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Round Table held digitally for first
time 1n 2020

Dr. Carsten Lehr (Managing Director FIRM) and Philip Dreher (FIRM Alumni Coordinator)
talking to FIRM Alumni at the virtual round table.

FIRM Alumni activities could not take place as planned due to the Covid 19 pandemic. Thus, for the first time, the
annual Round Table was held virtually. Dr Carsten Lehr, who has been FIRM's Managing Director since May 2020,
gave the FIRM Alumni an overview of FIRM's wide range of activities — events, newsletters, working groups and
round tables. Currently, the topics of ,,Covid-19” and ,Sustainability” are at the top of the agenda. In addition, he
also presented the planned innovations for 2021, in particular further round tables that will expand the spectrum of
FIRM activities.

Members of the FIRM Alumni Organisation are graduates of the
Frankfurt School of Finance & Management and the Goethe Busi-
ness School specialising in risk management. Students and alumni
with a corresponding specialisation have the opportunity to join
the FIRM Alumni Organisation free of charge for one year, and
thereafter for a reduced annual fee of 50 euros (instead of the
regular 400 euros for personal memberships). The membership
application can be downloaded at www.firm.fm/firm. In addi-
tion to privileged access to established event formats such as the
Research Conference and the General Meeting, the FIRM Alumni
Organisation offers its members the opportunity to network with
each other as well as with the members of the FIRM Board and the
FIRM Advisory Board.

) . i Author
Unfortunately, Mr Sebastian Rick, alumnus of the (Executive) Mas- Philio Dreh
ters in Risk Management & Regulation study programme at the LIS
DZ Bank AG,

Frankfurt School of Finance & Management, stepped down as
Alumni Coordinator last year. On behalf of all alumni, we would like
to express our gratitude to Mr Rick for his great support over the
past years and we are delighted that he will remain with the FIRM
Network as coordinator of the Asset Management Round Table.
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FIRM Advisory Board Meeting as a
hybrid conference and FIRM Research

Award

-

On 29 September 2020, FIRM organised its first face-to-face meeting since the general meeting in the spring.
Around 30 people attended the discussions at the Frankfurt School, while many others had joined online.

Election of the advisory board chairperson

In addition to important technical issues, the agenda included the
election and re-election of the FIRM Advisory Council Chairpersons.
Dr. Wilfried Paus stood as a candidate for the professional chair-
manship of the Advisory Board, and Prof. Dr. Glnter Franke stood
again for the academic chairmanship. Both were elected unani-
mously, thanks to votes from those attending in person and over
30 electronic votes.

Lectures on current issues

Expert presentations on very current issues such as ratings before,
during and after the Coronavirus crisis, non-performing loans and
a comprehensive explanation of the Restructuring Directive were
complemented by presentations on fintechs and cooperation with
banks as well as future requirements at the client/bank interface.

FIRM Research Award 2020 in may 2020

The FIRM Research Award under the patronage of the Hessian Min-
ister of State for Economic Affairs, Energy, Transport and Housing,
Tarek Al' Wazir, aims to promote authoritative research that provides a
better understanding of risk management and regulation in the finan-
cial services sector. A high-calibre jury consisting of representatives
from academia and business selected three papers from all the the-
ses with the highest academic grades submitted, which they believe
most effectively combine a high-quality theoretical and conceptual
basis with empirical research and innovative practical relevance.

Digital Research Award

The finalists, Jennifer Betz from the University of Regensburg,
Rebekka Buse from the Karlsruhe Institute of Technology (KIT) and
Benjamin Clapham from Goethe University Frankfurt, presented the
most important results of their work at the FIRM Research Confer-
ence on 14 May 2020. The digital conference was chaired by Gunter
Franke from the University of Konstanz.

Detecting manipulation
In the end, Benjamin Clapham came out on top with his work on
the integrity and efficiency of electronic securities markets.

According to the jury’s assessment, “Clapham’s careful study of
electronic trading systems has significantly expanded our knowl-
edge of their market microstructure. In particular, he generates new
insights into the effects of trading interruptions and effects of high-
frequency trading.

Clapham was supervised by Peter Gomber, Professor of Business
Administration, specialising in e-Finance, at Goethe University
Frankfurt. The guiding question for Clapham was how techno-
logical developments and market design influence the integrity and
efficiency of electronic securities markets. Looking at automated
detection of financial market manipulation, design of mechanisms
to ensure orderly trading and the effects of high-frequency trading,
he shed light on three major developments.
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FIRM Research Award 2020

for Benjamin Clapham

Classification scheme

The large number of order updates by algorithmic traders and the
increasing number of transactions make detecting market manipu-
lation more difficult. In order to ensure the integrity of securities
markets, the different types of manipulation have to be classified
according to their characteristics and the procedures detecting
them need to be automated.

Automated procedures allow financial intermediaries and regula-
tors to detect market manipulations within immense amounts of
data in a resource-efficient way.

Clapham develops a classification scheme for all types of financial
market manipulation and thus provides a basis for improved mar-
ket surveillance. Another challenge for market integrity is to ensure
continuous price development in continuous trading.

High-frequency trading and other algorithmic trading can lead to
price overreactions or so-called flash crashes in the event of sur-
prising market developments, especially if trading algorithms react
inappropriately to sudden market pressure or to incorrect informa-
tion. Therefore, hedging mechanisms have been introduced in most
securities markets to ensure price continuity and, at the same time,
market liquidity under extreme market conditions. This is done
using what are known as volatility interruptions, which stop contin-
uous trading for a short time in the event of sharp price changes by
initiating an auction phase. Clapham investigates different designs
of volatility interruptions and shows how different design parame-
ters influence the effectiveness of hedging mechanisms. His results
allow him to derive recommendations for the design of hedging
mechanisms.

