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The course information as follows may be subject to change, either during the session because of unforeseen
circumstances, or following review of the course at the end of the session. Queries about the course should be
directed to the course instructor.
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Pre-requisites or  Other| ZM£ % Macroeconomics: FIN204
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This course aims to provide students with an in-depth study of the fundamental concepts of investment and portfolio
analysis. In particular, we will discuss portfolio theory and practice, asset pricing models, the notion of market efficiency
and portfolio management.
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The course has a “Trading Game” for the students to learn hands-on skills in investment. Also, the students are required
to submit book reports. These arrangements will give the students a flavor of investment practice in industry.
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Course Contents (in Parts/Chapters/Sections/Weeks. Please notify name of instructor for course section(s), if
this is a team teaching or module course.)
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Lecture1 Course introduction, Syllabus review, The Investment Environment and Financial Markets in US(3
hours)

This lecture will provide students an overview of the organization of security markets as well as the various players that
participate in those markets. Together, these introductions should give students a feel for who the major participants are
in which they act.
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Lecture2 Trading Securities (3 hours)

This lecture will provide students with a broad introduction to the mechanics of trading securities and the structure of the
markets in which securities trade. We then examine the functions of mutual funds, their investment styles and policies,
and the costs of investing in these funds.
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Lecture3: Two determinants of Investment Decisions: Return and Risk(3 hours)

In this lecture, we will present the essential tools for estimating expected returns and risk from the historical record and
consider implications for future investments. The students will learn the determinants of the level of interest rates and
how to comparing rates of return for different holding periods.
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Lecture4 Portfolio Mathematics and Capital Allocation(3 hours)

This lecture will introduce the process of constructing an overall portfolio. Firstly, we will introduce risk assets and risk-
free assets from the risk, then analyze the formation process of asset allocation lines, and finally combine them to form
the optimal asset allocation.
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Lecture5 Portfolio Analyses and the Markowitz Portfolio Selection Model(3 hours)

In this lecture, we will examine the process of efficient diversification from the ground up, starting with an investment
menu of only two risky assets, then adding the risk-free asset, and finally, incorporating the entire universe of available
risky securities. Through the study of this lecture, students should not only know the portfolio theory, but also be able to
carry out related calculations.
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Lecture6 Index Models (3 hours)

This lecture will introduce index models that simplify estimation of the covariance matrix and greatly enhance the
analysis of security risk premiums. We will describe a single-factor security market and show how it can justify a single-
index model of security returns, then reviewing the statistical properties of these estimates and show how they relate to
the practical issues facing portfolio managers.
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Lecture7 The Capital Asset Pricing Model(3 hours)

This lecture will introduce the capital asset pricing model. First, it provides a benchmark rate of return for evaluating
possible investments. Second, the model helps us to make an educated guess as to the expected return on assets that
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have not yet been traded in the marketplace.
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Lecture8 APT and Multifactor Models(3 hours)

In this lecture, we will show how the no-arbitrage conditions together with the factor models allow us to generalize the
security market line of the CAPM to gain richer insight into the risk—return relationship. In a single-factor market where
there are no extra-market risk factors, the APT leads to a mean return—beta equation identical to that of the CAPM.
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Lecture9 Portfolio Performance Evaluation(3 hours)

This lecture will introduce the measurement of portfolio returns especially the conventional approaches to risk
adjustment. We identify the problems with these approaches when applied in various real-life situations.
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Lecture10 The EMH and Behavioral Finance(3 hours)

This lecture will show how competition among analysts leads naturally to market efficiency, and examine the implications
of the efficient market hypothesis for investment policy. The efficient market hypothesis makes implies that security
prices properly reflect whatever information is available to investors. On the contrary, behavioral finance starts with the
assumption that investors are not rational. We will examine some of the information processing and behavioral
irrationalities uncovered by psychologists in other contexts and show how these tendencies applied to financial markets
might result in some of the anomalies.

Ft—vF BRBRIES (320D

PR BEIF R AR, 555758 U (5 A 572 LA R A3 55 A 6 [0 i I M) 26 AR AR R AIE - S 4133 249 XU ) £ 57 1 #6152
Wi, P (5T I3 O UL 2 6

Lecture11 Fixed-Income Securities(3 hours)

This lecture will give an overview of the universe of bond markets, including Treasury, corporate, and international
bonds. Then we will show how bond prices are set in accordance with market interest rates and why bond prices change
with those rates. Finally, we consider the impact of default or credit risk on bond pricing and look at the determinants of
credit risk and the default premium built into bond yields.
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Lecture12 The Term Structure of Interest Rates(3 hours)

This lecture attempt to identify the factors that account for that pattern and determine what information may be derived
from an analysis of the so-called term structure of interest rates, the structure of interest rates for discounting cash flows
of different maturities. We will show how the prices of Treasury bonds may be derived from prices and yields of stripped
zero-coupon Treasury securities and how traders can use the term structure to compute forward rates.
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Lecture13 Managing Fixed-Income Portfolios(3 hours)

This lecture will exam the broad range of applications of the duration measure, we consider refinements in the way that
interest rate sensitivity is measured, focusing on the concept of bond convexity. We will have a discussion in the active
fixed-income strategies and show duration is important in formulating active investment strategies.
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Lecture14 Options Markets and Valuation(3 hours)

This lecture will have an introduction to options markets which explains how puts and calls work and examines their
investment characteristics. We will present some quantitative models, starting with a simple “two-state” option-valuation
model, and then showing how this approach can be generalized into a useful and accurate pricing tool. We will then
introduce the students with the famous Black-Scholes model and some of the more important applications of option-
pricing theory in portfolio management and control.
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Lecture15 Future Markets(3 hours)

This lecture will describe the workings of futures markets and the mechanics of trading in these markets. We will
demonstrate how futures contracts are useful investment vehicles for both hedgers and speculators and how the futures
price relates to the spot price of an asset. We will also show how futures can be used in several risk-management
applications.
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#H R E S %% E Textbook and Supplementary Readings

Bodie, Kane and Marcus (BKM), 2013, Investments, 10th Edition, Mc-Graw Hill Education. (Required)

Maginn et al., CFA, Managing Investment Portfolios: A Dynamic Process, 3rd Edition, Wiley: A classic as well as a must
for CFA. You need to write a report after reading it. (more details later)

Copeland, Weston, and Shastri, Financial Theory and Corporate Policy, 4th Edition, Pearson: A bit more advanced than
the textbook.
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This Course has been approved by the following person or committee of authority




