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1. Asset Pricing and Behavioral Finance
2. Puzzles and Anomalies

3. Risk-Based Asset Pricing Model




4. Investor Psychology
5. Behavioral Asset Pricing Model
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1. Differences between a Research Papers and a Term Paper
2. Case Research
3. Questions: As part of the review process, each referee must answer the following
guestions:
(1) Is the article of interest to any group ?
(2) Does the article contain sufficiently interesting information or ideas ?
(3) Did the author clearly state the objectives of the articles ?
(4) Can this article be understood ?
(5) Were the mathematics easy to follow ?
(6) Were all the formulae verified ?
(7) Was the article corrected for grammar and spelling ?
(8) Were all references checked and verified ?
4. Guidelines for making a decision
5. Agenda
(1) Introduction
(2) The Model
(3) The Optimal Portfolio
(4) Numerical Illustration
(5) Conclusion
X EBPBHEEFHFTEFILE SR
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(1) Methodologies are cumulative



(2) Entry Barrier
(3) Calculation is the most important task
(4) Research may be proprietary or commercialized
2. L RAES
(1) Interest Rate : bond and interest rate related derivatives
(2) Major tasks : zero curve fitting, fitting term-structure models to the data, model
estimation, calibration, pricing
@) A& &
() F3+
(5) whiz > a
(6) = 5
(7) R *% £ * & : From Market Risk to Credit Risk
3. Credit Risk Research =& ¢
(1) #°3+¥ % & Black-Schloes type 7 Interest Rate & %43 32
(2 FHEEIT LR DT AERRAE T AL RS -
(3) & * Tailor made &% &
(4) Imbedded option (delivery option) is significant -
(5) &f-3lenddkfi ¥ * 3 calibration -
6) FLHUFE 2P RMEMIFIENE ERER -
(7) L+ %7 RLE* FHF -
4. Credit Risk Research %]
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(2) § &+ L OTC 2 %
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5. How to become Innovative and Productive

(1) Idea generating
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(2) Implementation
(3) Team work (1+1>2)
(4) Apply MPT to academic work
¥ L AP MBRRGENKD 2%
SLEI =T
1LBBTERERFAY * v
(1) Corporate diversification and shareholder value.
(2) Ownership structure, corporate governance, and firm value.
(3) Long-run performance of corporate events.
(4) Corporate financing.
(5) IPO activity.
(6) Dividends versus share repurchases.
(7) Interactions between financial markets and product markets.
2] A Mg B
(1) Need to be focused.
(2) Need to have significant contributions.
(3) Need to be innovative.
(4) Need to be interesting.
(5) Better to deal with hot issues.
(6) Better to have real cases/examples.
3L RSV
(1) Financial mathematics.
(2) Financial econometrics.
(3) Computer programming
A4S FTHREAES
(1) TEJ.
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(2) Compustat.

(3) CRSP.

(4) SDC.

(5) Wall Street Journal, Lexis/Nexis, Dow Jones News Retrieval Service.
(6) IBES.

(7) Datastream, Worldscope, Global Vantage.

(8) Data Disclosure.

(9) Value Line Investment Survey

S MK FR:
(1) Target at good journals.
(2) Choose right journals.
(3) If possible, work with senior researchers.
(4) Write a good paper.
(5) Ask professional editors to polish your papers before submission.
(6) Try to present your work at well-known international conferences before
submitting it to a journal.
(7) Don’t lose confidence if your work is unfortunately rejected.
(<)% 3

1. What is Market Microstructure?

MW

X FF

(1) Market microstructure studies the process by which investors’ latent demands
are ultimately translated into prices and volume. (Madhavan (2000))

(2) Survey papers: Cohen, Maier, Schwartz and Whitcomb (1986), O’Hara (1995),
Keim and Madhavan (1998), Harris (1999), Coughenour and Shastri (1999),
and Madhavan(2000).

2. Market Microstructure Effects
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(1) Trading friction
(2) Private information
(3) Alternative trading structures

3. The Theoretical Models of Market Microstructure
(1) Price Formation
(2) Market structure and design
4. Applications to Other Areas of Finance
(1) Asset pricing: liquidity and expected return
(2) Corporate Finance: Ex.: pricing of IPO
FXFAIFEART
()% FR*fe
1. Efficient markets : Fama (1976, 1991, 1998): EMH I, 11, 111.

