FINANCIAL MARKETS II (ASSET PRICING) –FINAL OUTLINE
Petr Zemčík, Office: 302, Office hours: just drop by
Phone: (+420) 224 005 154, E-mail: petr.zemcik@cerge-ei.cz
Web page: http://home.cerge-ei.cz/petrz
DESCRIPTION
There will be four problems worth 40 points in total. The problems will reflect the nature of homework assignments. In addition, one question will be related to the paper  Barberis, N. and Richard Thaler, 2002, “A Survey of behavioral Finance,” NBER Working Paper No. 9222 (available on my web site). The midterm is a close book exam. During the exam you can use the following:
· a copy of the Barberis & Thaler 2002 paper (no handwritten notes)

· a sheet of A4 paper with one-side for your notes

· a calculator

· a copy of statistical tables with normal distribution  (no handwritten notes)

STRUCTURE

Problem 1 – option pricing introduction or option pricing continuous time or option pricing term structure

Problem 2 - Consumption Based Capital Asset Pricing Model (CCAPM)
Problem 3 – strategic asset allocation or housing in asset pricing models or asset price bubbles

Problem 4 – behavioral finance reflecting the Barberis & Thaler 2002 paper
REQUIRED TEXT
Penati, A. and G. Pennacchi, Notes on Asset Pricing, available in electronic form  at http://home.cerge-ei.cz/petrz/fm/notes.html. (PP)
RECOMMENDED TEXTS

Campbell, J.Y. and L.M. Viceira, 2002, Strategic Asset Allocation: Portfolio Choice for Long-Term Investors, Oxford University Press. (CV)

Hull, J.C., 2002, Options, Futures, and Other Derivatives, Prentice Hall, Upper Saddle River, NJ, 5th edition. (Hull)

Romer, D., 2001, Advanced Macroeconomics, McGraw-Hill, 2001, 2nd edition. (Romer)

COURSE OUTLINE
(* denotes mandatory texts)
Option Pricing – Introduction

The Cox-Rubenstein Option Pricing Model

* PP 10
HL 8 (pp. 248-254)

Option Pricing Using the Binomial Model

* PP 11

Hull, Ch. 10

Option Pricing in Continuous Time
The Essentials of Diffusion Processes and Ito's Lemma
* PP 12

Hull, Ch. 11

Option Pricing in Continuous-Time and the Black-Scholes Equation
* PP 13
Hull, Ch. 12

Term Structure of Interest Rates

*PP 14
Hull, Ch. 23
Consumption Based Capital Asset Pricing Model (CCAPM)

Consumption and Asset Returns

*  Mehra, R. and E. C. Prescott,  1985, “The Equity Premium: A Puzzle,”  Journal of Monetary Economics 15 (2), 145-162.
* Burnside, C., 1994, “Hansen-Jagannathan Bounds as Classical Tests of Asset Pricing Models,”Journal of Business & Economic Statistics 12, 57-79.
Solving the CCAPM
* Zemčík, P., 2001, “Mean Reversion in Asset Returns and Time Non-Separable Preferences,” International Review of Economics and Finance 10,  223-245.
Estimation of the CCAPM

* Hansen, L. P. and K. J. Singleton, 1982, “Generalized Instrumental Variables Estimation of Non-linear Rational Expectations Models,” Econometrica 50 (5), 1269-1286.

Strategic Asset Allocation

Human Wealth and Financial Wealth

*CV, Ch. 6

Investing over the Life-Cycle

*CV, Ch. 7

Housing in Asset Pricing Models

* Flavin, M. and S. Nakagawa (2004), “A Model of Housing in the Presence of Adjustment Costs: A Structural Interpretation of Habit Persistence,” NBER Working

Paper 10458.
Asset Price Bubbles

*  PP 23

* Zemčík, P., and V. Mikhed, 2007, “Testing for Bubbles in  Housing Markets: A Panel Data Approach,”  forthcoming at The Journal of Real Estate Finance and Economics, (available at http://www.springerlink.com/content/u514743kg0114584/)

Romer Ch. 7
Behavioral Finance

* Barberis, N. and Richard Thaler, 2002, “A Survey of behavioral Finance,” NBER Working Paper No. 9222
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