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SYLLABUS
Course Synopsis
In this course we will analyze the structure and workings of the financial markets, as well as developing tools for pricing and assessing the risk of a broad range of financial products. While we will apply some relatively technical and theoretical tools, we will try to maintain at all times a practical approach to finance.  The goal of the class is to give students a solid foundation on how financial assets are priced in the marketplace, and what questions investors should ask (both of themselves and their financial advisors) prior to making investment decisions.

Class Meeting Times and Format
This course meets on Mondays, Wednesdays and Friadys between 10:20 am and 11:10 am.  The classes will be in a lecture format, but I encourage students to ask questions and to challenge ideas and concepts that are introduced.  I will hold weekly office hours, and will also be available at other times by appointment.  

Prerequisites

The most important requirements for this course are:

(1) Introductory micro and macroeconomics (Econ 105 and Econ 110); 

(2) A tolerance for reasonable levels of mathematics, including calculus (differentiation), statistics especially distributions, and econometrics.
Assignments and Grading
Your grade for this course will be based on weekly problem sets (30%), an in-class midterm (30%), and a final exam (40%). Class attendance is mandatory, and habitual late arrivals to class may have an impact on your grade.  If you must miss class, please let me know in advance, by e-mail. 

Some problem sets will necessitate the use of the spreadsheet software Excel. If you are unfamiliar with Excel, this will be an excellent opportunity to get some practice with it.  It is used throughout the business world, and especially in finance/economics/accounting-related fields.  If necessary, I will provide a brief workshop on some of the main features that you will need for the relevant problem sets.

Problem sets will be available from my web-site a week before they are due. They should be submitted at the beginning of the class on the date they are due. I shall spend 15 minutes discussing the solutions at the end of the class on the date they are due. The midterm exam will be held approximately after eight week of classes, once we have covered the course material up to the “Portofolio Selection” section. The final exam will take place as scheduled by the University.

Text:
Bodie, Kane and Marcus: Investments   

Course Schedule
Time Value of Money, Bond Markets

Future Value and Present Value. Bond prices and yields.  Forward rates and bootstrapping.

Duration, convexity, and hedging.  The Term Structure of interest rates and theories of the yield curve slope.  Risk management in the fixed income markets.

BKM 14, 15 & 16.  

Problem Set 1 
Equity Securities

Common stock valuation.  The dividend growth model and comparables analysis. Price/Earnings ratios and other relevant financial ratios.  Concepts of risk-adjusted returns and growth opportunities.

BKM 18 & 19
Problem Set 2 
Review of Risk, Utility and Statistics
Review of essential microeconomic concepts: utility and risk aversion.  Potential violations of “standard” economic preference models. Review of essential statistics: random variables, and measurement of the first and second moments. Correlation, covariance, and variance-covariance matrices. Properties of the normal and lognormal distributions.

BKM  1, 6.    

Portfolio Selection   

Portfolio risk-return tradeoff. Reducing risk through diversification. The Efficient Frontier and minimum variance portfolios. Asset allocation and the Capital Allocation Line.  Optimal portfolios, Two Fund Separation, and the Capital Market Line. Adjustments for differential borrowing/lending rates. 

BKM  7, 8   (B&M  7).

Problem Set 3 
Mid-Term Exam in Class.
Capital Asset Pricing Model
Capital Asset Pricing Model: derivation using “marginal price of risk” arguments. Systematic versus idiosyncratic risk. The Security Market Line and its relationship to the CML. Mispricing and Jensen’s alpha. 

BKM  9  (B&M  8).

Single Factor Model

Single factor model and its relationship to CAPM.  Theoretical and practical approaches to CAPM and Factor Model estimation.  The Security Characteristic Line and OLS regression for factor estimation.

BKM 10
Other Portfolio Models
Multifactor models and an introduction to Arbitrage Pricing Theory.  Arbitrage opportunities and concepts of Market Efficiency.

BKM 11 & 12

Problem Set 4 
Futures 

Futures Markets and futures pricing.  Stock, currency and commodities futures and derivation of no-arbitrage pricing formulas. Using futures for speculation and hedging purposes.

BKM 22 

Options (I)

Introduction to Options and option payoffs.  Combination trades for hedging and speculation. Put-call parity and no-arbitrage pricing.  Lognormal models of asset prices and the intuition behind the derivation of the Black-Scholes pricing formula.

BKM 20  (B&M  20)

Options (II) and Swaps

Binomial option pricing: the "replicating portfolio" and "risk-neutral portfolio" approaches.

The "Greeks": delta, gamma, vega and theta and their implications for option portfolio risk management.  Delta-hedging (in detail). Gamma and vega-hedging (in brief).  An introduction to Real Options and dynamic hedging when options are not tradeable. 

Evaluating and using swaps for hedging purposes.

BKM 20 & 21. 

Problem Set 5 
Final Exam
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