Investment Theory  

Department of Banking & Finance, TKU.

Lecturer : Ralph Y.C. Lu.  2006/09-2007/02.

TextBooks：
1. Lecture Notes 2006 by Ralph Y.C. Lu.

2. Modern Portfolio Theory and Investment Analysis, 2003 6th ed., by E.J.Elton, M.J.Gruber., S.J. Brown and S.J. Goetzmann, John Wiley and Sons.（茂昌）→ EGBG

3. Investments, 2001 5th ed., by Z. Bodie, A. Kane, and A. Marcus, McGraw-Hill.（新陸）→ BKM
References Books： 

4. Asset Pricing, 2001, by John H. Cocchrane, Princeton University Press.
5. Behavioral Finance, 2001, by J. Goldberg and R.V.Nitzsch, Wiley. → GN

6. The Econometrics of Financial Markets, 1997, by J.Y. Campbell, A.W.Lo, and A.C. MacKinlay, Princeton University Press, N.J.(新月) →CLM

7. Morden Investment Theory, 2004 5th ed., R.A.Haugen, Prentice Hall.(華泰)→HG

8. 投資分析 + MatLab , 1999 1st ed. , 財務金融研究中心, 全華圖書. → FRC
9. The New Finance, 2nd ed., 2001, R.A. Haugen, Prentice Hall (財金分館) →NF
10. The New Finance : The Case against Efficient Markets（新財務：打破效率市場迷思）, 2001 2nd ed., R.A. Haugen（郭敏華譯）, Prentice Hall（智勝）(財金分館) →NF
11. Investment Analysis – Portfolio Management [CFA(I, II)], 2003, 7th ed., by Reiley and Brown , Dryden. (雙葉) → RB
Grading Policy： Homework 30%, MidTerm: 30％, Term Project : 40%. 
Units :
1. Allocating Investment Capital 

Introduction

Determine the investor’s risk tolerance                 

Allocating capital between risky and risk-free assets    

Allocating capital among risky assets

    A Note on diversification 

Conclusions                                                         

2. The Capital Asset Pricing Model

Introduction                           

Assumptions                       

The Market Portfolio                                  

The capital market line

The security  market line

Conclusions                                               

3. Using the Capital Asset Pricing Model

 The Markowitz model and active portfolio management
 Estimating Beta

 Using the single-index model and the CAPM in the passive portfolio problem

 The Black and Litterman Method – Global asset allocation                 
Conclusions

4. Testing the CAPM

   Introduction

   The early evidence on the CAPM

   Some evidence against the CAPM

   The Roll Critique

   Stronger evidence against the CAPM – Fama & French1992

   Implications for portfolio risk and return
   Implications for rational asset pricing models

Conclusions

 5. Multi-factor models and APT

   Introduction

   A simple example

   Graphical interpretation of the APT equations

   Solving the model

   Testing the APT

   Using the APT for asset allocation decisions

   Conclusions

6.Active and Passive portfolio management

   Introduction

   Index management

   Tilting or market timing

   Stock Selection

   Conclusions

7. Measuring managed fund performance

Introduction

How well do active managers perform ?

Performance measurement pitfalls

CAPM based measures

Market timing

Using the measures with the APT

Characteristic-based measures

   Conclusions

8. Market Inefficiency and Behavioral Finance

( Factor Models – Fama & French 1993, 1996

( Momentum - Chan, Jegadeesh and Lakonishok 1999

( Momentum Life Cycle Model – Lee and Swaminathan 2000

( Factor or Characteristic Models – Daniel and Titman 1997

( Probability of Informed Trading - 

9. Other Topics

Bond market and Bond portfolio management (Futures and Options Markets)        

Futures and options (Futures and Options Markets)
Structured Products                   

Syllabus :
	Week
	Date
	Unit
	Points to be covered
	Lecture Material
	Reference
	Presentation

	1
	9/15
	Ⅰ
	Syllabus

Textbooks Introduction
	Syllabus
	EGBG Ch1-Ch3
	決定分組



	2
	9/22
	Ⅰ
	Introduction

Allocating Investment Capital
	Lecture 1
	EGBG Ch4-Ch6
	

	3
	9/29
	Ⅰ
	Foundations of Asset Pricing

The Capital Asset Pricing Model  
	Lecture 1-2
	EGBG Ch7
	

	4
	10/6
	II
	Using the Capital Asset Pricing Model (1)
	Lecture 2-3
	EGBG Ch8
	

	5
	10/13
	II
	Using the Capital Asset Pricing Model (2)
	Lecture 3
	EGBG Ch13
	

	6
	10/20
	III
	Testing the CAPM
	Lecture 4
	EGBG Ch15
	

	7
	10/27
	III
	Fama & Macbeth 1973
	Paper
	EGBG Ch16
	

	8
	11/3
	IV
	Multi-factor models and APT
	Lecture 5

	BKM Ch10
	

	9
	11/10
	IV
	Fama & French 1992
	Paper
	BKM Ch10
	

	10
	11/17
	IV
	Mid-Term Exam/Report 
	Presentation by Students
	Papers


	(1)-(5)

