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1231.3341.04 – תורת ההשקעות וניתוח נירות ערך 
(דרישת קדם: יסודות המימון בציון 78)
סמסטר ב' – תשע"ה

שם המרצה:
פרופ' אבנר קלעי
טלפון:
03-6406298
שעות הלימוד:
יום ג', 15:45-18:30
שעות קבלה:
בתאום מראש
משרד:
רקנאטי 442

דוא"ל:
kalay1@post.tau.ac.il
Course objective
The course deals with the introduction and evaluation of financial instruments: stocks, bonds, options futures, etc. These financial instruments provide claims for future cash flows.  Some of them are written on various underlying assets – from securities to bond portfolios.  Financial theory has developed sophisticated evaluation tools for these instruments.  We start with the study of the CAPM focusing on the relationship between risk and return.  We will explore this partial equilibrium in which systematic risk is priced.  The course continues and presents extensions of the model.  We will cover the relevant empirical evidence discussing its limitations.  The next step is the study of an arbitrage-based model – the APT.  The next topic covered is the efficient market hypothesis.  The hypothesis is presented and the main empirical evidence is reviewed.  We continue with presentation of bonds and the term structure of interest rates and cover the new innovations in the Israeli market.   The market for swaps is introduced and some real world examples are presented.  We continue with the study of forward contracts and future contracts.  The next financial instruments discussed are options.  We define put and call options and derive the put call parity.  We cover the binomial model of option pricing and the Black Scholes model.  The conversion features of convertible bonds are evaluated.  We will end the course with discussion of the effects of the creation of secondary financial instruments packaging cash flows and assets. If time permits we will talk about close and open-end mutual funds, exchange traded funds, ADR’s, Asset backed securities, etc.

Course requirements
The course is not easy.  There will be three to four in class tutorials delivered (details will be provided on our web site). Students are expected to cover the readings and to follow up closely as we proceed at fast pace.  There will be many assignment and students should prepare themselves to a time consuming course.  Students are expected to hand in several homework assignments (exercises) throughout the course prepared in groups of no more than four members.  These assignments will not be graded but should be submitted.  Twenty percent of the final grade is devoted to the “efficient frontier project”.  There will be a final examination weighing 80% of the final grade.  The course consists of 14 meetings each lasting 2.5 hours. 
Readings
The main course text is “Investments”

by Bodie, Kane, and Marcus (hereafter BKM)

Course schedule

Background readings:  BKM chapters 1,2,3.

I. Risk and Return (1 lecture)

Defining risk.  Are investors risk-averse? Seemingly risk seeking behavior.  Mean and Variance.  

Reading material:  BKM 5,6

II. The two-parameter model – Mean and Variance (2 lectures)

This section covers the assumptions needed to describe risky assets in terms of means and variances only.  Investors with quadratic utility functions that maximize their expected utility chose risky assets based on their mean and variance.  Normally distributed rate of returns and the two-parameter model.  The course covers the empirical evidence of the distribution of stock returns.  The effects of measurement errors are discussed.   

Reading material:  BKM 7

III. The CAPM (SLM version) – theory (2 lectures)

The basic assumptions required for the CAPM.  It details the implied relationships between assets’ risk and their expected rate of return.  If the economy is described by the CAPM, only systematic risk (non-diversifiable risk) is priced.  Beta quantifies the non-diversifiable risk as compared to the risk of the market portfolio.  

Reading Material: BKM 8,

IV. The CAPM (SLM version) – Empirical evidence (2 lectures)

In this section we introduce the single index model and present the Black, Jensen and Scholes experiment.  We will review their results and point out possible statistical biases.  We continue with the study of the Fama and Macbeth study.       

Reading Material: BKM 8

V. Multi factor models – the APT and Fama-French (2 lecture)

This section examines the Arbitrage Pricing Theory (APT).  We show that expected returns must be linear in the priced factors if there are to be no arbitrage opportunities.  The affects of size and book to market ratio are explored. 
Reading Material: BKM 8

VI. The efficient market hypothesis – (3 lectures)

General definition of efficiency, the accepted definitions of the efficient market hypothesis is introduced.  The joint hypothesis imbedded in empirical tests of the efficient market hypothesis.  The issues covered include performance of mutual funds, announcement effects, and insider trading.  The Kalay – Wohl (2009) study is covered. 

Reading Material:  BKM 9,19,20 
VII. Bond pricing and the term structure of interest rates – (1-2 lectures)
Bond pricing - the effects of time to maturity and of the possibility of default on interest rates. Interest rate swaps. 
VIII. Forwards and futures and swaps (2.0 lectures)

This section explores the design of the future markets.  We present techniques to overcome the unlimited liability of market participants.  The similarity to swaps is pointed out.  

Reading Material:  BKM 18

IX. Options – basic positions, complex positions and the put call parity (1.5 lectures)

Four basic (naked) positions that can be taken in the option market are presented.  We continue with complex positions and the put call parity.  We use the put call parity to demonstrate the three sources of value of an option.

Reading Material:  BKM 16

X. Option Valuation - the binomial model (2 lectures)

This section covers the single-period binomial model.  The affect of investors’ preferences on option values is presented.  We present the multi-period binomial model.

Reading material:  BKM 17

XI. The Black and Scholes model (1.5 lecture)
The model’s assumptions, the continuous hedge concept, the relationship with the binomial model, sensitivity to various parameters and the economic intuition behind the formula.

Reading material:  BKM 17
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