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Summary

In this course, we consider applications of econometric techniques to the analysis of financial markets, with a special emphasis on the interaction between economic theories, econometric techniques, and empirical results. In the first part of the course, we discuss empirical tests of market efficiency. We start with the analysis of the predictability of asset returns and the speed of stock price adjustment in response to company news announcements. Then, we study the possible applications and validity of the CAPM and multi-factor asset pricing models, with particular attention to the return anomalies (e.g., the size and book-to-market effects). The second part of the course is devoted to the evaluation of portfolio performance of financial intermediaries (e.g., mutual funds) and studies of investor behavior (related to the behavioral finance models). In particular, we analyze performance persistence, impact of the survivorship bias, dynamic strategies, and gaming behavior in the mutual fund industry. In the final part of the course, we discuss the empirical studies of investor behavior. 

Investment Theory is a prerequisite for this course.
Course materials 
[1] is the main textbook for the course. [2] covers a narrower range of topics on a more advanced (PhD) level. [3] and [4] are basic readings on the tests of market efficiency. [5] is a good source on the basics of performance evaluation. Chapter 3 of [6] provides an excellent survey of the main concepts discussed in the course. The required articles will be distributed in the reader; other supplementary materials will be made available at the website of the course http://www.nes.ru/~agoriaev/EmpFM.htm.

1. Campbell, John W., Lo, Andrew W., and A. Craig MacKinlay, Princeton University Press, The Econometrics of Financial Markets.

2. Cochrane, John, Princeton University Press, Asset Pricing.

3. Copeland, Thomas E., and J. Fred Weston, Addison Wesley, 1992, Financial Theory and Corporate Policy (third edition).

4. Cuthbertson, Keith, John Wiley & Sons, 1996, Quantitative Financial Economics.

5. Haugen, Robert A., Prentice Hall, 2001, Modern Investment Theory (fifth edition).

6. Megginson, William L., Addison & Wiley, 2001, Corporate Finance Theory.

Course requirements and grading
Theoretical background, econometric methodology, and main empirical findings will be studied during the lectures. The selected articles mostly devoted to the existing evidence on Russian and other emerging markets will be discussed in more detail at the seminars. It is anticipated that students prepare these articles in advance to be ready for the discussion. Active class participation will be rewarded by adjusting the grade upwards when it is on the margin (not to mention the indirect benefits from learning the material in time).

The course grade will be based on three empirical projects exercised at home in groups of two people (40%) and a closed-book final exam (60%). The projects will be on common topics; however, each group will use their own data. The exam will be mainly based on the material covered in the class and required readings; the problems will be on the understanding of the main theoretical concepts, methodological issues, and interpretation of the empirical evidence. To receive a satisfactory grade, one should score at least 30% of the exam points.
Course outline and readings
1. Empirical tests of the predictability of asset returns at short and long horizon
Sources: [1], ch. 2; [2], ch. 20; [3], ch. 10-11; [4], ch. 5-6; [5], ch. 24-25; [6], 3.6.

2. Event studies

Sources: [1], ch. 4; [3], ch. 10-11; [6], 3.6.

3. Empirical tests of mean-variance efficiency: time-series and cross-sectional tests of CAPM, asset pricing anomalies, and choice of factors in multi-factor asset pricing models
Sources: [1], ch. 5-6; [2], ch. 12, 20; [3], ch. 7; [4], ch. 3; [5], ch. 9-10; [6], 3.4-3.5.

4. Performance evaluation: mean-variance spanning, return-based vs portfolio-based and unconditional vs conditional approaches to mutual fund performance evaluation
Sources: [5], ch. 11-12; [6], 3.6.4.
5. Studies of investor behavior: overconfidence, trading rules, and herding
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