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C
o

u
rse D

escrip
tio

n

T
his course is designed to provide a sound foundation for the fundam

ental concepts
in investm

ents. S
tudents w

ho m
aster the course m

aterial w
ill acquire the analytical

tools and financial theory necessary for m
aking good investm

ent decisions and
understanding the paradigm

s by w
hich financial securities are valued.

T
he course w

ill prepare students for m
ore advanced courses on the topics covered.

T
his course is highly quantitative and relies on analytical tools and econom

ic theory
developed throughout the course. S

tudents should be com
fortable w

ith probability,
statistics and regression analysis. U

se of a spreadsheet package such as E
xcel w

ill
be vital for the hom

ew
ork assignm

ents, saving tim
e and aiding in understanding the

m
aterial. S

om
e use of calculus and linear algebra w

ill also be required.

C
o

u
rse R

eq
u

irem
en

ts an
d

 G
rad

in
g

T
he course requirem

ents are a M
idterm

 exam
, a F

inal exam
, five graded hom

ew
ork

assignm
ents, and tw

o case w
rite-ups. C

lass participation w
ill also affect your grade

(positively or negatively!). Y
our course grade w

ill be determ
ined by the m

axim
um

 of
M

ethods A
, B

 and C
 below

:

M
ethod A

M
ethod B

M
ethod C

C
ase W

rite-ups
10%

P
roblem

 S
ets

15%
M

idterm
25%

25%
C

lass P
articipation

 5%
 5%

 5%
F

inal
45%

70%
95%

In other w
ords, hom

ew
ork assignm

ents, m
idterm

 and case w
rite-ups are optional.

T
hey can only help your grade. In the interest of diversification, I suggest that you

do them
!
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H
o

m
ew

o
rk an

d
 C

ase A
ssig

n
m

en
ts

F
ive hom

ew
ork assignm

ents w
ill be given, w

hich consist of problem
s and several

applications to real data. T
he latter are designed to apply techniques learned in the

course to real data in a m
anner sim

ilar to w
hat m

ight be applied in practice. K
eep in

m
ind that exam

 questions w
ill be sim

ilar to the assigned hom
ew

ork problem
s. In

determ
ining your final grade for the hom

ew
orks, I w

ill only count your best four
problem

 sets.

T
here w

ill be tw
o case w

rite-up in this course. T
he case w

rite-ups are separate from
the hom

ew
ork assignm

ents. D
etails of the cases w

ill be provided later.

Y
ou m

ay do the hom
ew

ork problem
s and cases in groups that are not to exceed

four people, and you can change groups for each hom
ew

ork or case. T
he case

w
rite-ups are not to exceed five typed pages.

Y
ou should discuss the problem

s and cases only w
ith m

em
bers of your group. Y

ou
should not discuss the problem

s and cases w
ith other m

em
bers of this or any other

class. In the future, you should not discuss the problem
s and cases w

ith students
then taking B

E
M

 104 or other finance classes.

If you are in doubt about w
hether som

ething is acceptable, you should not hesitate
to ask m

e.

O
ffice H

o
u

rs an
d

 R
eview

 S
essio

n
s

• 
I w

ill hold conference hours on M
ondays betw

een 2 and 4pm
 in m

y office
B

axter 332F
, except for M

onday N
ovem

ber 22nd.

• 
If you w

ould like to schedule an individual appointm
ent for another tim

e
please feel free to call m

e or to send m
e em

ail.

• 
I w

ill hold 2 inform
al question/answ

er and review
 sessions at m

utually
convenient tim

es, one prior to the m
idterm

 due date and one prior to the final.
F

urther info is forthcom
ing.

R
ead

in
g

s fo
r th

e C
o

u
rse

T
exts

R
eq

u
ired

 text:

B
odie, Z

vi, A
lex K

ane, and A
lan M

arcus, Investm
ents, M

cG
raw

-H
ill - Irw

in, 6th
E

dition, 2005.

R
eco

m
m

en
d

ed
 (b

u
t o

p
tio

n
al) texts:
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1. 
M

orris, K
enneth, V

irginia M
orris and A

lan S
iegel, T

he W
all S

treet Journal
G

uide to U
nderstanding M

oney &
 Investing, S

im
on &

 S
chuster T

rade
P

aperbacks, 1999.
2. 

