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The course covers the classical asset pricing theory and its application. The theories
include modern portfolio theory, capital asset pricing model (CAPM),
consumption-based capital asset pricing model (CCAPM) and arbitrage pricing theory
(APT). To link the theory to the practice, the second part of the course contrasts the
efficient market hypothesis with the “anomalies” observed in the time-series and
cross-section of asset returns and relates these “anomalies” to potential investment
strategies.
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The objective of the course is to review and expand the student’s understanding of the
key ideas behind modern asset pricing by proving the theories mathematically, and
understand its application in the practice by examining the time-series and
cross-sectional patterns of stock returns. To succeed in this course, students must have
both good economic intuition and quantitative skills.
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Date Topic Note

Theory

Sep. 10 | Introduction (Optimization and Dynamic Programming)

Sep. 17 | Modern Portfolio Theory (Mean-Variance)

Sep. 24 | Capital Asset Pricing Model (CAPM) Assignment #1

Oct. 1 National Day Break

Oct. 8 Consumption Capital Asset Pricing Model (CCAPM)

Oct. 15 | Arbitrage Pricing Theory (APT) Assignment #2

Application

Oct. 22 | Efficient Market Hypothesis

Oct. 29 | Return Dynamics: Mean-Reversion & Autocorrelation

Nov. 5 Return Dynamics: Information Variables

Nov. 12 | Return Dynamics: Cross-Section Averages Assignment #3

Nov. 19 | Exam
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PPT slides

L. #M
Jean-Pierre Danthine and John Donaldson, Intermediate Financial Theory, 2nd
edition, Elsevier, NY

Readings available from the course web site.
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Stephen F. LeRoy and Jan Werner, Principles of Financial Economics, Cambridge
University Press, 2001

Thomas Copeland, Fred Weston, and Kuldeep Shastri, Financial Theory and
Corporate Policy, 4™ edition




Jus FEAHBIAMEL W1 CD. SRaEAE

o URRESE S) EOR KR A A S
DRI AL B 152 40p A S

Tty ARG I CREPEAN UL PPAL 22 A2 2 SRR IR 7))
WE R 30%
ARZE R () 70%



