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1. STAFF CONTACT DETAILS 
 

Position Name Email 
Availability; 
times and 
location 

Phone 

Lecturer-
in-charge 

Professor 
David 

Feldman 

Lectures 1-6 

d.feldman@unsw.edu.au 
T 5–6 & by 
appointment 

ASB335 

9385-
5748 

Lecturer 
Professor 

Peter Swan 

Lectures 7-12 

peter.swan@unsw.edu.au 
T 5–6 & by 
appointment 

ASB334 

9385-
5871 

 
2. COURSE DETAILS 
 
2.1 Teaching Times and Locations 

Tuesday, 6:00-9:00PM, Law 163 
 
2.2 Units of Credit 

FINS4776: 6 UOC (Units of Credit) 
FINS5576: 6 UOC 
 
2.3 Summary of Course 

The first half of the course defines and demonstrates “asset pricing intelligence” and 
studies core asset pricing finance topics. The second part of the course studies the 
market microstructure. 
 
2.4 Course Aims and Relationship to Other Courses 

The goal of the course is to establish perspectives, approaches, tools and methods of 
independent thinking, analysis, and problem solving. We will apply these to essential 
asset pricing topics, most of them conceived by Nobel Laureates. Topics in the first half 
will include utility theory, portfolio theory, arbitrage pricing, equilibrium pricing, 
security prices’ informational efficiency, and performance measurement. Second-half 
topics include asymmetric information, transaction costs, strategic and noise trading, 
upstairs markets, liquidity and returns. 

FINS4776 is required for the undergraduate honors and FINS5576 is required for 
postgraduate research programs. It is related to FINS4774 and FINS5574 , Financial 
Decision Making Under Uncertainty. 
 
2.5 Student Learning Outcomes 

At the completion of the course students should have improved their ability to 
L1. Independently think, define, analyze, and solve problems. 
L2. Combine analytical skills, quantitative skills, economic knowledge, and intuition to 

identify, define, learn, analyze, and implement financial decisions. 
L3. Independently work with and learn new material from resources, such as textbooks, 

articles, and working papers. This would be manifested, for example, in selecting 
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topics for projects, identifying and studying the relevant literature and tools, and 
writing and presenting papers and reports. 

L4. Improve communications skills in presentation and interviews. 

Upon completion of this course students will have knowledge of fundamentals of 
finance theory. Students will be able to effectively manage their personal wealth 
and portfolio, efficiently allocate resources, and avoid errors, sometime common to 
other investors. Student will acquire tools and knowledge essential for serving as 
financial executives in financial and non-financial institutions/corporations 

ASB Graduate Attributes 

This course contributes to your development of the following Australian School of Business 
Graduate Attributes, which are the qualities, skills and understandings we want you to have by 
the completion of your degree. 

 

Learning 
Outcomes 

ASB Graduate Attributes 

 
1. Critical thinking and problem solving 

 
2. Communication 

 
3. Teamwork and leadership 

 
4. Social, ethical and global perspectives 

 
5. In-depth engagement with relevant disciplinary knowledge 

 
6. Professional skills 

More information on the ASB Graduate Attributes and how they align with the UNSW 
Graduate Attributes (2010) is available on the ASB Graduate Attributes webpage 
(ASB>Learning and Teaching >Graduate Attributes). 

 
3. LEARNING AND TEACHING ACTIVITIES 
 
3.1 Approach to Learning and Teaching in the Course 

The course provides the theoretical underpinnings of modern finance and its 
applications. The course emphasizes fundamental understanding and full construction of 
methods and result of finance theory. This will be done in class and with students as an 
integral part of this process. The course can be viewed as a series of questions to which 
students will give answers. 

In order to obtain the potential benefit from the course, fulfil the course requirements, 
and succeed in the exams, assignments, and projects, students are required to follow the 
points below. 
1. Read the respective textbook chapters and other related readings before class 

lectures. This will make the class material easier to follow and comprehend. 
2. Attend class lectures (arrive on time). 
3. Actively participate in class: answer the instructors’ questions, and ask your own 

questions. 
4. After class lectures, study the lecture material, preferably in groups, and solve the 

homework problems. 
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5. If issues from last lectures are still not clear, ask your questions or email them to the 
tutors or instructor. 

