Course Outline and Readings

Part A: Statistical Properties and Predictability of Stock Returns

Module 1 – General Review. Efficient Market Hypothesis

• General Review
• CLM Chapter 1

• Fama, E., 1991, Efficient capital markets: II, Journal of Finance, 46, 1575-1618.

• Fama, E., 1970, Efficient capital markets: A review of theory and empirical work, Journal of Finance, 25, 383-417.

Module 2 - Random Walk Hypothesis

• CLM Chapter 2

• Lo, A., and C. MacKinlay, 1988, Stock market prices do not follow random walks: Evidence from a simple specification test, Review of Financial Studies, 1, 41-66.

Module 3 - GARCH Models

• Bollerslev, T., R. Chou, and K. Kroner, 1992, ARCH modeling in finance: A review of the theory and empirical evidence, Journal of Econometrics, 52, 5-59.

• Engle, R. F., GARCH 101: The Use of ARCH/GARCH Models in Applied Econometrics,
 Journal of Economic Perspectives, 15, 157–168.
• Hansen, P. R. and A. Lunde, 2001, A comparison of volatility models: Does anything beat a GARCH(1,1)?, Working Paper, University of Aarhus.
• Hentschel, L., 1995, All in the family: Nesting symmetric and asymmetric GARCH models, Journal of Financial Economics, 39, 71-104.

• Ramchand, L. and R. Susmel, 1998, Cross Correlations Across Major International Markets" (with Latha Ramchand), Journal of Empirical Finance, 5, 397-416

Module 4 - Microstructure Effects (I)

• CLM Chapter 3

• Lo, A., and C. MacKinlay, 1990, An econometric analysis of nonsynchronous trading,

Journal of Econometrics, 45, 181-212.

• Roll, R., 1984, A simple implicit measure of the effective bid-ask spread in an efficient

market, Journal of Finance, 39, 1127-1140.

Module 5 - Microstructure Effects (II)

• Lo, A., and C. MacKinlay, 1990, When are contrarian profits due to stock market overreaction? Review of Financial Studies, 3, 175-205.

• Scholes, M., and J. Williams, 1977, Estimating betas from nonsynchronous data, Journal of Financial Economics, 5, 309-327.

• Dimson, E., 1979, Risk measurement when shares are subject to infrequent trading, Journal of Financial Economics, 7, 197-226.

Module 6 - Microstructure Effects (III) – Price Discovery
• Baillie R., G. Goffrey, Y. Tse, and T. Zabobina, 2002, Price discovery and common factor models.” Journal of Financial Markets, 5, 309-325. 

• Figuerola-Ferretti, I. and J. Gonzalo, 2008, Modelling and Measuring Price Discovery Commodity Markets, Working Paper, Universidad Carlos III.
• Hasbrouck, J., 1995, One security, many markets: Determining the contributions to price discovery, Journal of Finance, 50, 1175-1199. 

• Yan, B., and E. Zivot (2007). “The dynamics of price discovery.” Working Paper, Department of Economics, University of Washington. 

Module 7 - Predictability (I)

• Fama, E., and K. French, 1988, Dividend yields and expected stock returns, Journal

of Financial Economics, 22, 3-27.

• Campbell, J., and R. Shiller, 1988, Stock prices, earnings, and expected dividends,

Journal of Finance, 43, 661-676.

• Lettau, M., and S. Ludvigson, 2001, Consumption, aggregate wealth, and expected

stock returns, Journal of Finance, 56, 815-849.

Module 8 - Predictability (II)

• Hodrick, R., 1992, Dividend yields and expected stock returns: Alternative procedures

for inference and measurement, Review of Financial Studies, 5, 257-286.

• Torous, W., R. Valkanov, and S. Yan, 2004, On predicting stock returns with nearly

integrated variables, Journal of Business, 77, 937-966.

• Campbell, J.Y. and M. Yogo (2006), Efficient tests of stock return predictability, Journal of Financial Economics, 81, 27-60. 

Module 9 - Event Studies

• CLM Chapter 4

• Brown, S., and J. Warner, 1980, Measuring security price performance, Journal of Financial Economics, 8, 205-258.

• Brown, S., and J. Warner, 1985, Using daily stock returns The case of event studies, Journal of Financial Economics, 14, 3-31.

• Fama, E., L. Fisher, M. Jesen, and R. Roll, 1969, The adjustment of stock prices to new information, International Economic Review, 10, 1-21.

Module 10 - Trading Strategies (I)

• Jegadeesh, N., and S. Titman 1993, Returns to buying winners and selling losers: Implications for stock market efficiency, Journal of Finance, 48, 65-91.

