Economics 322: Financial Markets and Risk Management

Fall 2014
Lectures:  Tuesdays 10:00am and Thursdays 8:30am

Location:  Dupuis 215
Course website:  http://econ.queensu.ca/faculty/milne/322/
Tutorials will be scheduled.  Time and place will be posted on the website and announced in class.

Instructor: 
Robert J. McKeown
Office:  Dunning Hall 317   



Phone: (613) 533-2268
Office Hours:  Tuesdays 11:30 – 12:30pm and Thursdays 11:30 – 12:30pm
Email:  mckeownr@econ.queensu.ca 
This course introduces standard theories and evidence on stock, bond and option prices. It shows how portfolio diversification can provide benefits for investors; why it is difficult for the average investor to predict stock price movements; presents basic models of arbitrage pricing and option pricing; provides an introduction to bond pricing; and introduces to the Efficient Markets Hypothesis and its limitations. The course will conclude with a discussion of the Financial Crisis. 
As the term progresses, various web-based, newspaper and academic articles will be posted on the course website. These postings will be chosen to complement the course reflecting recent financial events.   

Intended Student Learning Outcomes

To complete this course students will demonstrate their ability to:


  1.  Solve mathematical financial problems and produce mathematical proofs of models.


  2.  Know basic financial products (stocks, bonds, derivatives, etc) and the basics of how they are traded.


  3.  Understand modern portfolio management and the benefits from diversification.


  4.  Critically assess financial theories including how they compare to real world observations.
  5.  Prepare students for a career in finance.

Texts:

E.Elton, M.Gruber, S.Brown and W. Goetzman, Modern Portfolio Theory and Investment Analysis,John Wiley, 9th edition, 2014.  This text is required.
B. Malkiel, A Random Walk Down Wall Street: The Time-Tested Strategy for Successful Investing, Norton, 2011 edition.  This text is highly recommended but is not required for this course.  Pertinent information from this book will be presented during lecture.
Other References:

R.Jarrow and S. Turnbull, Derivative Securities, second edition, 2000.
V.Acharya and M.Richardson (eds.), Restoring Financial Stability, Wiley, 2009. 

John Authers, The Fearful Rise of Markets, FT Press, 2010.

F. Milne, Finance Theory and Asset Pricing, (second edition) Oxford University Press 2003. This book and the graduate course Econ 870 
Tentative Grading Scheme

Assignment 1

10%

Friday, October 3rd
Midterm 


40%

Thursday, October 30th 

Location:  Kinesiology 101 (Surnames A-K) and 

Dupuis Hall 215 (Surnames L-Z)

Assignment 2

10%

Friday, November 21st  
Final Exam


40%

TBA
* Assignments are due no later than 1:00pm in the dropbox located on the second floor of Dunning Hall
**The dates above are tentative and subject to re-scheduling.  Any changes will be announced in class and posted on the course website.  

The grading method used in this course is: “Numbers in, letters out”.  The final grade you receive for the course will be derived by converting your numerical course average to a letter grade according to Queen's Official Grade Conversion Scale. 

Queen’s Official Grade Conversion Scale

	Grade
	Numerical Course Average (Range)

	A+
	90-100

	A
	85-89

	A-
	80-84

	B+
	77-79

	B
	73-76

	B-
	70-72

	C+
	67-69

	C
	63-66

	C-
	60-62

	D+
	57-59

	D
	53-56

	D-
	50-52

	F
	49 and below


Calculators acceptable for use during quizzes, tests and examinations are intended to support the basic calculating functions required by most Arts and Science courses. For this purpose, the use of the Casio 991 series calculator is permitted. Students may also use calculators with a Gold Applied Science approval sticker or a Blue Commerce approval sticker as they are considered to be comparable to the Casio 991. Calculators with advanced features or substantial text storage capacity are not permitted unless otherwise approved by the instructor. Communicating calculators are banned.  Staples and other popular suppliers of school and office supplies.  

http://www.queensu.ca/calendars/artsci/Regulation_11_____Use_of_Calculators.html
Topics:

A. Introduction:

EGBG Chs. 1-3

Malkiel, Chs.1-4

B. Mean Variance Portfolio Analysis:
EGBG Chs 4-6

C. Simplifying the Portfolio Selection Process:

EGBG Chs. 7-9
D. Selecting the Optimum Portfolio:

EGBG Chs. 10-11.