The rational for the above suggestions and requirements is following the above points is 
necessary to achieve the learning outcomes specified in Section 2.5 above. 
 
3.2  Learning Activities and Teaching Strategies 

Readings will introduce students to issues and subject matters. Class lectures will 
define, analyze and resolve issues and raise subsequent ones. Students will study the 
book and other readings, attend lectures, participate in class lectures, solve problems 
from the book, perform other assignments, do projects individually and in groups, and 
make presentations individually and in groups. Students will study book sections and 
articles that will not be covered in class lectures. Class discourse will play an essential 
role. 
 
4. ASSESSMENT 
 
4.1 Formal Requirements 

In order to pass this course, you must: 
 Achieve a composite mark of at least 50% of the maximum grade at each of the 

two parts of the course; and 
 Successfully satisfy all assessment tasks and requirements (see below) 

 
4.2 Assessment Details 

Grades are awarded in the following categories: HD (for marks of 85-100), DN (75-84), 
CR (65-74), PS (50-64), FL ((0-49). Further information is available at: 
 
The requirements and corresponding assessment weights below do not constitute a 
unique menu of requirements because one menu “does not fit all.” One menu cannot be 
optimal to different students with different academic histories, training, abilities, and 
skills. Thus, there is a freedom to students to self select and choose optional activities 
that will consume effort on the one hand and enhance their skills on the other. These 
optional activities might enhance their grade, if assessed better than non-optional 
requirements, but can never lower it. Students will allocate their effort (optimally) 
between necessary and optional course requirements. Normally, it is advisable to 
engage in optional requirements only after the necessary requirements are satisfactorily 
fulfilled. 
 
1st Half Requirements Weight 
Attendance [At] 6% 
Assignments [As] 8% 
Projects,* oral presentations,* papers,* quizzes, class participation [P] 0-W% 
Exams [F], 0 86W   (86-W)% 
Maximum grade 100% 
 
*Projects, oral presentations, and papers, need to be approved by the instructor. The 
instructor will consequently select W for each student on individual basis. 
 
Assignments 
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Following each class, students will solve and submit the textbook’s end of chapter 
problems consulting the solution manual judiciously. In addition, students will solve 
problems assigned in lectures. Assignments will not be returned before the course grade 
is assigned so students should keep copies of the submitted assignments. Submitted 
assignments will earn credit but will not be graded. 
 
Projects 
Projects will be original and use new data. Projects could follow models from the 
“Financial Modelling” recommended textbook. Topics will have to be approved by the 
instructor. Each submission will include a signed statement “I have neither given, 
received, or taken unauthorized assistance on this submission” by each author. The 
report on the project should be brief, fitting a two minutes presentation. Justifications of 
claims should be put in appendices. Students will submit both hard and electronic 
copies. 
 
Each of the above requirements is associated with all of the learning outcomes listed in 
Section 2.5. Attending and continuously following and participating in class discourse 
are essential to success in the other requirements including the exam. It is important that 
all class material will be learned and disseminated immediately after each class, and that 
all questions and clarifications will be addressed by the next class. Please email 
questions and requests including for reviews and repeated explanations well before the 
following class so it is determined whether to provide the answers personally or to the 
whole class. Projects and oral presentation will build students’ knowledge of the subject 
matter, interest, presentation skills, ability “to think on their feet,” and interviewing 
skills. Most of the exam questions will be subsumed in the class lectures and 
discussions, and few will refer to issues not fully discussed. Students who will engage in 
private conversations in class will be asked questions relevant to the prevailing class 
discourse till they are able to give a satisfactory answer. 
 
The grade of this course, G1, will be the following function of the individual 
requirement grades At, As, P, and F, where At, As, F, P [0,1] , 
 

G1 = 6 x At + 8 x As + (86-W) x F + W x Max [P, F] 
or, 

G1 = 6 x At + 8 x As + 86 x F + W x Max [P-F, 0] 
 
Note that a student involvement in projects, oral presentations, papers, quizzes, 
quantified in the weight W is insurance (option) that can only increase the grade. 
 
Subject to future changes, the 2nd half requirements are similar to those of the 
1st half. 

