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Summary

In this course, we consider applications of econometric techniques to the analysis of financial markets, with special emphasis on empirical tests of asset pricing models and of the efficient market hypothesis. Throughout the course, we use both international (mainly, US) and Russian data. At the end of the course, the students should master empirical analysis of financial returns and have working knowledge of recent international evidence on the most important models.

In the beginning, we examine the predictability of asset returns at short and long horizons and the possibility to earn profit based on the observed relationships. Then, we apply the event study analysis to measure the degree and speed of stock price adjustment in response to (company) news announcements. In the second part of the course we discuss how to measure beta and test the validity of the CAPM. We continue with asset pricing models, which use additional factors (size, book-to-market, momentum, liquidity, etc.) besides the market factor to explain seeming anomalies in asset returns. The final part of the course is devoted to performance evaluation of mutual funds. We shall focus on methods measuring portfolio performance with and without asset pricing models, which will allow us to identify the selection and timing ability of fund managers. 
Course requirements and grading
There will be six main topics, each taking a three-hour class (beginning of the first class and the second half of the final class will be devoted to the introduction and to the summary of the course, respectively) and requiring an individual home assignment. In the second half of each class, we shall discuss the basic (required) part of the material for a particular topic, which will be necessary to complete the home assignment. In the beginning of the next class, we shall go through the assignment and discuss the advanced part of the materials for this topic. There will be several optional seminars devoted to the econometric methods and Eviews. The course grade will be based on four home assignments with the highest grade (50%) and final exam (50%). 
Course outline 
	Class
	Topic

	1


	Introduction: asset pricing models and the market efficiency hypothesis, stylized empirical facts of asset returns

	Sep 6, Th
	Predictability of asset returns (basic): autocorrelations and regression models of stock returns at daily, monthly, and annual frequency, rational and behavioral explanations

	2


	Predictability of asset returns (advanced): possibility to earn profit based on the predicted returns taking into account transaction costs and potential price impact

	Sep 15, Sat
	Event study analysis (basic): deriving abnormal returns and respective standard errors for the individual stocks and for the sample 

	3

	Event study analysis (advanced): explaining abnormal returns across the stocks by company characteristics, examples of event studies

	Sep 22, Sat
	CAPM (basic): CAPM and the market model, measuring beta for illiquid stocks, the Vasicek correction, time variation in beta, endogeneity problem for large stocks

	4
	CAPM (advanced): empirical tests of the CAPM, return anomalies

	Oct 6, Sat
	Multi-factor models (basic): theoretical foundation, factor-mimicking portfolios, the Fama-French model, the Carhart model

	5
	Multi-factor models (advanced): empirical tests, international evidence

	Oct 11, Th
	Mutual fund performance evaluation I (basic): style analysis, risk adjustment with and without asset pricing models

	6

	Mutual fund performance evaluation I (advanced): survivorship bias, performance persistence

	Oct 18, Th
	Mutual fund performance evaluation II (basic): selection vs. timing ability, return-based vs. portfolio-based methods

	7

	Mutual fund performance evaluation II (advanced): fund ratings (fund classification and evaluation, Morningstar approach)

	Oct 25, Th
	Summary of the course 


Course materials 

There is no basic book for the course. The required materials are in the lecture notes and in the reader, which includes selected book chapters and articles. CLM provides an advanced supplementary reading on return predictability, CAPM, and multi-factor models.

1. Amenc and Le Sourd, 2005, Portfolio Theory and Performance Analysis, Wiley (ALS)

2. Campbell, Lo, and MacKinlay, 1996, The Econometrics of Financial Markets, Princeton University Press (CLM)

3. Cuthbertson & Nitzsche, 2004, Quantitative Financial Economics, John Wiley & Sons (CN)

4. Haugen, 2001, Modern Investment Theory, Prentice Hall (H)

Introduction and summary
· CLM ch.1: log returns, the efficient market hypothesis

· M ch.3: overview of CAPM, APT, market efficiency, and different types of empirical tests
Predictability of asset returns
· CN ch.3 (53-65), ch.4: the efficient market hypothesis, martingale, fair game, random walk, univariate and multivariate tests of return predictability
· Pesaran and Timmerman, Predictability of stock returns: Robustness and economic significance, Journal of Finance 50 (1995): testing profitability of the trading strategies based on return predictability
Event study analysis
· CLM ch.4 (149-167): event study design, models for normal returns, statistical inference about abnormal returns, typical problems and solutions

· CN ch.9 (206-209): methodology of event studies

CAPM
· CN ch.5, ch.7 (176-181), ch.8: CAPM and empirical tests
· Bradfield, On estimating the beta coefficient, Investment Analysts Journal 57 (2003): different methods for beta adjustment for illiquid stocks
· Schwert, Anomalies & Market Efficiency, ch.15 in the Handbook of the Economics of Finance (2003): a survey of different anomalies and their interpretation in the context of market efficiency and behavioral theories
Multi-factor models
· CN ch.7 (181-187), ch.8: APT and empirical tests

· ALS ch.6 (149-161): APT and empirical multi-factor models
· Chan, Karceski, and Lakonishok, The risk and return from factors, Journal of Financial and Quantitative Analysis 33 (1998): joint analysis of various (statistical, macroeconomic, and fundamental) risk factors
· Goriaev and Zabotkin, Risks of investing in the Russian stock market: Lessons of the first decade, Emerging Markets Review 7 (2006): descriptive statistics, multi-factor model estimated in rolling sample periods
Mutual fund performance evaluation
· Goriaev, On the behavior of mutual fund investors and managers, ch. 1-2 of the PhD dissertation (2002): basic information about the structure of the mutual fund industry and survey of the literature on mutual funds

· CN ch.7 (169-176), ch.9 (209-226): performance measures (Sharpe ratio, Jensen’s alpha, etc.), performance persistence, fund flows
· ALS ch.4 (108-116, 124-127), ch.6 (179-189): performance measures, market timing, style analysis
· H ch.12: measuring performance relative to other funds, style analysis
· Gruber, Another puzzle: The growth in actively managed mutual funds, Journal of Finance 51 (1996): why active mutual funds grow so fast despite unimpressive average performance.
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