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1. Staff Contact Details 
 
Coordinator:  Russell Jame 
Office:   Room 317, ASB Building 
Telephone:  9385-4278 
E-mail:  r.jame@unsw.edu.au 
Consultation time:  Wednesday 3:30-5:00 pm or by appointment 
 
The preferred communication with the course coordinator is via email. 
 
 
2. Course Details 
 
2.1 Teaching Times and Locations 
 
Wednesday 6:00 – 9:00 pm; Hut D10 Room G01 (K-D10-G01) 
 
2.2 Units of Credit 
 
This course has six units of credit and three contact hours per week.  
 
2.3 Summary of Course 
 
This course is one the two main offerings for the funds management specialisation in 
the MCOM program.  This course develops both theoretical and practical knowledge in 
the area of funds management focusing on advanced techniques in asset management 
and evaluation of investment performance.  
 
2.4 Course Aims and Relationship to Other Courses 
 
This course is one the two main offerings for the funds management specialisation in 
the MCOM program. 
 
This course builds off the material covered in introductory investment and portfolio 
selection (FINS 5513). Students should only undertake this course after have taken 
FINS 5513 or a similar investments course. Students are also expected to have some 
familiarity with derivatives (e.g. FINS 5535). An understanding of modern investments 
also requires a fair amount of analytical skill. For example, students should have basic 
mathematical ability in dealing with algebraic manipulation and some familiarity with 
calculus, statistics, and regression analysis. Lastly, the participants should be familiar 
with Excel since many assignments will require the use of Excel.   
 
Successful portfolio management requires the development of a broad array of 
quantitative and qualitative skills, involving an analysis of both the investment 
instruments available in the capital market and the objectives and constraints of the 
ultimate investor.  The purpose of this course is to acquaint the student with 
conventional and state-of-the-art tools currently employed in the asset management 
industry.  In this sense, the class has similar objectives to FINS 5517 (Applied Portfolio 
Management) and there may be some overlap in the subject material. However, this 
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class will generally move quickly through common material (e.g. portfolio 
optimization) and advance to additional topics not covered in FINS 5517 (e.g. time 
diversification and international diversification). Students may find it helpful to take 
FINS 5517 concurrently (or prior to) this course. 
 
2.5 Student Learning Outcomes 
 
By the end of this course students will have a working knowledge of:  
a. Hedging interest rate risk of a fixed income portfolio 
b. Estimating the default risk of corporate bonds.  
c. The factors that affect the cross-section of stock returns and whether such                                        

factors are due to risk or behavioural biases. 
d. Building a stock selection model to identify mispriced stocks 
e. Developing an optimal portfolio based on a stock selection model 
f. The investment styles of mutual funds and hedge funds. 
g. The relationship between hedge funds and systemic risk and its implications for the 

future of the hedge fund industry.  
h. The relationship between asset allocation and investment horizon.  
i. Hedging currency risk in international portfolios. 
 
 
3. Learning and Teaching activities 
 
3.1 Approach to Learning and Teaching in the Course 
 
This course consists of weekly three hour sessions. These sessions will have three 
major components: 
 

1) Review of Practice Problems – After each class I will provide homework (HW) 
questions that reinforce some of the main points covered in the class lecture. 
The HW questions will not be collected and graded. Instead, select problems 
will be solved in class with the students’ input. To fully benefit from this 
review, it is important to work on the HW questions before class. 
 

2) Seminar Readings – Some weeks, a portion of the class will be structured as a 
seminar. There are five seminars in total, and each seminar will be led by a 
group of 3 to 4 students. The leading group will spend 20-30 minutes 
summarizing the seminar reading and offering their own critical comments and 
opinions of the author’s arguments. In addition, the leading group should 
conclude with at least 3 questions for further discussion. These questions will be 
the starting point for an interactive discussion on the seminar topic. It is an 
important that all students (not just those leading the seminar) read the seminar 
papers before class so they can actively participate in the class discussion. 

 
3) Lecture – Much of the course material will be covered through a traditional 

lecture. The lectures are taken from a variety of text books and journal articles. 
The syllabus outlines references for each week’s lecture. Students may find it 
helpful to review these lecture references either before or after the lecture. I will 
present most of the lectures via power point slides. These slides will be 
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available on blackboard prior to the class and students should print out and 
bring these slides to class. The power point slides will typically not include 
answers to practice problems that are presented during the course of the lecture. 
Instead, practice problems will be done in class and with the student feedback. 
This is done to encourage a more interactive class and also allows me to better 
assess whether I need to further review the material. Students are encouraged to 
ask questions as the lecture proceeds. This is a natural way to provide 
continuous feedback in the learning process.  