For the project, you should form groups of approximately four. You may suggest a topic 
or topic area subject to my approval. It could be based on replicating or extending an 
existing paper, perhaps with better data, in the microstructure area. Your topic should be 
capable of investigation either with data you supply yourself or data I can supply. 
Microstructure data manipulation for your project generally requires that at least one 
member of your group have good programming skills. This means that one or several 
members of your team will require SAS programming skills. I will be providing a 
course on introductory SAS skills running over about five weeks that you will be 
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expected to undertake. An announcement about the course will be made early in the 
semester. 
 

It is essential that students participate in all class meetings and exams. However, if 
makeup exams are approved, their formats will be determined by the instructors. 
The makeup exams might be verbal or include verbal parts. 

 
4.3 Assessment Format 

The format of projects, assignments, and papers will be explained in class and will fit 
the particular item. However, all students’ submissions should include, in large block 
letters, the student full name, last name first, ID number, and the course code, and 
Course Section. Student will insert their individual submission in alphabetical order. 
Please see also the information in Section 4.2 above. Submission of assignments could 
be done electronically directly to Blackboard. 
 
4.4 Assignment Submission Procedure 

Assignment submission procedures will be indicated in class. Please see also 
assignment details in the previous subsection. However, all student submissions should 
include, in block letters, the student full name, last name first, ID number, and the 
course code. 
 
4.5 Late Submission 

Late submissions will not be accepted. 

Special consideration is only granted in exceptional circumstances on medical or 
compassionate grounds. Medical certificates or other evidence of extreme misfortune 
must be attached. 

Work and/or other commitments are not considered as justification for late submission 
or for not withstanding any of the course requirements. 

Quality Assurance 
The ASB is actively monitoring student learning and quality of the student experience in all its programs. 
A random selection of completed assessment tasks may be used for quality assurance, such as to 
determine the extent to which program learning goals are being achieved. The information is required for 
accreditation purposes, and only aggregated findings will be used to inform changes aimed at improving 
the quality of ASB programs. All material used for such processes will be treated as confidential and will 
not be related to course grades. 

 
5. ACADEMIC HONESTY AND PLAGIARISM 
 

The University regards plagiarism as a form of academic misconduct, and has very strict rules 
regarding plagiarism. For UNSW policies, penalties, and information to help you avoid 
plagiarism see: http://www.lc.unsw.edu.au/plagiarism/index.html as well as the guidelines in the 
online ELISE Plus tutorial for all new UNSW students: 
http://info.library.unsw.edu.au/skills/tutorials/InfoSkills/index.htm. 
 

To see if you understand plagiarism, do this short quiz: 
http://www.lc.unsw.edu.au/plagiarism/plagquiz.html 
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For information on how to acknowledge your sources and reference correctly, see: 
http://www.lc.unsw.edu.au/onlib/ref.html 

For the ASB Harvard Referencing Guide, see:  
http://wwwdocs.fce.unsw.edu.au/fce/EDU/harvard_ref_guide.pdf 
 
 
6. COURSE RESOURCES 
 

REQUIRED TEXTBOOK AND READINGS 

Copeland, T. E., J. F. Weston, and K. Shastri, 2005, Financial Theory and Corporate 
Policy, 4th edition, Pearson Addison Wesley. (CWS) 
 
Copeland, T. E., J. F. Weston, and K. Shastri, 2005, Financial Theory and Corporate 
Policy, 4th edition, Student Solutions Manual, Pearson Addison Wesley. 

 
Benninga, S., 2007, Financial Modeling, 3rd Edition, MIT Press. 
 
For market microstructure: 
 
de Jong, Frank and Barbara Rindi, The Microstructure of Financial Markets, Cambridge 
University Press, 2009. Both paperback and electronic versions are available. 
 
Additional readings will be assigned in class lectures. 
 
ADDITIONAL BOOKS 

For market microstructure: 
 
O’Hara, M., 1995, Market Microstructure Theory, Blackwell.   
 
Hasbrouck, Joel, 2007, Empirical Market Microstructure: The Institutions, Economics 

and Econometrics of Securities Trading, Oxford University Press. 
 
Harris, L., 2003, Trading and Exchanges: Microstructure for Practitioners, Oxford 

University Press. 
 
For asset pricing: 
 
Bodie, Z., Kane, A. and A. Marcus, 2008, Investments, 8th Edition, McGraw-Hill, New 

York. 
 
