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SYLLABUS
COURSE DESCRIPTION
This course has two main goals. The first one focuses on applications of financial theory to investments. Topics include portfolio optimization and asset pricing theories, as well as their applications to problems in contemporary financial practice. The course also explores the application of various financial instruments in Investment management and introduces the basic techniques of portfolio performance evaluation.
The second goal deals with Investments in Emerging Markets (EM), where some of the main characteristics of Emerging Markets will be discussed, both from a theoretical and practitioner point of view. 

GENERAL CONTENT
	

	a. Introduction 

Welch, Ivo, The Top Achievements, Challenges, and Failures of Finance (November 2001). Yale ICF Working Paper No. 00-67. Available at SSRN: http://ssrn.com/abstract=291987 or http://dx.doi.org/10.2139/ssrn.291987

	Rafael La Porta, Florencio Lopez-de-Silanes, and Andrei Shleifer* The Economic Consequences of Legal Origins http://dare.uva.nl/document/130386

	Cao, Melanie, Li, Anlong and Wei, Jason Zhanshun, Weather Derivatives: A New Class of Financial Instruments (April 2003). Available at SSRN: http://ssrn.com/abstract=1016123 or http://dx.doi.org/10.2139/ssrn.1016123

	i. Trading on Securities Markets 

Comerton-Forde, Carole and Rydge, James, A Review of Stock Market Microstructure (April 2004). Available at SSRN: http://dx.doi.org/10.2139/ssrn.710801
Madhavan, Ananth, Market Microstructure: A Survey (March 16, 2000). Available at SSRN: http://ssrn.com/abstract=218180 or http://dx.doi.org/10.2139/ssrn.218180

	ii. Mutual Funds and Institutional Investors 

Leora Klapper, Víctor Sulla and Dimitri Vittas - The Development of Mutual Funds Around the World - http://siteresources.worldbank.org/DEC/Resources/MFNov03.pdf
Hoepner, Andreas G. F., Rammal, Hussain Gulzar and Rezec, Michael, Islamic Mutual Funds’ Financial Performance and International Investment Style: Evidence from 20 Countries (September 17, 2009). European Journal of Finance, Forthcoming. Available at SSRN: http://ssrn.com/abstract=1475037
Ibbotson, Roger G., Chen, Peng and Zhu, Kevin X., The ABCs of Hedge Funds: Alphas, Betas, & Costs (March 30, 2010). Available at SSRN: http://ssrn.com/abstract=1581559 or http://dx.doi.org/10.2139/ssrn.1581559



	b. Portfolio theory 

	i. Return and Risk
Salvador, Enrique and Aragó, Vicent, The Risk-Return Tradeoff in Emerging Markets (March 24, 2011). Available at SSRN: http://ssrn.com/abstract=1794167 or http://dx.doi.org/10.2139/ssrn.1794167

	ii. Risk Aversion and Capital Allocation
Bekkers, Niels, Doeswijk, Ronald Q. and Lam, Trevin W., Strategic Asset Allocation: Determining the Optimal Portfolio with Ten Asset Classes (October 2009). Available at SSRN: http://ssrn.com/abstract=1368689 
Barone-Adesi, Giovanni, Mancini, Loriano and Shefrin, Hersh M., A Tale of Two Investors: Estimating Risk Aversion, Optimism, and Overconfidence (June 12, 2012). Swiss Finance Institute Research Paper No. 12-21. Available at SSRN: http://ssrn.com/abstract=2060983 or http://dx.doi.org/10.2139/ssrn.2060983

	iii. Optimal Risky Portfolios 

Lintner, 1965 - http://finance.martinsewell.com/capm/Lintner1965a.pdf
Vincent, Scott, Is Portfolio Theory Harming Your Portfolio? (April 29, 2011). Available at SSRN: http://ssrn.com/abstract=1840734
Cassar, Gavin and Gerakos, Joseph J., How do Hedge Funds Manage Portfolio Risk? (March 2011). Available at SSRN: http://ssrn.com/abstract=1722250 or http://dx.doi.org/10.2139/ssrn.1722250
Hoffmann, Arvid O. I., Shefrin, Hersh M. and Pennings, Joost M. E., Behavioral Portfolio Analysis of Individual Investors (June 24, 2010). Available at SSRN: http://ssrn.com/abstract=1629786 or http://dx.doi.org/10.2139/ssrn.1629786

	c. Equilibrium in capital markets 

	i. The Capital Asset Pricing Model
Sharpe,1964 1964 http://efinance.org.cn/cn/fm/Capital%20Asset%20Prices%20A%20Theory%20of%20Market%20Equilibrium%20under%20Conditions%20of%20Risk.pdf 