(1) Weak form: tests of predictability

(2) Semi-strong form: event studies; tests of public information.
(3) Strong form: tests of private information; mutual fund performance
evaluation.
2. Competing views

(1) Fama (1998): EMH I11.

(2) Lo and MacKinlay (1999): existence of predictability: lubricants for the gear of
capital markets (capitalism).
(3) Behavioral view: DHS (1998), etc.
3. Time-series Predictability

(1) Equity-premium puzzle
(2) Short and long term predictability
(3) Excess volatility and volume

(4) Effectiveness of technical analysis?
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4. Short and long term predictability
(1) Rational explanation
(2) Behavioral explanation
5. Cross-sectional Predictability : Size and value premium
6.4 7 2 2% B~ : Dimensions
(1) Cross-sectional, time series, or combined of the two: trading strategies
(2) Country-specific or international?
(3) Behavioral or rational?
(4) Improvement with new econometric techniques that may provide “new
insights.”
(5) New explanations based on behavioral arguments.
1AL 3 EE Y
(1) Theoretical foundations: Finance and Econometrics
(2) Programming: choices of one or two sets of econometric software.
8. & FTHEE :
(1) Domestic database : TEJ/Aremos
(2) International : CRSP/Compustat ; PACAP ; Datastream
(3) Web Cite in Ohio State University : http://fisher.osu.edu/fin/journal/jofsites.htm
9.The “Process”
(1) Ideas: specify the “contribution” and linkage to the literature
(2) Writing: editing good, etc.
(3) Submission: no news is good news.
(4) Revision: The really beginning of the process.
(5) Rejection? What’s next.
a. Seemingly rejected (e.g., my JFR paper).
b. Good comments? Worthwhile to revise?
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c. FromAtoZ.
d. “Mental adjustment”
(=) FapkiF
1. Garch models : a generalization of Arch models
2. Similar properties to Arch
3. Asymmetric volatility models
4. Portfolio selection : Theory
5. Portfolio selection : a real case
6. Portfolio selection : empirical evidence
7. Portfolio selection : food for thought
8. Asset pricing theory : CAPM
9. The CAPM : empirical evidence
10. Asset pricing theory : APT
11. The APT : empirical evidence
12. Future hedging : Theory
13. Future hedging : empirical evidence
14. Options pricing : Theory
15. Options pricing : empirical evidence
16. Summary
R e e
(- )& &g % 7
1. Brief Review of Binomial Trees
(1) The main idea of binomial option pricing theory is pricing by arbitrage. If one can
formulate a portfolio to replicate the payoff of an option, then the option price
should equal to the price of the replicating portfolio if the market has no arbitrage
opportunity.
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(2) Binomial model is a complete market model, i.e. options can be replicated using
stock and risk-free bond (two states next period, two assets).
On the other hand, trinomial model is not a complete market model.
2. Risk-Neutral Valuation
3. Irrelevance of Stock’s Expected Return
4. Tree Parameters for a Nondividend Paying Stock
5. The Complete Tree
6. Trees and Dividend Yields
7. Binomial Tree for Dividend Paying Stock
8. Alternative Binomial Tree
9. Binomial models for exotic options
10. Path Dependence: The Traditional View
11. Part of Tree to Calculate Value of an Option on the Arithmetic Average
12. A More Efficient Approach for Lookbacks
13. Using Trees with Barriers
14. Complex Barrier Options
15. Binomial models for other processes
16. Option Pricing for the Transformed-Binomial Class
(= )R ik FF
1. Models :
(1) A Black-Scholes Model
(2) A Jump Diffusion Model
(3) A Markov Jump Diffusion Model
2. Empirical Performance
(1) Leptokurtic Feature
(2) Volatility Smile

-16 -



(3) Volatility Clustering
(4) Long Memory
3. Equilibrium for Markov Jump Diffusion Models

4. Option Pricing

(1) Markov Modulated Poisson Processes
(2) European Call and Put Option

5. Numerical result

6. Future Research
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