Brealey, R., Myers, S. and F. Allen, 2008, Principles of Corporate Finance, 8th Edition, 

McGraw-Hill, New York, New York. 
 
Duffie, D., 2001, Dynamic Asset Pricing Theory, 3rd Edition, Princeton University 

Press, New Jersey. 
 
Elton, E. J., Gruber, M. J., Brown, S. J. and W. N. Goetzmann, 2003, Modern Portfolio 

Theory and Investment Analysis, 6th Edition, John Wiley & Sons, New York. 
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Huang, C-F. and R. Litzenberger, 1988, Foundations for Financial Economics, North-

Holland, New York. (HL) 
 
Ingersoll, J. E., 1987, Theory of Financial Decision Making, Rowman & Littlefield, 

Maryland. 
 

Mas-Colell, A., Whinston, M. D. and J. R. Green, 1995, Microeconomic Theory, Oxford 
University Press. 

 
Merton, R. C., 1992, Continuous Time Finance, Blackwell Publishing, Boston. 
 
Ross, S., Westerfield, R. and J. Jaffe, 2005, Corporate Finance, 7th Edition, McGraw-

Hill, New York. 

 
Varian, H., 1993, Microeconomic Analysis, 3rd Edition, W. W. Norton and Company. 

 
SELECTED ARTICLES 

Bick, A., 2004, “The Mathematics of the Portfolio Frontier: A Geometry-Based 
Approach,” The Quarterly Review of Economics and Finance, 44, 337-361. 

Black, F., 1972, “Capital Market Equilibrium with Restricted Borrowing,” Journal of 
Business, 45, 444-455. 

Black, F., Jensen, M. C. and Scholes, M, 1972, “The Capital Asset Pricing Model: 
Some Empirical Tests,” in Studies in the Theory of Capital Markets, Jensen, M. C., 
editor, Praeger Publishers. 

Bodie, Z., Kane, A. and Marcus A., 2005, Investments, 6th Edition, McGraw-Hill, New 
York. 

Diacogiannis, G. and Feldman, D., 2010, “The CAPM Relation for Inefficient 
Portfolios,” with G. Diacogiannis http://ssrn.com/abstract=893702 

Fama, E. F. and Macbeth, J. D., 1973, “Risk, Return, and Equilibrium - Empirical 
Tests,” Journal of Political Economy, 81, 607-636. 

Fama, E. F. and French, K. R., 1992, “The Cross-Section of Expected Stock Returns,” 
The Journal of Finance, 67, 427-465. 

Feldman, D. and Reisman, H., 2003, “Simple Construction of the Efficient Frontier,” 
European Financial Management, 9, 251-259. http://ssrn.com/abstract=291654 

Gibbons, M. R. and Ferson, W., 1985, “Testing Asset Pricing Models With Changing 
Expectations and an Unobservable Market Portfolio,” Journal of Financial Economics, 
14, 217-236. 

Green, R., 1986, “Benchmark Portfolio Inefficiency and Deviations from the Security 
Market Line,” Journal of Finance, 41, 295-312. 

Jagannathan, R. and Wang, Z., 1996, "The Conditional CAPM and the Cross-section of 
Expected Returns," Journal of Finance, 51, 3-53 



[FINS5576/4776 – Advanced Topics in Asset Pricing]   8

Kandel, S. and Stambaugh, R. F., 1995, “Portfolio Inefficiency and the Cross-section of 
Expected Returns,” The Journal of Finance, 50, 157-184. 

Lintner, J, 1965, “The Valuation of Risk Assets and the Selection of Risky Investments 
in Stock Portfolios and Capital Budgets,” Review of Economics and Statistics, 47, 13-
37. 

Markowitz, H., 1952, “Portfolio Selection,” Journal of Finance, 7, 77-91. 

Merton, R., 1972, “An Analytical Derivation of the Efficient Portfolio Frontier,” 
Journal of Financial and Quantitative Analysis, 7, 1851-1872. 

Mossin, J., 1966, “Equilibrium in a Capital Asset Market,” Econometrica, 34, 768-783. 

Roll, R., 1977, “A Critique of the Asset Pricing Theory’s Tests,” Journal of Financial 
Economics, 4, 129-176. 

Roll, R., 1980, “Orthogonal Portfolios,” Journal of Financial and Quantitative Analysis 
15, 1005-1023. 