• Chan, K.C., N. Jegadeesh, and J. Lakonishok, 1996, Momentum strategies, Journal of Finance, 51, 1681-1713.

• Hong, G. and R. Susmel, 2004, Pairs-Trading in the Asian ADR Market, Working Paper, University of Houston.

Module 11 - Trading Strategies (II)

• Lo, A., H. Mamaysky, and J. Wang, 2000, Foundations of technical analysis: Computational algorithms, statistical inference, and empirical implementation, Journal of Finance, 55, 1705-1765.

• Sullivan, R., A.Timmermann, and H. White, 1999, Data-snooping, technical trading rule performance, and the bootstrap, Journal of Finance, 54, 1647-1682.

Module 12 - Market Frictions (I)

• Korajczyk, R., and R. Sadka, 2004, Are momentum profits robust to trading costs?, Journal of Finance, 59, 1039-1082.

• Lesmond, D., M. Schill, and C. Zhou, 2004, The illusory nature of momentum profits, Journal of Financial Economics, 71, 349-380.

Module 13 - Market Frictions (II)
• Amihud, Yakov, Haim Mendelson and Lasse Pedersen, 2005, “Liquidity and Asset Prices,” Foundations and Trends in Finance, 1, 269-364. 
• Hasbrouck, Joel, 2005, Trading Costs and Returns for US Equities: The evidence from Daily Data, Working Paper, New York University.

• Jones, C., and O. Lamont, 2002, Short-sale constraints and stock returns, Journal of

Financial Economics, 66, 207-239.

• Mitchell, M., T. Pulvino, and R. Stafford, 2002, Limited arbitrage in equity markets,

Journal of Finance, 57, 551-584.
• Piqueira, Natalia Scotto, 2005, Marketwide Liquidity and Another Look at Liquidity Risk, Working Paper, Princeton University.
Part B: Asset Pricing Models

Module 14 - CAPM (I)

• CLM Chapter 5

• Fama, E., and J. MacBeth, 1973, Risk, return, and equilibrium: Empirical tests, Journal of Political Economy, 71, 607-636.

• Gibbons, M., S. Ross, and J. Shanken, 1989, A test of the efficiency of a given portfolio, Econometrica, 57, 1121-1152.

• Roll, R., 1977, A critique of the asset pricing theorys tests: Part I, Journal of Financial Economics, 4, 129-176.

Module 15 - CAPM (II)

• Fama, E., and K. French, 1992, The cross-section of expected stock returns, Journal of Finance, 47, 427-465.

• Fama, E., and K. French, 1996, Multifactor explanations of asset pricing anomalies, Journal of Finance, 51, 55-84.

• Berk, J., 1995, A critique of size related anomalies, Review of Financial Studies, 8, 275-286.

• Daniel, K., and S. Titman, 1997, Evidence on the characteristics of cross sectional variation in stock returns, Journal of Finance, 1-34.

Module 16 - APT

• CLM Chapter 6

• Chen, N., R. Roll, and S. Ross, 1986, Economic forces and the stock market, Journal of Business, 59, 383-403.

• Connor, G., and R. Korajczyk, 1988, Risk and return in an equilibrium APT: Application

of a new test methodology, Journal of Financial Economics, 21, 255-289.

Module 17 - Conditional CAPM

• Ferson, W., and C. Harvey, 1991, The variation in economic risk premiums, Journal of Political Economy, 99, 385-415.

• Jaganathan, R., and Z. Wang, 1996, The conditional-CAPM and the cross-section of expected returns, Journal of Finance, 51, 3-53.

• Kumar, P., S. Sorescu, R. D. Boehme, and B. Danielsen, 2008, Estimation Risk, Information, and the Conditional CAPM: Theory and Evidence, Review of Financial Studies, 21, 1037-1085, 2008.

• Lewellen, J., and S. Nagel, 2005, The conditional CAPM does not explain asset pricing

anomalies, Journal of Financial Economics.

Module 18 - Dynamic Asset Pricing Models (I)

• CLM Chapter 7 and Chapter 8

• JC Chapter 10 and Chapter 11

• Campbell, J., 2000, Asset pricing at the millennium, Journal of Finance, 55, 1515-

1567.

Module 19 - Dynamic Asset Pricing Models (II)

• Ahn, D., J. Conrad, and R. Dittmar, 2003, Risk adjustment and trading strategies, Review of Financial Studies, 16, 459-485.

• Kan, R., and G. Zhou, 1999, A critique of the stochastic discount factor methodology, Journal of Finance, 54, 1121-1248.

• Hansen, L., and R. Jagannathan, 1997, Assessing specification errors in stochastic discount factor models, Journal of Finance, 52, 557-590.