	11
	11/24
	IV
	Active and Passive portfolio management
	Lecture 6
	EGBG  Ch24-25
	

	12
	12/1
	ⅢV
	Momentum and Contrarian
	Jegadeesh 1993
	EGBG Ch26
	

	13
	12/8
	ⅢV
	Factor Models :

Factor or Characteristic Model
	Papers
	Papers
	

	14
	12/15
	V
	Momentum Life Cycle Model
	Papers
	Papers
	

	15
	12/22
	V
	Probability of Informed Trading
	Papers
	Papers
	

	16
	12/29
	V
	Special Topics
	Papers
	Papers
	

	17
	1/5
	V
	Term Project (1)
Other Topics
	Presentation by Students
	Papers
	(1)-(3)

	18
	1/12
	Ⅴ
	Term Project (2)
Other Topics
	Presentation by Students
	Papers
	(4)-(5)


Papers : 

· Fama, E.F., and J.D. Macbeth （1973）, “Risk, Return and Equilibrium : Empirical Test,” The Journal of Political Economy, 26(5), pp.627-636.

· Fama, E.F.（1991）, “Efficient Capital Market II,” The Journal of Finance, 26(5), pp.1575-1617. 

· Daniel, K., and S. Titman（1997）, “Evidence on the Characteristics of Cross Sectional Variation in Stock Returns,” The Journal of Finance, 52, pp.1-33.

· Daniel, K., and S. Titman（1998）, “Explaining the Cross Section of Returns in Japan : Factors or Characteristics ?” Working Paper, Kellogg Gradurate School of Management, Northwesterrn University.

· Fama, E.F., and K.R. French（1992）, “The Cross-Section of Expected Returns,” The Journal of Finance, 47, pp.427-465.

· Fama, E.F., and K.R. French（1993）, “Common Risk Factors in the Returns on Bonds and Stocks,” The Journal of Financial Economics, 33, pp.3-56.

· Fama, E.F., and K.R. French（1995）, “Size and Book-to-Market Factors in Earnings and Returns,” The Journal of Finance, 50, pp.131-155.
· Roll, Richard. Ross, Stephen A.（1995）, The arbitrage pricing theory approach to strategic portfolio planning, Financial Analysts Journal, 51(1),pp. 122-131. 

· Fama, E.F., and K.R. French（1996）, “Multifactor Explanations of Asset Pricing Anomalies,” The Journal of Finance, 51, pp.131-156.

· Lee, Charles M.C., and B. Swaminathan（2000）, “Price Momentum and Trading Volume,” The Journal of Finance, 55. 

· Easley, David, Soeren Hvidkjaer, and Maureen O’Hara（2002）, “Is Information Risk a Determinant of Asset Returns?  ” The Journal of Finance, V157, pp. 2185-2221.

· Chan, Louis K.C., Narasimhan Jegadeesh, and Josef Lakonishok, “The Profitability of Momentum Strategies,” Financial Analysts Journal, 1999(Nov./ Dec).
· Daniel, K., and S. Titman, “Characteristics or Covariances ?” Journal of Portfolio Management, Summer 1998, pp.25-33.

· 周賓凰，行為財務學：文獻回顧與展望，證券市場發展季刊，14:2, pp.1-48, 2002。

· Fama, E.F., “Behaviorial Finance,” The Journal of Finance, 53, 1998.

· Kahneman, D., and M.W. Riepe, “Aspects of Investor Psychology,” The Journal of Portfolio Management, pp.52-65, Summer 1998.

Other Papers：
B. Statman, Meir, ”Behaviorial Finance: Past Battles and Future Engagements,” Financial Analysts Journal, 1999(Nov./ Dec) .

B. Daniel , Kent, and Sheridan Titman, “Market Efficiency in an Irrational World,”  Financial Analysts Journal, 1999(Nov./Dec.)

B. Thaler, Richard H., “The End of Behavioral Finance,” Financial Analysts Journal, 1999(Nov./Dec.). 

B. Schiereck, Dirk, Werner De Bondt, and Martin Weber, “Contrarian and Momentum Strategies in Germany,” Financial Analysts Journal, 1999(Nov./ Dec). 
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