Roll, R. and Ross, S. A., 1994, “On the Cross-sectional Relation between Expected 
Returns and Betas,” The Journal of Finance, 49, 101-121. 

Shanken, J., 1987, "Multivariate Proxies and Asset Pricing Relations:  Living with the Roll 
Critique," Journal of Financial Economics, 18, 91-110. 

Sharpe, W., 1963, “A Simplified Model for Portfolio Analysis,” Management Science, 
9, 277-293. 

Sharpe, W. F., 1964, “Capital Asset Prices: A Theory of Market Equilibrium Under 
Conditions of Risk,” Journal of Finance, 19, 425-442. 

Ukhov, A., 2005, “Expanding the Frontier One Asset at a Time,” Working Paper, 
Indiana University. 
 
 
7. COURSE EVALUATION AND DEVELOPMENT 
 
Each year feedback is sought from students about the courses offered in the School and 
continual improvements are made based on this feedback. In this course, we will seek your 
feedback through communication with the instructors and the CATEI process. 
 
 
8. STUDENT RESPONSIBILITIES AND CONDUCT 
 
Students are expected to be familiar with and adhere to university policies in relation to class 
attendance and general conduct and behaviour, including maintaining a safe, respectful 
environment; and to understand their obligations in relation to workload, assessment and 
keeping informed.  
 
Information and policies on these topics can be found in the ‘A-Z Student Guide’: 
https://my.unsw.edu.au/student/atoz/ABC.html. See, especially, information on ‘Attendance and 
Absence’, ‘Academic Misconduct’, ‘Assessment Information’, ‘Examinations’, ‘Special 
Consideration’, ‘Student Responsibilities’, ‘Workload’ and policies such as ‘Occupational Health 
and Safety’. 
 
8.1  Workload 
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It is expected that you will spend at least ten hours per week studying this course. This time 
should be made up of reading, research, working on exercises and problems, and attending 
classes. In periods where you need to complete assignments or prepare for examinations, the 
workload may be greater. 

Over-commitment has been a cause of failure for many students. You should take the required 
workload into account when planning how to balance study with employment and other 
activities.  
 
8.2  Attendance 

Your regular and punctual attendance at all lectures and seminars is required and essential in 
this course. University regulations indicate that if students attend less than eighty per cent of 
scheduled classes they may be refused final assessment.  
 
8.3  Special Consideration and Supplementary Examinations 

You must submit all assignments and attend all examinations scheduled for your course. You 
should seek assistance early if you suffer illness or misadventure which affects your course 
progress. 

General Information on Special Consideration: 
1. For assessments worth 20% or more, all applications for special consideration must go 

through UNSW Student Central 
(https://my.unsw.edu.au/student/academiclife/StudentCentralKensington.html) and be 
lodged within 3 working days of the assessment to which it refers; 

2. Applications will not be accepted by teaching staff, but you should notify the lecture-in-
charge when you make an application for special consideration through UNSW Student 
Central; 

3. Applying for special consideration does not automatically mean that you will be granted a 
supplementary exam; 

4. Special consideration requests do not allow lecturers-in-charge to award students 
additional marks. 

ASB-policy for UNDERGRADUATE COURSES ONLY. 

Information for ASB Undergraduate Courses: 
ASB Policy on requests for Special Consideration for Final Exams: 
The policy of the School of Banking and Finance is that the lecturer-in-charge will need to be 
satisfied on each of the following before supporting a request for special consideration: 
1. Does the medical certificate contain all relevant information? For a medical certificate to be 

accepted, the degree of illness, and impact on the student, must be stated by the medical 
practitioner (severe, moderate, mild). A certificate without this will not be valid. 

2. Has the student performed satisfactorily in the other assessment items? Satisfactory 
performance would require at least 50% in each assessment item specified in the Course 
Outline and meeting the obligation to have attended 80% of tutorials. 

3. Does the student have a history of previous applications for special consideration? A history 
of previous applications may preclude a student from being granted special consideration. 

