Iwilltry to express my thinking as follows:
1. For the financial industry, it’ s no doubt that the 21st
century will be a century of financial engineering. So rapidly
has financial engineering developed that it has changed every
aspect of risk management in the past 30 years. Today, It has
held the chief strategic position. Great importance should be
attached to the development of financial engineering and efforts
should be made to close the gap in China’ s research and
development in thisfield. So thisbook is of great significance.

2. Based on comparison and research, 1 think the core of fi-
nancial engineering is risk management. From the origins and
the development of financial engineering, we can see that it has
a close relationship with risk management. Since the 1970s, all
kinds of risks have become larger than ever, and the investors
have found an acute shortage of risk management tools. Theo-
retical studies and practical applications have each con-
tributed to the rapid development of financial engineering.
Asset-liabilities management, insurance and asset portfolio
management used to be the major risk management instru-
ments, but owing to risk changes and rising demands for risk

management, the disadvantages of these tools have become ever

L more evident. As an off-balance-sheet activity, financial engi-
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neering can build a reverse position of the basic activities at a
very low cost. Compared with the traditional risk management
means, financial engineering is more accurate, more rapid,
and more agile, what’ s more, it also has lower information and
transaction costs, if we use information economics and institu-
tional economics to analyze it.

3. Financial engineering is applied to almost all the eco-
nomic fields. Financial engineers have created a lot of products
and strategies. They cover risk hedges of the exchange rate, in-
terest rate, securities price (renowned as 3-financial-price) as
well as the commodity price risks. The emergence of structured
finance has led financial engineers create new financial
products, just like playing building blocks to meet all kinds of
very special needs.

4. Water can keep a boat afloat, and as well as make it sink.
Financial engineering was created for covering all kinds of
risks, but its abuse, overuse and the risk factors inherent in it
should never be ignored. If there is a lock, there must be a key
toit. Some new risk management means like VaR, PCA, TRM
emerged to manage the financial engineering risks. In this
book, a financial engineering risk management framework has
(from the macro-and microcosmic angles ) been produced.

5. Although the development of financial engineering is still
ininfancy in China, applying it to China’ s risk management is

the trend. Because of the lack of some basic conditions, if we
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rush to perform financial liberalization, the results may not be
very good. The booming time of financial engineering in China
has not come yet. But we must pay great attention to it. Since
financial engineering has held the chief strategic position, we
must consider to introduce some of its products. In the mean-
while, we should strengthen research and education on finan-
cial engineering, paving the way for the booming of financial
engineering. Besides, we should introduce some financial en-
gineering products according to the practical needs. By means
of learning-by-doing, financial engineering will make actual
progress in China.

6. Although the booming time has not come yet, some finan-
cial engineering products have their practical value in China
now. In the sixth chapter of this book, Iapproached bank non-
performing loans to illustrate the application of financial engi-
neering to China’ s risk management. In my opinion, we have
been taking the state-owned enterprises as the operational core
of the state-owned economy for such a long time; financial sys-
tems have become accessorial arrangements inner state-owned
enterprise system and other systems. It has made the credit ba-
sis of the whole society even worse, and it has made the economy
from cash-losing economy or subsidized economy to a bad-debt
economy, jeopardizing the health of our banks. By means of
analysis on institutional, historical, legal, technical and other

factors, Ithink the government should lead in dealing with the