A much-discussed question concerns the magnet effect of hedging
mechanisms. Does the anticipation of a likely imminent interruption
of continuous trading induce traders to quickly execute their open
orders in advance, thereby causing additional volatility ultimately
triggering hedging mechanism?

While some research observes greater trading activity and price
changes in advance, Clapham comes to the opposite conclusion.

High frequency trading?

The paper also examines the effects of high-frequency trading on
securities markets. Clapham shows that high-frequency trading
narrows the bid-ask spread and speeds up the refilling of the order
book after a liquidity shock. High-frequency trading thus improves
the efficiency of securities markets.

The jury were hugely impressed with Clapham’s work. “The disser-
tation makes an important contribution to financial market research
by shedding light on relevant aspects surrounding the integrity and
efficiency of electronic securities markets,” said Gunter Franke,
chairman of the jury. The findings can be used by stock exchanges
in the design of trading rules and operational market monitoring as
well as by supervisory authorities for regulation of trading. The next
FIRM Research Prize will be awarded in 2022."



5 Florian Neitzert and Dr Matthias Petras won the FIRM

Yearbook Award 2020 with their article “Corporate Social

AdVlSOry B Oard Responsibility and Bank Risk”. The prize of 1,000 euros

o is donated by Wolfgang Hartmann, founder and honorary

chairman of FIRM. A high-ranking jury of professional and

Meetlng and academic representatives selected the article from a total
of 24 technical essays in the Yearbook 2020.

digital conference [|REEEE_—_G—G—_—

conciseness with which the two authors analysed the com-
prehensive topic of CSR with a clear focus on banking risk.

Florian Neitzert and Dr Matthias Petras win
FIRM Yearbook Prize 2020
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Reception
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Welcome and election of the advisory board chairperson
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Lunch and personal discussions
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FIRM & Frankfurt Main Finance:

Partners from Day One

Frankfurt Main Finance, the association to promote the Frankfurt Main region as a global financial centre, shares a
common history with FIRM, along with a common mission. The two organisations have been fraternal partners from
day one. And both share the goal of strengthening the position of Frankfurt as a financial centre. But in furthering
this common goal, each organisation brings a very different focus and set of competencies — while Frankfurt Main
Finance is a location initiative and a voice for the city as a financial centre, FIRM is committed to promoting research
and teaching in the field of risk management and regulation.

The old saying that “in every crisis lies the seed of opportunity” has
been proved true, time and again; the key is to be able to identify
this seed and make it grow, until it becomes a mighty oak. Frankfurt
Main Finance, founded in 2008, and FIRM, founded in 2009, can
both, in this sense, be seen as children of the financial crisis. The seed
of opportunity which has grown into Frankfurt Main Finance was
to more effectively coordinate and aggressively communicate the
strengths and competitive advantages of Frankfurt, as well as the sig-
nificance of the financial industry for the region’s economic prosper-
ity. For FIRM, the seed of opportunity was the need to continuously
find new and more intelligent ways to meet the constantly shifting
challenges of risk management and regulation. If there is one “lesson
learned” from the financial crisis which stands out above all others, it
is this: Banks must rethink the way that they manage risk. This recog-
nition becomes all the more compelling when one considers that this
is the nature of banking itself: The taking on, and managing, of risks.
In helping to establish FIRM, Frankfurt Main Finance initially acted as
a central point for coordination, until the pivotal moment on 3 June
2009 when the “Society for Risk Management and Regulation” was
legally registered, giving birth to the Frankfurt Institute for Risk Man-
agement and Regulation. Today, Frankfurt Main Finance and FIRM
are "fraternal twins” with cross-representation at the board level.

In the ten years since, FIRM has established itself as an essential pil-
lar which supports Frankfurt as a vibrant financial centre. In no small
part through its work, Frankfurt has built a pool of expertise in risk
management and financial regulation which has come to be recog-
nised as unigue. And as the hosting city for the European Central
Bank, the European Insurance and Occupational Pensions Author-
ity, the European Systemic Risk Board and soon also the European
banking supervisor, Frankfurt is the undisputed crossroads of the
European infrastructure for financial market supervision. This con-
centration of European institutions, which are creating an entirely
new financial oversight architecture largely based in Frankfurt, has

FIRM
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been pivotal in establishing the image of Frankfurt as the key Euro-
pean centre for financial regulation, an image which will grow even
stronger in the years ahead. With its unique research and education
infrastructure, the SAFE Research Centre at the House of Finance at
Goethe University has developed into one of the leading centres of
research for creating a sustainable European financial architecture.

In order to expand the role of Frankfurt Rhine-Main as a leading
financial centre in the European Union, the following ten central
task areas are to be the focus in the future:

winning trust again and again

actively promoting the transformation to a sustainable economy
driving forward digitalisation

assert Frankfurt's leading role within the EU

strengthening the back of the supervisory and monetary
authorities

securing the pool of talent through education and research
intensify networking with all stakeholders

be a reliable partner for politics

. promote the quality of life in the financial centre

0. anchor ethics as a pillar of all actions
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Achieving all these goals requires staying power and the cohesion
of many. Without its financial centre, Frankfurt would not have
become the civic city that for many centuries has repeatedly shown
what it is made of. Great financial dynasties have started their rise
from Frankfurt, just as global financial houses feel at home here. As
the smallest global financial centre, with a strong stock exchange,
more than 70,000 employees in the financial sector and over 200
financial institutions, Frankfurt will continue to score with agility
and creativity. FIRM and Frankfurt Main Finance will continue to
use synergy effects in the future and work to jointly strengthen the
financial centre along the above-mentioned tasks.

Frankfurt
Main
Finance
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