Special Consideration and the Final Exam: 
Applications for special consideration in relation to the final exam are considered by an ASB 
Faculty panel to which lecturers-in-charge provide their recommendations for each request. If 
the Faculty panel grants a special consideration request, this will entitle the student to sit a 
supplementary examination. No other form of consideration will be granted. The following 
procedures will apply: 
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1. Supplementary exams will be scheduled centrally and will be held approximately two weeks 
after the formal examination period. The dates for ASB supplementary exams for session 1, 
2011 are 13 July, 2011. 
If a student lodges a special consideration for the final exam, they are stating they will be 
available on the above dates. Supplementary exams will not be held at any other time. 

2. Where a student is granted a supplementary examination as a result of a request for special 
consideration, the student’s original exam (if completed) will be ignored and only the mark 
achieved in the supplementary examination will count towards the final grade. Failure to 
attend the supplementary exam will not entitle the student to have the original exam paper 
marked and may result in a zero mark for the final exam. 

If you are too ill to perform reasonably on the final exam, do not attend the final and apply for a 
supplementary instead. However granting of a supplementary exam in such cases is not 
automatic. If a student attends the regular final, s/he is unlikely to be granted a supplementary 
exam. 

The ASB’s Special Consideration and Supplementary Examination Policy and Procedures for 
Final Exams for Undergraduate Courses is available at: 
http://www.asb.unsw.edu.au/currentstudents/resources/forms/Documents/supplementaryexamp
rocedures.pdf. 

 
8.4  General Conduct and Behaviour 

You are expected to conduct yourself with consideration and respect for the needs of your 
fellow students and teaching staff.  Conduct which unduly disrupts or interferes with a class, 
such as ringing or talking on mobile phones, is not acceptable and students may be asked to 
leave the class. More information on student conduct is available at: 
https://my.unsw.edu.au/student/atoz/BehaviourOfStudents.html 
 
 
8.5  Occupational Health and Safety 

UNSW Policy requires each person to work safely and responsibly, in order to avoid personal 
injury and to protect the safety of others. For more information, see 
https://my.unsw.edu.au/student/atoz/OccupationalHealth.html. 
 
 
8.6  Keeping Informed 
 
You should take note of all announcements made in lectures, tutorials or on the course web 
site.  From time to time, the University will send important announcements to your university e-
mail address without providing you with a paper copy.  You will be deemed to have received 
this information. It is also your responsibility to keep the University informed of all changes to 
your contact details. 
 

 
9. ADDITIONAL STUDENT RESOURCES AND SUPPORT  
The University and the ASB provide a wide range of support services for students, including: 

 ASB Education Development Unit  (EDU) (www.business.unsw.edu.au/edu) 
Academic writing, study skills and maths support specifically for ASB students. Services 
include workshops, online and printed resources, and individual consultations. EDU Office: 
Room GO7, Ground Floor, ASB Building (opposite Student Centre); Ph: 9385 5584; Email: 
edu@unsw.edu.au 

 Capturing the Student Voice:  An ASB website enabling students to comment on any 
aspect of their learning experience in the ASB. To find out more, go to the Current 
Students/Resources/Student Feedback page here. 
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 Blackboard eLearning Support: For online help using Blackboard, follow the links from 
 www.elearning.unsw.edu.au to UNSW Blackboard Support / Support for Students. For 
technical support, email: itservicecentre@unsw.edu.au; ph: 9385 1333 

 UNSW Learning Centre (www.lc.unsw.edu.au ) 
Academic skills support services, including workshops and resources, for all UNSW 
students.  See website for details. 

 Library training and search support services:  
http://info.library.unsw.edu.au/web/services/services.html  

 UNSW IT Service Desk: Technical support  for problems logging in to websites, 
downloading documents etc. Library, Level 2;  Ph: 9385 1333. 
 Website:  www.its.unsw.edu.au/support/support_home.html 

 UNSW Counselling Service  (http://www.counselling.unsw.edu.au) 
Free, confidential service for problems of a personal or academic nature; and workshops on 
study issues such as ‘Coping With Stress’ and ‘Procrastination’.  
Office:  Level 2, Quadrangle East Wing ;  Ph: 9385 5418 

 Student Equity & Disabilities Unit  (http://www.studentequity.unsw.edu.au) Advice 
regarding equity and diversity issues, and support for students who have a disability or 
disadvantage that interferes with their learning.  Office: Ground Floor, John Goodsell 
Building; Ph: 9385 4734. 