Fama, Eugene F. and French, Kenneth R., The Capital Asset Pricing Model: Theory and Evidence (August 2003). CRSP Working Paper No. 550; Tuck Business School Working Paper No. 03-26. Available at SSRN: http://ssrn.com/abstract=440920 or http://dx.doi.org/10.2139/ssrn.440920
Yoshino, Joe Akira and Santos, Edson Bastos e, Is CAPM Dead or Alive in the Brazilian Equity Market? (September 11, 2009). Review of Applied Economics, Vol. 5, Nos. 1 & 2, p. 127, 2009. Available at SSRN: http://ssrn.com/abstract=1675276

	ii. Arbitrage Pricing Theory  and Multifactor Models
Richard Roll and Stephen A. Ross  - An Empirical Investigation of the Arbitrage Pricing Theory http://83.143.248.39/faculty/nulku/ECO404%20Financial%20Economics/Readings/Topics/APT/JoFRollandRoss.pdf
Elton, Edwin J., Gruber, Martin J. and Blake, Christopher R., Fundamental Variables, Apt, and Bond Fund Performance (March 1995). NYU Working Paper No. FIN-94-028. Available at SSRN: http://ssrn.com/abstract=1299451

	Bello, Zakri Y., A Statistical Comparison of the CAPM to the Fama-French Three Factor Model and the Carhart's Model (July 8, 2008). Global Journal of Finance and Banking Issues, Vol. 2, No. 2, 2008. Available at SSRN: http://ssrn.com/abstract=1536149

iii. Market Efficiency 
Eugene F. Fama Market efficiency, long-term returns, and behavioral finance - http://www.eco.sdu.edu.cn/jrtzx../uploadfile/pdf/empiricalfinance/59.pdf
Fan, Steve Z., Equity Anomalies Around the World (November 29, 2011). Available at SSRN: http://ssrn.com/abstract=2004600 or http://dx.doi.org/10.2139/ssrn.2004600
Stout, Lynn A., The Mechanisms of Market Inefficiency: An Introduction to the New Finance (December 1, 2003). UCLA School of Law, Law & Econ. Research Paper No. 03-23. Available at SSRN: http://ssrn.com/abstract=470161 or http://dx.doi.org/10.2139/ssrn.470161

	iv. Behavioral Finance and Technical Analysis 

Shiller, Robert J., From Efficient Market Theory to Behavioral Finance (October 2002). Cowles Foundation Discussion Paper No. 1385. Available at SSRN: http://ssrn.com/abstract=349660

Neely, Christopher J. and Weller, Paul A., Technical Analysis in the Foreign Exchange Market (July 24, 2011). Federal Reserve Bank of St. Louis Working Paper No. 2011-001B. Available at SSRN: http://ssrn.com/abstract=1734836 or http://dx.doi.org/10.2139/ssrn.1734836

	v. Empirical Evidence on Security Returns 

BG Malkiel - Idiosyncratic risk and security returns http://scholar.googleusercontent.com/scholar?q=cache:9GeGZtLL9kEJ:scholar.google.com/+security+return+determinant&hl=pt-BR&as_sdt=0
Estrada, Javier and Serra, Ana Paula Sousa Freitas Madureira, Risk and Return in Emerging Markets: Family Matters. Journal of Multinational Financial Management, Vol. 15, pp. 257-272, 2005; EFMA 2004 Basel Meetings Paper. Available at SSRN: http://ssrn.com/abstract=442760 or http://dx.doi.org/10.2139/ssrn.442760

	d. Fixed-income securities 

	Amel-Zadeh, Amir and Meeks, G., Bank Failure, Mark-to-Market and the Financial Crisis (November 1, 2011). Available at SSRN: http://ssrn.com/abstract=1494452 or http://dx.doi.org/10.2139/ssrn.1494452

	Lhabitant, Francois, Gibson , Rajna and Talay, Denis, Modeling the Term Structure of Interest Rates: A Review of the Literature (June 2001). Available at SSRN: http://ssrn.com/abstract=275076 or http://dx.doi.org/10.2139/ssrn.275076 