Module 20 - Dynamic Asset Pricing Models (III)

• Mehra, R., and E. Prescott, 2003, The equity premium in retrospect, Handbook of the Economics of Finance.

• Campbell, J.Y. and J. Cochrane, 1999, By force of habit: A consumption-based explanation of aggregate stock market behavior, Journal of Political Economy, 107, 205-251.

Part C: Corporate Finance

Module 21 – Capital Structure
• Baker, M., and J. Wurgler, 2002, Market timing and capital structure, Journal of Finance, 57, 1-32.

• Fama, Eugene F., and Kenneth R. French, 2002, Testing tradeoff and pecking order predictions about dividends and debt, Review of Financial Studies 15, 1-33. 

• Flannery, M., and K. Rangan, 2006, Partial adjustment toward target capital structures, Journal of Financial Economics, 79, 469-506.

• Zhao, T. and R. Susmel, 2008, Testing the Trade-off Theory of Capital Structure: Kalman Filter Approach, Working paper, University of Houston.

Module 22 – Payout Policy

• Miller, Merton H., and Myron S. Scholes, 1982, Dividends and taxes: Some empirical evidence, Journal of Political Economy 90, 1118-1141. 

• Fama, Eugene F., and K. R. French, 2001, Disappearing dividends: Changing firm characteristics or lower propensity to pay?, Journal of Financial Economics, 60, 3-43. 

• DeAngelo, Harry, Linda DeAngelo, and Douglas J. Skinner, 2004, Are dividends disappearing? Dividend concentration and the consolidation of earnings, Journal of Financial Economics, 72, 3, 425-456.

Module 23 – Law and Finance

• Gianetti, M., 2000, Do Better Institutions Mitigate Agency Problems?, Journal of Financial and Quantitative Analysis, 38-1, 185-212, 2003.

• Kumar, P.  and N. Langberg, Corporate Fraud and Investment Distortions in Efficient Capital Markets, 2008, Rand Journal of Economics (forthcoming).

• La Porta, R., F. Lopez-de-Silanes, A. Shleifer, and R.W. Vishny, (1998) "Law and Finance'', Journal of Political Economy 106: 1113-1155.

Module 24 – Executive Compensation

• Baker, G., M. Jensen, and K. Murphy, 1988, Compensation and Incentives: Practice vs Theory, Journal of Finance, 43, 596-616.

• Jensen, M.C. and K.J. Murphy, 1990, Performance Pay and Top-Management Incentives, Journal of Political Economy, 98, 225-64. 

• Kumar, P. and K. Sivaramakrishnan Who Monitors the Monitor? The Effect of Board Independence on Executive Compensation and Firm Value, Review of Financial Studies, 21, 1371-1401, 2008.

• Prendergast, C., 1999, The Provision of Incentives in Firms, Journal of Economic Literature, 37, 7-63.

Module 25 – Takeovers and Mergers

• Bulow, J., M. Huang and P. Klemperer, 1999, Toeholds and Takeovers, Journal of Political Economy, 107, 427-454 

• Kumar, P. and L. Ramchand, 2007, Takeovers Market Monitoring, and International Corporate Governance, Rand Journal of Economics, forthcoming.

• Scharfstein, D., 1988, The Disciplinary Role of Takeovers, Review of Economic Studies, 55, 185-199.

• Shleifer, A. and R. Vishny, 1986, Large Shareholders and Corporate Control, Journal of Political Economy, 94, 461-88.

Part D: Special Topics

Module 26 – Real Estate Finance 

• Benjamin, J. D., G. S. Sirmans, and E. N. Zietz, 2001, Returns and Risk on Real Estate and Other Investments: More Evidence, Journal of Real Estate Portfolio Management, 183-214.

• Calza, A., T. Monacelli, and L. Stracca, 2007, Mortgage Markets, Collateral Constraints, and Monetary Policy: Do Institutional Factors Matter? CFS Working Paper Series No. 2007/10 

• Green, R. K., and S. M. Wachter, 2005, The American Mortgage in Historical and International Context, Journal of Economic Perspectives, 19: 93–114.

Module 27 - Continuous-Time Models

• George, J., and S. Yan, 2005, Affine-quadratic term structure models – Toward the

understanding of jumps in interest rate, Working paper.

Module 28 - Mutual Funds

• Carhart, M., 1997, On persistence in mutual fund performance, Journal of Finance,

52, 57-82.

• Daniel, K., M. Grinblatt, S. Titman, and R. Wermers, 1997, Measuring mutual fund

performance with characteristic based benchmarks, Journal of Finance, 52, 1035-1058.