 
10. COURSE SCHEDULE 

First Half 
 

Lctre Topic Readings 

1 

Asset Pricing Intelligence; What is Finance? 
Introduction to Capital Markets; The Two period 

Model: Consumption, Production, Capital Markets, 
Investments; Separation; 

Utility Theory; Historical Returns; Security Indices 

 

CW1 

 

CW3; HL1 

2 
Utility Theory; Historical Returns; Security Indices 

Portfolio Theory 

CW3; HL1 

CW5; HL3 

3 
Portfolio Theory 

CAPM; APT 

CW5; HL3 

CW6; HL4 

4 

CAPM; APT 

 

Simple Construction of the Efficient Frontier 

The CAPM Relation for Inefficient Portfolios 

 

The Term Structure of Interest Rates 

CW6; HL4 

 

Roll (77); Roll & Ross (94); 
Kandel Stambaugh (95); 

Jagannathan & Wang (1996); 
Feldman & Reisman (03); 

Diacogiannis & Feldman (10);

CW8 

5 
Simple Construction of the Efficient Frontier 

The CAPM Relation for Inefficient Portfolios 

Roll (77); Roll & Ross (94); 
Kandel Stambaugh (95); 

Jagannathan & Wang (1996); 
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The Term Structure of Interest Rates 

 

Informational Efficiency; Portfolio performance; 
Asymmetric Information; State Preference Theory 

Feldman & Reisman (03); 
Diacogiannis & Feldman (10); 

CW8 

CW10; CW12; CW4 

6 Exam Good Luck 

 
 
Second Half 

Lecture 7:  Introduction to Market Microstructure 
 Asset pricing, asymmetric information, liquidity/transaction 

costs 
 Institutional background of major world markets 
 Research issues in microstructure 
  

Ananth Madhavan, “Market Microstrcuture: A Survey, Journal of Financial Markets, 
2000, 205-58.” 
 
de Jong and Rindi, The Microstructure of Financial Markets, Chap. 1. 
 
Optional Readings: 

Harris, Chapters 2, 4, 5. 

Hasbrouck, Chaps. 1, 2, and 3. 

Madahavan, A., 2002, “Market Microstructure: A Practitioner’s Guide,” Financial 
Analyst Journal, September/October. http://info.library.unsw.edu.au/cgi-
bin/local/access/access.cgi?url=http://search.ebscohost.com/direct.asp?db=buh&jn=FAJ
&scope=site 

 
Lecture 8: Trading and Price Discovery I 

 Price and information 
 Strategic trading and noise trading 
 Trading mechanisms 
  

De Jong and Rindi, The Microstructure of Financial Markets, Chap. 2. 
 
Huang, R., and H. Stoll, 1997, “The Components of the Bid-Ask Spread: A General 
Approach,” Review of Financial Studies, 10, 995-1034. 
http://www.library.unsw.edu.au/cgi-
bin/Data/db.cgi?db=fulltexttest&uid=default&view_records=1&url=http://www.oxfordj
ournals.org/content?genre=journal&issn=0893-9454&Address=http://www.oxfordjou 

 
Optional Readings: 

Harris, Chapters 14, 19. 
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Hasbrouck, Chaps. 4,5,6, and 7. 

Van Ness, B., R. Van Ness, and R. S. Warr, 2001, “How well do adverse selection 
components measure adverse selection?” Financial Management p5.   

 
Lecture 9: Kyle Model and Impact of Costly Signals, 
 
de Jong and Rindi, The Microstructure of Financial Markets, Chap. 3. 
 
Michael J. Aitken, Alex Frino, Michael S. McCorry, Peter L Swan, 1998, Short sales 
are almost instantaneously bad news: Evidence from the Australian stock exchange, 
Journal of Finance, 53, 2205-24. 

Optional readings: 

Douglas W. Diamond and Robert E. Verrecchia, 1987, Constraints On Short-Selling 
And Asset Price Adjustment To Private Information, Journal of Financial Economics 
18, 277-311. North-Holland. 
http://www.sciencedirect.com.wwwproxy0.nun.unsw.edu.au/science?_ob=MImg&_ima
gekey=B6VBX-458WNDD-11-
1&_cdi=5938&_user=37161&_orig=search&_coverDate=06%2F30%2F1987&_sk=99
9819997&view=c&wchp=dGLzVlz-
zSkzV&md5=e51b37434c1609fecec9958f50cf634e&ie=/sdarticle.pdf 

Harris, Chapters  10, 29. 

