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5. EVALUATION CRITERIA: Two exams.

6. PROGRAMME:

6.1. Introduction: what is econometrics; types of data; returns in financial modelling; steps involved in formulating an econometric model (Brooks, chapter 1). 

6.2. The classical linear regression model: regression model; regression x correlation, simple regression, terminology, assumptions, properties of OLS estimator, precision and standard errors, statistical inference, generalising the simple model, the constant term, calculation of parameters in the generalised case, the t-ratio, example – can mutual funds beat the market?; F-test; Eviews instructions and output for linear regression; deriving the OLS estimator (bivariate and multivariate); deriving OLS standard errors (Brooks, chapter 3).
6.3. Further issues with the CLRM: goodness of fit; tests of non-nested hypotheses; violations of assumptions of the CLRM; multicollinearity; wrong functional form; omission of an important variable; inclusion of an irrelevant variable; parameter stability tests; strategy for constructing econometric models and a discussion of model-building philosophies (Brooks, chapter 4).

6.4. Multivariate models: motivation; simultaneous equations bias; valid estimation of simultaneous equations models; simultaneous equations in finance; a definition of exogeneity; estimation procedures for simultaneous equations systems; an application – bid-ask spreads and trading activity; simultaneous equations modelling using Eviews; Vector autoregressive models; VAR estimation with Eviews (Brooks, chapter 5).

6.5. Univariate time series modelling and forecasting: introduction; notation and concepts; moving average processes; the partial autocorrelation function; ARMA processes (Brooks, chapter 6). 
6.6. Modelling long-run relationships in finance: stationarity and unit root testing; cointegration; equilibrium correction or error correction models; testing for cointegration in regression: a residuals-based approach; methods of parameter estimation in cointegrated systems (Brooks, chapter 7).
6.7. Modelling volatility and correlation: motivations; models for volatility; historical volatility; implied volatility models; ARCH and GARCH models (Brooks, chapter 8). 
6.8. Special topics: event studies; panel data models. 
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