E. Widening the Selection Universe:

EGBG Ch. 12.

F. Models of Equilibrium in Capital Markets:

(a) CAPM     

     EGBG Ch.13

(b) Nonstandard CAPM   
      EGBG Ch.14.
(c) Empirical Tests of CAPM

     EGBG Ch. 15.

(d) The APT

      EGBG Ch. 16.

G. Security Analysis and Portfolio Theory:
      (a) Efficient Markets Hyphothesis:

       EGBG Ch. 17.

        Malkiel  Ch.5-7.
      (b) The Valuation Process:

         EGBG Ch. 18.

      (c) Earnings Estimation:

         EGBG Ch. 19.

H. Behavioral Finance, Investor Decision-Making and Asset Pricing:

     EGBG Ch. 20.

     Malkiel Ch.10.

I. Interest Rate Theory and Bond Portfolios:

     EGBG Chs. 21, 22.

J. Option Pricing Theory:

     EGBG Ch. 23.

K. The Great Credit Crisis.

      Acharya and M.Richardson (2009) give a detailed analysis of the first two years of the Crisis. “Prologue: A Bird’s-Eye View”, provides an excellent overview of the issues at a moderate level of sophistication. The rest of the book deals with detailed analyses of various aspects of the Crisis. 
      Authors (2010) provide an excellent FT journalist account that is easily accessible for students of this course. Some of this material will be implicit in my lectures.
      F. Milne (2008) “Anatomy of the Credit Crisis: The Role of Faulty Risk Management Systems”. C.D.Howe Commentary, July 2008. This paper focuses on the role of Risk Management Systems in the Crisis and its failings. This is a subtle topic that many people missed and which has had unfortunate consequences. 
***Check the course website for additional resources on this topic.
Statement on Academic Integrity

Academic integrity is constituted by the five core fundamental values of honesty, trust, fairness, respect and responsibility (see www.academicintegrity.org). These values are central to the building, nurturing and sustaining of an academic community in which all members of the community will thrive. Adherence to the values expressed through academic integrity forms a foundation for the "freedom of inquiry and exchange of ideas" essential to the intellectual life of the University (see the Senate Report on Principles and Priorities). Students are responsible for familiarizing themselves with the regulations concerning academic integrity and for ensuring that their assignments conform to the principles of academic integrity. Information on academic integrity is available in the Arts and Science Calendar (see Academic Regulation 1), on the Arts and Science website (see http://www.queensu.ca/calendars/artsci/pg532.html), and from the instructor of this course. Departures from academic integrity include plagiarism, use of unauthorized materials, facilitation, forgery and falsification, and are antithetical to the development of an academic community at Queen's. Given the seriousness of these matters, actions which contravene the regulation on academic integrity carry sanctions that can range from a warning or the loss of grades on an assignment to the failure of a course to a requirement to withdraw from the university.
__________________________________________

The material for ECON 222 is copyrighted and is for the sole use of registered students. The material on the website may be downloaded for a registered student’s personal use, but shall not be distributed or disseminated to anyone other than students registered in ECON 222.

Failure to abide by these conditions is a breach of copyright, and may also constitute a breach of academic integrity under the University Senate’s Academic Integrity Policy Statement.
Disability Accommodations Statement

Queen's University is committed to achieving full accessibility for persons with disabilities. Part of this commitment includes arranging academic accommodations for students with disabilities to ensure they have an equitable opportunity to participate in all of their academic activities.

If you are a student with a disability and think you may need accommodations, you are strongly encouraged to contact the Disability Services Office (DSO) and register as early as possible. For more information, including important deadlines, please visit the DSO website at: 
http://www.queensu.ca/hcds/ds/