Hasbrouck Chap 7. 

Barclay, M., and J. Warner, 1993, “Stealth Trading and Volatility: which trades move 
prices,” Journal of Financial Economics 34, 281-305. 

Chakravarty, S, 2001, “Stealth-trading: Which traders’ trades move stock prices?” 
Journal of Financial Economics, 61, p289. 

 
Lecture 10:  Broker-Dealers and Upstairs Markets 
 
de Jong and Rindi, The Microstructure of Financial Markets, Chap. 4. 
 
Aitken, Michael J; Garvey, Gerald T; Swan, Peter L, 1995, How brokers facilitate trade 
for long-term clients in competitive securities markets, The Journal of Business; Jan 
1995; 68, 1-33. http://www.library.unsw.edu.au/cgi-
bin/Data/db.cgi?db=fulltexttest&uid=default&view_records=1&url=http://gateway.proq
uest.com/openurl?res_id=xri:pqd&req_dat=xri:pqil:pq_clntid=&date=1995&rft_val_fm
t=ori:fmt:kev:mtx:journal&issn=0021-9398&ctx_ver=Z39.88-
2003&genre=article&Address=http://gateway.proqu 

Optional reading: 

Harris, Chap. 7, 13, 26 
 
Lecture 11: Empirical Models and Impact of Market Design-Broker Identity and 

Minimum Tick and Global Patterns  
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de Jong and Rindi, The Microstructure of Financial Markets, Chap. 6 and Chap. 10. 
 
Peter L. Swan and P. Joakim Westerholm, Market Architecture and Global Exchange 
Efficiency: One Design Need Not Fit All Stock Sizes, Working Paper, ASB UNSW, 
2006. 

Optional readings: 

Fishman, Michael J. and Hagerty, Kathleen M. 1995. The Mandatory Disclosure of 
Trades and Market Liquidity. Review of Financial Studies, 8 (3): 637-676. 

http://links.jstor.org/sici?sici=0893-
9454%28199523%298%3A3%3C637%3ATMDOTA%3E2.0.CO%3B2-0 
Harris, Chapters 11, 12, 20. 

Hasbrouck, Chap. 13, 14, 15.   

 
Lecture 12: Microstructure and Asset Pricing 

 Liquidity and returns 
 Commonality in liquidity 
 Private information versus public information 

 
de Jong and Rindi, The Microstructure of Financial Markets, Chap. 7. 

André Levy and Peter L. Swan, 2008, The Liquidity Component of the Equity 
Premium, Working Paper, ASB, UNSW. 

Optional readings: 

Harris, Chapters 21, 22.   

Amihud, Y., and H. Mendleson, 1986, “Asset Pricing and the Bid-Ask Spread,” Journal 
of Financial Economics 17, 223-249.  

Tarun Chordia, Richard Roll Avanidhar Subrahmanyam, 2008, Liquidity and market 
efficiency, Journal of Financial Economics 87, 249–268. 

Easley, D., S. Hvidkjaer, and M. O’Hara, 2002, “Is Information Risk a Determinant of 
Asset Returns?” Journal of Finance, 57, p2185.  

Easley, David. and Maureen O’Hara, 2004, Information and the Cost of Capital, 
Journal of Finance 64, 1552-1583. 

Chordia, Tarun, Richard Roll, and Avanidhar Subrahmanyam, 2000, “Commonality in 
liquidity,” Journal of Financial Economics 56, 3-28. 
http://www.sciencedirect.com.wwwproxy0.nun.unsw.edu.au/science?_ob=MImg&_ima
gekey=B6VBX-3YYDJFF-1-
1C&_cdi=5938&_user=37161&_orig=search&_coverDate=04%2F30%2F2000&_sk=9
99439998&view=c&wchp=dGLzVzz-
zSkWA&md5=108f2980a594d4f059cd1a0809208c37&ie=/sdarticle.pdf 

Brennan, M. J. and A. Subrahmanyam, 1996, “Market Microstructure and Asset 
Pricing: On the Compensation for Illiquidity in Stock Returns,” Journal of Financial 
Economics 41, 441-464. 