 
There are also two group assignments. The first assignment will be on “Credit Risk 
Modelling and Equity Return Prediction” which will be due for submission during the 
first class meeting after the mid-semester recess on May 4, 2011. The second 
assignment will be on “Designing an Optimal Equity Portfolio’ and is due the last week 
of class, on May 25, 2011. Students will also be required to make a 15-20 minute class 
presentation of their project results during the last class session. A handout with details 
of the project and the required basic data for both projects will be handed out in class.   
 
 
4. Assessment 
 
4.1 Formal Requirements 
 
To pass this course you must:  
 .. Achieve a composite mark of at least 50, and,  
.. Make a satisfactory attempt at all assessment tasks.  
 
4.2 Assessment Details 
 
There are five components of the assessment process in this course. The components 
have been designed to make the students feel and become confident about solving 
problems in real life situations e.g. in the funds management industry.  
 
The seminar presentation component will evaluate the quality of the group’s seminar 
presentation, and the class participation component will measure the contribution of the 
individual student to class discussions.  
 
The mid-session exam will consist of two types of questions: problem solving questions 
and conceptual questions. The midterm questions will be similar to the weekly 
homework questions. The midterm will include all material covered in the first 6 
weeks.  
 
The group project component reinforces the student learning outcome items in a much 
larger context since this is carried out over several weeks. The assignments will help 
develop the students’ own ability to deal with large volume of information and make 
sensible decision to solve a practical problem. 
  
The final examination component will cover the material covered during the entire 
semester.  
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As part of the formal feedback, the mid-session test questions will be discussed in the 
class in the week following the test. Of course, the student will also receive regular 
feedback during the class.  
 
 
4.3 Assessment Format 
 
Assignments and seminar presentations will be done in groups with three or four 
students in each. 
 
Assessment 
Task 

Weighting Learning Outcomes assessed 

Class 
Participation 
and Seminar 
Presentation 

  10% Each group will be responsible for leading a seminar 
presentation. All individuals are also expected to contribute 
to seminar discussions and actively participate in lectures. 
Group & Individual task. 

Mid-term 
Assignment 

15% Development of a credit risk model. Group task. 
Due Week 9 ( May 4th ) in class 

Mid-term Exam 20% Assess the understanding of the material covered in weeks 
1-6. 
In Class – Week 8 (April 20) 

End of Term  
Assignment 

20% Building a stock selection model using default risk measures 
developed earlier and other variables provided. Develop an 
optimal portfolio based on these stock selection measures. 
Present project in class. 
 Due Week 12  (May 25) in class. Group task. 

Final Exam 35% Assess the understanding of the material covered in weeks 
1-12 
UNSW Final Exam Schedule 

 
 
 
4.4 Late Submission 
 
Late submission of assignment will result in a loss of 10% of the assignment grade for 
each day it is late.   
 
 
5. Academic Honesty and Plagiarism 
 
The University regards plagiarism as a form of academic misconduct, and has very 
strict rules regarding plagiarism. For UNSW’s 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 tutorial for all new UNSW students: 
http://info.library.unsw.edu.au/skills/tutorials/InfoSkills/index.htm. 
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6. Course Resources 
 
Books and References  
 
There is no fixed textbook requirement for this course. However, much of the course 
relies on materials from ‘Investment Science’ by David Luenberger: 
 
Luenberger, D. G. (1997), Investment Science, Oxford University Press. (DL)  
 
The book it not required reading, but it may be a useful reference for students who find 
the class notes unclear. Copies of the book are available for purchase at the UNSW 
Book Store. Students may also borrow the book from the UNSW Library. 
 
All other relevant material including: lecture notes, homework questions, reference 
readings, and seminar readings will be available on blackboard.  
 
Additional notes, exercises and other relevant material may be distributed in class or 
made available via blackboard for enrolled students.  
 
 
7. Course Evaluation and Development 
 
UNSW's Course and Teaching Evaluation and Improvement (CATEI) Process 
(http://www.ltu.unsw.edu.au/ref4-5-1_catei_process.cfm) is one of the ways in which 
student evaluative feedback is gathered. Significant changes to courses and programs 
within the School are communicated to subsequent cohorts of students.  
 
In this course the students will be asked to complete this feedback process in week 12 
during the lecture hour.  
 
 
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 
 
The topic of investments involves a blend of economics, mathematics, and statistics. 
This combination makes the topic both interesting and challenging. To master these 
tools you must spend time outside of class practicing and studying. I expect that the 
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average student will devote roughly ten hours per week to this this course. This time 
should be made up of reading, working on exercises and problems, reviewing class 
notes, working on group projects, and attending classes. In periods where you need to 
complete assignments or prepare for examinations, the workload may be greater. I urge 
students to review lectures and practice homework problems weekly so that you do not 
fall behind. The class moves at a fast pace and it will be difficult to catch up. 
 