M
alkiel, B

urton, A
 R

andom
 W

alk D
ow

n W
alk S

treet, W
.W

. N
orton &

 C
o., 2003.

3. 
H

ull, John, F
undam

entals of F
utures and O

ptions M
arkets, P

rentice H
all, 2001.

T
he first optional text provides an overview

 of financial m
arkets that you m

ight find
helpful. T

he last tw
o optional texts w

ill not be explicitly em
ployed in the course, but

m
ay provide additional insight into som

e of the topics covered. B
oth texts, how

ever,
should be part of any finance interested person's library, although they are not
required for the course.

C
o

u
rse R

ead
in

g
s

T
he course packet contains som

e of the leading articles from
 practitioner and

academ
ic journals discussing the topics covered in class. S

om
e of the articles are

challenging and are geared tow
ard a slightly m

ore advanced level. I w
ill assign

certain portions of these articles that I feel are relevant to the topics discussed in
class, and w

ill not hold you responsible for the m
ost difficult and advanced m

aterial.
In addition, I have included som

e optional readings, w
hich you are not form

ally
responsible for, but w

ill interest the advanced student. I am
 in the process of

com
pleting the reading package – only articles that can be freely accessed and

dow
nloaded through the library w

ill be included.

L
ectu

re S
lid

es an
d

 H
an

d
o

u
ts

Lecture slides w
ill be posted in advance on the class w

eb page. Y
ou w

ill need to
print these out and bring them

 to class w
ith you. T

he lectures slides provide an
outline of the course discussion and som

e details on the topics covered. T
hey are

not a substitute for attending class since the class discussion w
ill add value to the

notes and texts. S
im

ply review
ing the lecture slides and text m

aterial w
ill not be

sufficient to succeed in the course.

P
ractice exam

s w
ill be posted on the class w

eb page. I w
ill also periodically hand

out current new
spaper and m

agazines articles relevant to the course topic.
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C
o

u
rse O

u
tlin

e

T
his is an approxim

ate schedule of topics that w
ill be covered. Y

ou should read the
corresponding m

aterial in the text prior to the lecture. “B
K

M
" refers to the B

odie,
K

ane and M
arcus textbook. U

nless otherw
ise stated, the listed articles are included

in the case packet.

S
ession 1 (T

uesday S
eptem

ber 28)

• 
T

o
p

ics: C
ourse O

utline and Introduction, O
verview

 of F
inancial M

arkets,
R

isk and R
eturn, A

sset P
ricing and the P

resent V
alue F

orm
ula.

• 
R

eq
u

ired
 R

ead
in

g
s: B

K
M

 C
hapters 1-5. G

reenleaf et. al., “U
nderstanding

F
inancial D

ata in the W
all S

treet Journal."

S
ession 2 (T

uesday O
ctober  5)

• 
T

o
p

ics: F
ixed Incom

e
• 

R
eq

u
ired

 R
ead

in
g

s: B
K

M
 C

hapters 14-16.

S
ession  3 (T

uesday O
ctober  12)

• 
P

ro
b

lem
 S

et #1 D
u

e at the beginning of class
• 

T
o

p
ics: F

ixed Incom
e C

ontinued, Introduction to A
sset A

llocation
• 

R
eq

u
ired

 R
ead

in
g

s: B
K

M
 C

hapters 6-7.

S
ession 4 (T

uesday O
ctober  19)

• 
P

ro
b

lem
 S

et #2 D
u

e at the beginning of class
• 

T
o

p
ics: P

ortfolio T
heory and M

ean-V
ariance A

nalysis, A
sset A

llocation
• 

R
eq

u
ired

 R
ead

in
g

s: B
K

M
 C

hapter 8. H
arvard C

ase: “H
arvard M

anagem
ent

C
om

pany." Jorion “P
ortfolio O

ptim
ization in P

ractice" (handout). B
lack and

Litterm
an “G

lobal A
sset A

llocation w
ith E

quities, B
onds, and C

urrencies"
(handout -  this is also required below

).
• 

O
p

tio
n

al R
ead

in
g

s: B
evan and W

inkelm
ann “U

sing the B
lack-Litterm

an
G

lobal A
sset A

llocation M
odel: T

hree Y
ears of P

ractical E
xperience"

S
ession 5 (T

hursday O
ctober  21 –S

P
E

C
IA

L C
LA

S
S

)

