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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.

1. FELZFK Course Title &RZ 572 Financial Economics
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2. 4%~ % Department of Mathematics

Originating Department
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Course Code
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(For team teaching, please list
all instructors)
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Pre-reqqlsnes _or Other Probability and Statistics or Mathematical Statistics
Academic Requirements
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Under a simplified static market model, the students should learn to understand the basic economic problems arising
from the financial area, grasp the theoretical framework of the analysis for these problems, basic concept, general
principles and theoretical models based on the related principle to solve problems.
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Students are expected to understand not only the financial theories but also their mathematical proofs.
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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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Part |. Arrow-Debreu economics

Securities market, basic economic model, market equilibrium, Pareto optimality.
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Part Il. Arbitrage and asset pricing

Arbitrage, no arbitrage principle, asset pricing theory, risk neutral pricing formula, option pricing.
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Part Ill. Risk aversion and expected utility function

Risk aversion, expected utility function, measurement and comparison of risk aversion.
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Part IV. Portfolio selection and capital allocation

Portfolio selection problem and the existence of its solution, the property of optimal investment portfolio, stochastic
dominance, equilibrium in a complete market, allocation of risks, the consumption capital asset pricing model, risk
premium, equilibrium allocation in incomplete markets.
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Part V. Investment portfolio selection under mean-variance preference and capital assets pricing model

Mean-variance preference, mean variance frontier, minimum variance portfolio, the application of mean-variance
preference in asset pricing, capital assets pricing model.
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Part VI. Arbitrage pricing theory

Risk factor model, arbitrage pricing theory, limits to arbitrage.
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2 H# Textbook:
ERbZ G, FILE, H E RO ki, 2006.
Principles of Financial Economics (Second edition). S. LeRoy and J. Werner, Cambridge University Press, 2014.

Intermediate Financial Theory (Third Edition), Jean-Pierre Danthine and John B. Donaldson, Academic Press, 2014.
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