	Boyd, Naomi E. and Mercer, Jeffrey M., Gains from Active Bond Portfolio Management Strategies (February 13, 2010). Journal of Fixed Income, Vol. 19, No. 4, 2010. Available at SSRN: http://ssrn.com/abstract=1676371

	e. Equities 

Chen, An-Sing, Daouk, Hazem and Leung, Mark T., Application of Neural Networks to an Emerging Financial Market: Forecasting and Trading the Taiwan Stock Index (July 2001). Available at SSRN: http://ssrn.com/abstract=237038 or http://dx.doi.org/10.2139/ssrn.237038

	Fama, Eugene F., Fisher, Lawrence, Jensen, Michael C. and Roll, Richard W., The Adjustment of Stock Prices to New Information (February 15, 1969). International Economic Review, Vol. 10, February 1969; STRATEGIC ISSUES IN FINANCE, Keith Wand, ed., Butterworth Heinemann, 1993; INVESTMENT MANAGEMENT: SOME READINGS, J. Lorie, R. Brealey, eds., Praeger Publishers, 1972. Available at SSRN: http://ssrn.com/abstract=321524 or http://dx.doi.org/10.2139/ssrn.321524

	Black, Bernard S., Jang, Hasung and Kim, Woochan, Does Corporate Governance Predict Firms' Market Values? Evidence from Korea (2006). post-publication version, published in Journal of Law, Economics, and Organization, Vol. 22, No. 2, Fall 2006; ECGI - Finance Working Paper No. 86/2005; KDI School of Pub Policy & Management Paper No. 02-04; McCombs Research Paper Series No. 02-05; Stanford Law and Economics Olin Working Paper No. 237; U of Texas law, Law and Econ Research Paper No. 26. Available at SSRN: http://ssrn.com/abstract=311275

	f. Derivative assets 

	

	Haug, E. G. & Taleb, N. N. – Why we never used the Black-Scholes-Merton Option Pricing Formula – 2008 -  http://www.maths- fi.com/article_Why_we_have_never_used_the_Black_Scholes_Merton_Option_Pricing_Formula_Haug_Taleb_nov_2007.pdf
Black, F. & Scholes, M. – The pricing of options and corporate liabilities – The Jornal of Political Economy, Vol 81 – may jun 1973
Arnold, Tom M. and Crack, Timothy Falcon, Option Pricing in the Real World: A Generalized Binomial Model with Applications to Real Options (August 2000). Available at SSRN: http://ssrn.com/abstract=240554 or http://dx.doi.org/10.2139/ssrn.240554

	Kaur, Gurbandini and Rao, D. N., Do the Spot Prices Influence the Pricing of Future Contracts? An Empirical Study of Price Volatility of Future Contracts of Select Agricultural Commodities Traded on NCDEX (India) (September 7, 2009). Available at SSRN: http://ssrn.com/abstract=1469700 or http://dx.doi.org/10.2139/ssrn.1469700
Ventura, A. & Garcia, M. – Mercados future e à vista de câmbio no Brasil: o rabo balança o cachorro – 2008 – PUC RJ - http://www.econ.puc-rio.br/pdf/td563.pdf
Sasaki, H. H.; Chela, J. L. & Kimura, H. – Metodologia para precificação de Credit Default Swaps – Revista de Economia Mackenzie – V. 7 (2009) - http://www3.mackenzie.com.br/editora/index.php/rem/article/view/1430/2452

	g. Portfolio management 

	Leusin, L. M. C. & Brito, R. D. – Market timing e avaliaçào de desempenho dos fundos brasileiros – RAE vol 48 n2 jun 2008 - http://www.scielo.br/scielo.php?pid=S0034-75902008000200003&script=sci_arttext
Walter, Ingo and Sisli Ciamarra, Elif, Asset Management Industry in Asia: Dynamics of Growth, Structure and Performance (September 7, 2006). Available at SSRN: http://ssrn.com/abstract=929162 or http://dx.doi.org/10.2139/ssrn.929162