• 
T

o
p

ics: T
he C

apital A
sset P

ricing M
odel, M

ultifactor M
odels and the

A
rbitrage P

ricing T
heory (A

P
T

)
• 

R
eq

u
ired

 R
ead

in
g

s: B
K

M
 C

hapter 9 to 11. M
ullins, “D

oes the C
apital A

sset
P

ricing M
odel W

ork?" F
am

a and F
rench, “T

he C
ross-S

ection of E
xpected

S
tock R

eturns" (R
ead the introduction and conclusion).  B

ow
er, et. al., “A

P
rim

er on A
rbitrage P

ricing"
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S
ession 6 (T

uesday O
ctober  26)

• 
P

ro
b

lem
 S

et #3 D
u

e at the beginning of class
• 

T
o

p
ics: A

pplications of A
sset P

ricing M
odels

• 
R

eq
u

ired
 R

ead
in

g
s: B

erry, et. al., “S
orting O

ut R
isks U

sing K
now

n A
P

T
F

actors." B
lack and Litterm

an “G
lobal A

sset A
llocation w

ith E
quities, B

onds,
and C

urrencies" (handout).

M
id

term
: 

H
anded out end of C

lass O
ctober 26

D
u

e F
rid

ay O
cto

b
er 29, 3p

m
, K

aren K
erbs, B

axter 332

S
ession 7 (T

uesday N
ovem

ber 2)

• 
S

trateg
ic C

ap
ital M

an
ag

em
en

t C
ase W

riteu
p

 D
ue

• 
T

o
p

ics: M
arket E

fficiency and A
nom

alies, T
he M

oney M
anagem

ent Industry
and P

erform
ance E

valuation
• 

R
eq

u
ired

 R
ead

in
g

s: B
K

M
, C

hapter 12 &
 24. M

alkiel “E
fficient M

arket
H

ypothesis." T
haler “G

iving M
arkets a H

um
an D

im
ension." Lakonishok et. al.

“T
he S

tructure and P
erform

ance of the M
oney M

anagem
ent Industry."

S
orensen, et. al., “A

llocating B
etw

een A
ctive and P

assive M
anagem

ent."
• 

O
p

tio
n

al R
ead

in
g

s: H
aw

am
ini and K

eim
 “O

n the P
redictability of C

om
m

on
S

tock R
eturns: W

orld-W
ide E

vidence." D
eB

ondt and T
haler “A

nom
alies: A

M
ean-R

everting W
alk D

ow
n W

all S
treet." T

haler “A
nom

alies: T
he January

E
ffect." Lakonishok et. al., “C

ontrarian Investm
ent, E

xtrapolation and R
isk."

G
rinblatt and T

itm
an “P

erform
ance E

valuation," B
arber and Leftw

ich “T
he

E
lusive B

utterfly of S
uperior R

eturns."

S
ession 8 (T

uesday N
ovem

ber 9)

• 
C

ase W
rite-U

p
 fo

r D
F

A
 D

u
e at the end of class

• 
T

o
p

ics: D
F

A
 C

ase, F
orw

ards and F
utures, Introduction to O

ptions
• 

R
eq

u
ired

 R
ead

in
g

s: B
K

M
 C

hapter 20, 22, 23

S
ession 9 (T

uesday N
ovem

ber 16)

• 
P

ro
b

lem
 S

et #4 d
u

e at beginning of class
• 

T
o

p
ics: D

erivative S
ecurity V

aluation
• 

R
eq

u
ired

 R
ead

in
g

s: B
K

M
 C

hapter 21
• 

O
p

tio
n

al R
ead

in
g

s: S
chw

artz “O
ptions and P

ortfolio Insurance"

S
ession 10 (T

uesday N
ovem

ber 30)

• 
P

ro
b

lem
 S

et #5 D
u

e at the beginning of class
• 

T
o

p
ics: International Investm

ent, R
isk M

anagem
ent

• 
R

eq
u

ired
 R

ead
in

g
s: B

K
M

 C
hapters 25. B

ailey and S
tulz “B

enefits of
International D

iversification: T
he C

ase of P
acific B

asin S
tocks"

F
in

al: 
H

anded out end of C
lass N

ovem
ber 30

D
u

e F
rid

ay D
ecem

b
er 10, 3p

m
, K

aren K
erbs, B

axter 332


