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1. Course Description 

This course will introduce students to many of the empirical methods used in modern financial economics. The course focuses on the empirical techniques used most often in the analysis of financial markets and how they are applied to actual market data. The list of topics includes: a) statistical properties of asset returns and the efficient markets hypothesis, b) empirical tests of asset pricing models (CAPM, APT, Intertemporal CAPM, Consumption CAPM), c) tests of conditional asset pricing models, d) event studies, e) other topics time permitting.
2. Class Meetings and Format 

We will meet weekly during the second half of the semester. Each week, I will assign relevant readings. These readings will consist of statistical background readings and specific papers in empirical financial economics. You are expected to read the material before the class. The class will consist of lectures and class discussion. The course is designed to provide hands on experience with empirical methods rather than on derivation and proofs for various estimators.  Accordingly, the course will include several empirical exercises over the semester. I would encourage you to form study groups to discuss the papers and work on the assignments. 

3. Course Resources and Requirements 

The textbook for the course is The Econometrics of Financial Markets by John Campbell, Andrew Lo and Craig MacKinlay (Princeton University Press, 1997).  Another good reference is Asset Pricing by John H. Cochrane (Princeton University Press, 2001). There will also be several papers from the literature that will be assigned as well, which are listed in the outline below. You will need to have a password to use the Wharton WRDS database. You will also need some programming skills in SAS or another statistical analysis program. 

More extensive details including slides for lectures, a number of the assigned papers, data, and computer programs in SAS are available on the course website at: 

http://www.business.utah.edu/~finmll
4. Grades 

A. Final Exam (35%) 

B. Empirical Assignments (65%) 

5. Course Outline 

This course will generally follow the development in the Campbell, Lo, and Mackinlay (CLM) book.  The order of the topics to be covered are given below.  The time spent on each topic area will vary depending on how quickly we are able to cover the material.
I.  Introduction (CLM chapter 1) 
i. Prices Returns and Compounding 
a. The Distribution of Stock Returns 
ii. Effecient Markets 

II. The Predictability of Asset Returns (CLM chapter 2) 
i. The Random Walk Hypotheses 
ii. Tests of Random Walk 1 
iii. Tests of Random Walk 2 
iv. Tests of Random Walk 3 
v.  Empirical Evidence 
a. Autocorrelations 
b. Variance Ratios 
c. Size
d. Book to Market Equity 
e. Momentum
III. Capital Asset Pricing Model (CLM chapter 4) 
i.  Time Series Tests 
ii.  Cross-Sectional Tests 
iii. Introduction to Generalized Method of Moments (GMM) 

IV. Multifactor Asset Pricing Models (CLM chapter 6) 
i.   Portfolios as Factors 
ii.  Macroeconomic Variables as Factors 
iii. Empirical Results 

V. Consumption and Production Based Asset Pricing Models (CLM chapter 8) 
i.   The Stochastic Discount Factor 
ii.  Consumption Based Asset Pricing 
iii. The Equity Premium Puzzle 
a. Market Frictions 
b. More General Utility Functions 

VI. Event Study Methodology 
i.  Traditional Approaches 
ii.  Long-run Returns Measurement 

VII. Other Empirical Methodologies (Time permitting)
i. Volatility
ii. Bootstrapping 
ii. Panel Data and Endogeneity
6. Course Schedule
CLM=Campbell, Lo, and MacKinlay 
	Date
	Read
	Assignment

	Background
	CLM Chapter 1 and 
Cochrane Review

Ibbotson and  Sinquefield (1976, JB)
	Slides: Statistics Review 
Slides: Chapter 1 
Slides: Fun Facts With Returns    Slides: Asset Pricing Review
Background problem set

	Lecture 1
	Return Predictability 
CLM Chapter 2

Boudoukh, Richardson and Whitelaw (1994, RFS)
	Problem set 1 

Slides: Chapter 2 
Slides: Chapter 2 (set 2) 
Slides: Chapter 2 (set 3)

	Lecture 2
	Lo Mamaysky and Wang (2000, JF) 
Reinganum (1981, JFE)

Keim (1983, JFE)

Debondt and Thaler (1985, JF) 
Jegadeesh and Titman (1993, JF) 
Fama and French (1992, JFE)
Daniel and Titman (1997, JF)
	Problem Set 2

	Lecture 3
	CLM Chapters 5 and 6 
CLM Appendix A1 and A2
	Slides: Review of maximum likelihood estimation 
Slides: Chapter 5--Derivation of CAPM 
Slides: Chapter 5--Statistical Tests of CAPM

	Lecture 4
	Gibbons Ross and Shanken (1989, ECN) 
Fama and Macbeth (1973, JPE) 
Black Jensen and Scholes (1972) 
Fama and French (1993, JFE) 
Fama and French (1996, JF)
	Slides: Chapter 6--Multifactor Pricing Models
 
Problem set 3  

	Lecture 5
	CLM chapter 8 
Hansen and Jagannathan (1991, JPE) 
Ferson and Harvey (1992, JF) 
Jagannathan and Wang (1996, JF) 
Harvey (1989, JFE) 
Ferson et al (2000, JFM)
	Slides: GMM and the CAPM 
Slides: Chapter 8--Intertemporal Equilibrium Models 
Slides: Jaganathan and Wang (1996) 
Slides: Summaries of Asset Pricing Papers  

	Lecture  6
	CLM chapter 4
	Slides: Chapter 4--Event Studies 
Problem set 4

	Lecture 7
	Prabhala (1997, RFS) 
Barber and Lyon (1997, JFE) 
Mitchell and Stafford (2000, JB) 
Fama (2000, JFE) 
Loughran and Ritter (2000, JFE)
	Final exam TBD


