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Course Objective: 
This course intends to be a general introductory overview to capital markets and investment instruments.  The goal of the course is to attain a sufficient level of familiarity with the main characteristics, applications and portfolio management problems of securities. As such, the emphasis of the course will be on conceptual issues as opposed to the institutional aspects (although the basic institutional aspects will be covered).  Although the course in itself is not heavily quantitative, some calculus background will be useful to follow specific parts of the program. 

Grading:
The grade will be based in two homeworks, one midterm exam and the final exam.  The grade will be assigned according to a distribution of grades resulting from the best of the two following possibilities:

A) 
Homeworks:
15%



Midterm:
35%



Final:

50%

B)
Homeworks:
15%



Final:

85%


Problems will be assigned on a regular basis and discussed in class (at least the most representitive) but only the two homeworks will be graded.

BOOKS/READINGS

Required:
Bodie, Kane and Marcus, Investments, 4e, Irwin-McGraw-Hill.

Recommended:
Hull, Options, Futures and Other Derivative Securities, 3e, Prentice Hall.

Lewis, Poker’s Liar, Penguin.


Malkiel,  A Random Walk Down Wall Street, 6e, Norton.

Wall Street Journal.

Additional:
Brealey and Myers, Principles of Corporate Finance,  5e, Mc Graw-Hill.

Cox and Rubinstein, Options Markets, Prentice Hall.

Duffie, Futures Markets, Prentice Hall.

Fabozzi, Bond Markets, Analysis and Strategies, 3e, Prentice Hall.

Fabozzi and Modigliani, Capital Markets: Institutions and Instruments, 2e, Prentice Hall.

Sharpe, Alexander and Bailey, Investments, 6e, Prentice Hall.

Siegel and Siegel, The Futures Markets: Arbitrage, Risk Management and Portfolio Strategies, Probus.


Sundaresan, Fixed-Income Markets and Their Derivatives, South-Western.

COURSE OUTLINE

I. INTRODUCTION

Lecture 1:  Introduction.


· Course overview.


· Review of basic concepts: NPV, continuous compounding, etc...


· BM.

Lectures 1-2:  Markets and Securities.


· Different types of securities.


· Different exchanges.


· Margin requirements.


· BKM: 2,3.

II. PORTFOLIO THEORY

Lectures 2-3:  Portfolio Selection


· Basic statistics concepts.


· Forming portfolios.


· The efficient frontier.


· BKM: 6,7,8.

Lectures 3-4:  Factor Models


· Single-Factor models: CAPM.


· Multi-Factor models: APT.


· Empirical tests.


· BKM:
 9,10,11.

Lectures 4-5:  Portfolio Performance.


· Measures of return.


· Risk-adjusted measures.


· Selection vs. timing.


· BKM: 24.

Lectures 5:  Market Efficiency.


· Different levels of efficiency.


· Empirical evidence.


· Empirical anomalies.


· BKM: 12,13.

III. FIXED-INCOME MARKETS

Lecture 6:  Term Structure.


· Real and nominal rates.


· Theories of the term structure.


· Empirical evidence.


· BKM: 15.

Lecture 6:  Government Securities.


· Pure discount securities and coupon bonds.


· Treasury yield curve.


· Strips, munis, MBS,...


· BKM: 14.

Lecture 7:  Bond Portfolio Management.


· Convexity.


· Macaulay Duration.


· Immunization.


· BKM: 16.

Lecture 8:  Midterm

Lecture 8:  Interest Rate Swaps.


· "Plain vanilla" swaps.


· Empirical issues.


· Swap valuation.


· BKM: 23.5; H: 5; handout.

IV.  OPTIONS

Lectures 9:  Introduction.


· Payoff diagrams.


· Investment strategies.


· Determinants of prices.


· BKM: 20.1-20.2,21.1; H: 6,7.

Lecture 10:  Arbitrage Pricing.


· Put-call parity.


· Price boundaries.


· BKM: 20.4,21.2; H: 7.

Lectures 10-11:  Binomial Pricing Model.


· Single-period.


· Multi-period.


· Black and Scholes.


· BKM: 21.3-21.4; H: 9,11.

Lecture 11:  American Options with Dividends.


· Binomial pricing.


· Pseudo-american model.


· BKM: 21.2; H: 9.

Lectures 12:  Trading Strategies.


· Spreads and Combinations.


· Portfolio insurance.


· Hedging.


· BKM: 20.3,21.5-21.6; H: 8,14.

Lecture 13:  Other Options.


· Interest rate options.


· Options on indices.


· Currency options.


· BKM: 20.5-20.7; H: 12,16,18.

V. FUTURES

Lecture 13:  Introduction.


· Forward and future contracts.


· Marking to market.


· Empirical aspects.


· BKM: 22.1-22.2; H:2.

Lectures 14:  Pricing of Futures.


· Determination of forward price.


· Normal backwardation and contango.


· Index arbitrage.


· BKM: 22.3-22.5; H: 3.

Lecture 14:  Other Futures Contracts.


· Interest Rate Futures.


· Foreign Exchange Futures.


· Options on futures.


· BKM: 23.1-23.4; H: 4.