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 lectures and seminars is expected 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. For advice on UNSW policies and procedures for granting 
special consideration and supplementary exams, see:  
 
‘UNSW Policy and Process for Special Consideration’: 
https://my.unsw.edu.au/student/atoz/SpecialConsideration.html 
 
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: 
www.my.unsw.edu.au 
 
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. 
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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 
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  
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 
 
This schedule is tentative and may be modified.  Should the schedule change, I will 
notify students in class of all changes and will post a revised syllabus on Blackboard.  
 
Week 1 – Wednesday March 2nd 

- Review of Syllabus 
- Lecture: Bond Pricing and Price Yield Sensitivity 

o Lecture Reference:  
 Luenberger, Ch. 3 

Week 2 – Wednesday March 9th 

- Review of HW Questions 
- Lecture: Term Structure of Interest Rates 

o Lecture References:  
 Luenberger, Ch. 4 
 Liability Driven Investment Strategies for Pension Funds – 

Roman Von Ah. 
- Seminar: Model Risk and the Psychology of Investing (Group 1 Presents) 

o Seminar Reading: 
 Model Risk (Derman) 
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 Aspects of Investor Pyschology  (Kahneman and Riepe) 

Week 3 – Wednesday March 16th 
- Review of HW Questions 
- Lecture: Default Risk 

o Lecture References:  
 Hull, Ch. 26 
 Quantifying Credit Risk 1: Default Prediction (Kealhofer) 
 Estimating Default Probabilities (Altman) 

Week 4 – Wednesday March 23rd 

- Review of HW Questions and Discussion of Part 1 of Project 
- Lecture: Default Risk Continued 

o Lecture References:  
 Logistic Regression Notes 

- Seminar: Market Efficiency (Group 2 Presents) 
o Seminar Reading: 

 The Efficient Market Hypothesis and Its Critics (Malkiel) 
 From Efficient Market Theory to Behavioural Finance 

(Schiller) 

Week 5 – Wednesday March 30th 

Lecture: Mean-Variance Portfolio Theory 
o Lecture References:  

 Luenberger Ch 9.1-9.3 and Ch. 6 
 Mean-Variance vs. Mean-CVaR (Xiong and Idzorek) 

Week 6 –Wednesday April 6th 

- Review of HW Questions  
- Lecture: The Capital Asset Pricing Model and Other Risk Models 

o Lecture References:  
 Luenberger  Ch. 7 
 The CAPM: Theory and Evidence (Fama and French) 

- Seminar: What Drives the Value Premium? (Group 3 Presents) 
o Seminar Reading: 

 Contrarian Invesment, Extrapolation, and Risk ( Lakonishok, 
Shleifer, and Vishny) 

 Focus primarily on Section VI: Summary and 
Interpretation of the Findings 

 Multifactor Explanations of Asset Pricing Anomalies (Fama 
and French) 

 Focus primarily on Section VI: Interpreting the 
Results 
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Week 7– Wednesday April 13th 

- Review of HW Questions and Review for Midterm 
- Lecture: Active Management 

o Lecture Reference 
 Bodie, Marcus, Kane: Ch. 8 
 How to Use Security Analysis to Improve Portfolio Selcetion 

(Treynor and Black) 
- Discussion of Part2 of Project 

Week 8– Wednesday April 20th 

***In class midterm 
o Covers all material up to and including week 6 

Wednesday April 27th: No Class (Mid-Semester Recess) 
 
Week 9– Wednesday May 4th  
 ***Part 1 of Project Due 

- Return Midterm and Discuss Select Questions 
- Lecture: Hedge Funds 

o Lecture Reference 
 Dynamic Trading Strategies: The Case of Hedge Funds (Fund 

and Hsieh) 
 Hedge Funds and the Asian Currency Crisis (Brown and 

Goetzman) 
- Seminar 1: Long Term Capital Management (Group 4 Presents) 

o Seminar Reading: 
 Long Term Capital Management (Ch. 1 Appendix) 
 Lessons from the Collapse of LTCM (Sheriff) 

- Seminar 2: Hedge Funds, Systemic Risk, and Regulatory Oversight (Group 5 
Presents) 

o Seminar Reading: 
 Hedge Funds, Systemic Risk, and The Financial Crisis of 

2007-2008 (Testimony of Andrew Lo) 
 Hedge Funds and Systemic Risk (Ben Bernanke) 

Week 10– Wednesday May 11th 

- Lecture: Time Diversification 
o Lecture Reference 

 Beware of Dogma (Kritzman and Rich) 

 
Week 11– Wednesday May 18th  

- Review HW 
- Lecture: International Diversification 

o Lecture Reference 
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 Universal Hedging: Optimizing Currency Risk and Reward in 
Equity Portfolios (Black) 

- Lecture (Time Permitting) –  Introduction to Real Options 
o Lecture Reference 

 Luenberger, CH. 12 

Week 12– Wednesday May 25th 

  ***Part 2 of Project Due 
- Lecture: Catch-up 
- Review HW and Review for Final 
- Group Presentations of Final Projects 
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