FINANCIAL MARKETS II (ASSET PRICING) – MIDTERM 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-five problems worth 40 points in total. The problems will reflect the nature of homework assignments. In addition, one or more questions will be related to the paper  “The conditional CAPM does not explain asset-pricing anomalies” by Lewellen & Nagel 2006, Journal of Financial Economics 82, 289-314 (available on my web site). The midterm is a close book exam. During the exam you can use the following:
· a copy of the Lewellen & Nagel (2006) 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)
TEXT
Černý, A., 2003, Mathematical Techniques in Finance: Tools for Incomplete Markets, Princeton University Press, Princeton, NJ. (Černý)

Cuthbertson, K. and D. Nitzsche , 2004, Quantitative Financial Economics: Stocks, Bonds & Foreign Exchange, 2nd edition, John Wiley & Sons, Ltd., West Sussex, England. (CN)
Hull, J.C., 2002, Options, Futures, and Other Derivatives, Prentice Hall, Upper Saddle River, NJ, 5th edition. (Hull)
Penati, A. and G. Pennacchi, Notes on Asset Pricing, available in electronic form  at http://home.cerge-ei.cz/petrz/fm/notes.html. (PP)
COURSE OUTLINE
(* denotes mandatory texts)
Lectures 1-5: Finance Foundations Overview
Choice Under Uncertainty 

* PP 1
Risk Aversion and Risk Premia 

* PP 2 
Risk Aversion and Portfolio Choice
* PP 3
Mean Variance Analysis
* PP 4,5
Anderson, R. and J-P. Danthine, 1981, “Cross Hedging,” Journal of Political Economy

89, 1182-1196.

Lecture 6-9: The Capital Asset Pricing Model (CAPM) & Extensions

CAPM

* PP 6
Multi-Factor Pricing Models
* Fama, E.F. and  K.R. French, 1992, “The cross section of expected stock returns,”  The Journal of Finance 47, 427-465.

* Fama, E.F. and  K.R. French, 1993, “Common risk factors in the returns on stocks and bonds,” Journal of Financial Economics 33, 3-56.
* CN, Ch. 8.

Lectures 10-12: Arbitrage Pricing Theory 

The Simplest Model of Financial Markets
* Černý, Ch. 1
Arbitrage and Pricing in the One-Period Model
* Černý, Ch.2

Lectures 12-13: Option Pricing – Introduction
Properties of Stock Options
* PP 9
Hull, Ch. 8
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