	Anand, S. and Murugaiah, V., Analysis of Components of Investment Performance - An Empirical Study of Mutual Funds in India (December 18, 2006). 10th Indian Institute of Capital Markets Conference. Available at SSRN: http://ssrn.com/abstract=961999 or http://dx.doi.org/10.2139/ssrn.961999


h. Thinking out of the box
Colander, David, Föllmer, Hans, Haas, Armin, Goldberg, Michael D., Juselius, Katarina, Kirman, Alan, Lux, Thomas and Sloth, Birgitte, The Financial Crisis and the Systemic Failure of Academic Economics (March 9, 2009). Univ. of Copenhagen Dept. of Economics Discussion Paper No. 09-03. Available at SSRN: http://ssrn.com/abstract=1355882 or http://dx.doi.org/10.2139/ssrn.1355882
AGENDA

[image: image1.emf]BKM Problems CFA Problems

1 09/agoInvestment Environment 11 to 5

2 16/agoFinancial Markets / Trading on Security Mkts 2,33: 6, 9, 11 2: All 3: all

3 23/agoMutual Funds and Institutional Investors 4, 244: 4, 8, 13, 21 4: All 24: 12, 14

4 30/agoReturn and Risk / Risk Aversion 5,64, 8, 13, 21

5 06/setOptimal Risky Portfolios 7

6 13/setIndex Models and CAPM 8, 9

7 20/setAPT and Multifactor models 10

8 27/setMarket Efficiency 11

9 04/outBehavioral Finance and TA / Empirical Evidence 12,13

11/outNo class

10 18/outBond Prices and Yields / Term Structure 14, 15, 16

11 25/outEquities 17, 18, 19

12 01/novOptions 20, 21

13 08/novFutures and Swaps 22, 23

15/novNo class

14 22/novThinking out of the box

15 29/novFinal Exam


Chap 4 to 24 exercices will be assign later
GRADING
Paper………................................................................. 30%
Homework, quizzes, presentations……………........... 30% 

Final Exam.................................................................... 40%
INSTRUCTIONAL METHODS

Classes will be divided in two parts: in the first 30/40 minutes  we will discuss Financial Theory and Investments, following the BKM text book and some assigned papers. The next 2 hours will be dedicated to discuss Investments papers, some of than in Emerging Markets. The second part will be conducted by the students. Each week three students will present papers following the syllabi. It's mandatory to send to the audience power point presentation at least 24 hours before the class.  

HOMEWORK ASSIGNMENTS

There will be homework every week. Beyond the presentations, there will be exercises from BKM. Homework should be completed in groups of 2 students with the names of the students clearly visible at the front page. The work must be distributed to all the audience in a PDF file at least 24 hours before the class and send to the email mfc@fgv.br . This means 4:00 PM of the prior day.  Finally, under no circumstances I will accept late homework. Also the students will develop, during the semester, a short paper with a literature review.
TEXTBOOK
Required:  BKM - Bodie, Z. ; Kane, A. ; Marcus, A.J. – Investments – 8th  ed. – 2009 - McGraw Hill (you can use also the 8th  Portuguese edition or the English 9th ed)
1. Marr, J. & Reynard, C. - Investing in Emerging Markets: The BRIC Economies and Beyond - Wiley & Sons - 2010

2. Kanuk, A. R. - Capital Markets of India - Wiley& Sons - 2007

3. Linn, D. J. - Emerging Market Real Estate Investment: Investing in China, India and Brazil - Frank Fabozzi Series - 2010

4. Chinese Stock Market Indices - Books LLC - 2010

5. Gupta, A. K. & Wang, H. - Getting China and India Right - Jossey Bass - 2009

WEB SITES

http://www.fool.com/investing/international/2010/09/16/the-wrong-way-to-invest-in-emerging-markets.aspx

http://www.forbes.com/forbes/2010/1206/investment-guide-emerging-markets-bonds-global-attraction.html

http://devdata.worldbank.org/DataVisualizer/

http://chartporn.org/category/emerging-markets/

http://online.wsj.com/article/SB10001424052748704764404575286060469264510.html

http://www.forbes.com/2010/04/20/oil-energy-minerals-business-global-2000-10-china-investment-tracker.html

http://www.guardian.co.uk/business/interactive/2010/apr/28/europe-economy-dominoes-greece-eu

http://media.ft.com/cms/e4510c8a-41a2-11df-865a-00144feabdc0.swf

http://www.som.yale.edu/Faculty/zc25/EmergingMarkets/syllabus647-Fall2003.html

