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Introduction

@ Introduction to Financial Economics:

Rate of return: good assets V.S. bad assets

© Bonds:
IRR(Applications) [Exercise 3.1]
Spot Rate(r;,discount) & Yield to maturity(y,) & Forward
Rate(fr; ;) [Exercise 3.2]
Duration [Attention]

@ Stocks:

DDM & Gordon model [Exercise 7.2]
Transversality Condition(TVC)
PE ratio

Dividend decision & Fisher Separation Theorem [Exercise 4.2]
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CAPM

@ Preference: Mean-Variance Analysis[Exercise 5.1(a)]

ex ante & ex post

Risk premium
@ Behavior: Market Portfolio & Two-fund separation (CML)
@ Equilibrium: SML [Proof, Exercise 6.1]

Portfolio Construction & Sharp Ratio[Exercise 5.1(b) & 6.2]

CML(efficient frontier):E(r;) — rf = ZL[E(rpy) — 1]

oM

SML (pricing model): E(r;) — ¢ = Bi[E(ry) — 1]
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@ Properties: CAPM
Determination of discount rate [Exercise 7.2]
Investment performance & Portable alpha [Exercise 7.3]
@ Three Questions(7.1.2)

Steel V.S. Pharmaceutical
It is possible that E(r;) < ry
E(TZ) = E(Tj),Uf < 0j

Should investors always choose i rather than j
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C-CAPM

@ Preference: Expected Utility(Lecture 8)
Expected Utility Theorem(Without Proof)[Exercise 8.1]
Risk Aversion: ARA, RRA
Utility functions(HARA,CARA,CRRA)[Exercise 8.2&9.1]

@ Behavior: Behavior under risks(Lecture 9)
Risky Assets [Different State]
e Propositionl:a* > (=,<)0 & E(F) > (=, <)rf
e Proposition2:a™ (wo) > (=,<) 0 & Ry (-) < (=,>)0
(DARA, CARA, IARA)
e Proposition3:e(wo) = (>, <) 1 & Ri(-) = (<,>) 0
(CRRA(Real World), DRRA, IRRA)(Without Proof)
Savings under risk(Rp is more risky than R,4) [Different Time]
e Propositiond: s4 > (=, <)sp & Pr(sR) < (=,>)2

o Intertemporary choice under Uncertainty [Exercise 9.3]
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@ Equilibrium: General Equilibrium(Lecture 10-11)
Asset market, Complete(Arrow-Debreu)[Exercise 10.3]
Equilibrium in complete market[Exercise 10.4&12.2]
Central Planner[Exercise 11.1&11.2]
Property of best risk sharing:
o Consumptions of all consumers are perfectly correlated

e Consumption is only determined by aggregated risk
deps T (Cks)

de; SK | Tiloks)

o Aggregated risk V.S. Idiosyncratic risk

(Why?)Representative Consumer (HARA)
@ Properties: C-CAPM(Lecture 12)

Stochastic discount factor m = § ",Ezé

B[] = ry+ (Elr] — Tf)(CAPM)

Risk-free rate: rp~ =2 8 4 Rpg— *RRPRO' (Determination)
Risk premium:E[7] — ry = —%cov(u (¢é1),7;) (Covariance)

FHIRR & i LTRAE
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@ Two puzzles

» Risk free rate puzzle
» Equity premium puzzle
e Two economic forces(time smoothing and state smoothing)

e One parameter

FinanEcon T SD, PKU Mid-term Review March 30, 2019 11 / 14



Table of Contents

@ Conclusion

FinanEcon TA (NSD, PKU) Mid-term Review March 30, 2019 12 / 14



Conclusion
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https://finaecon2019s.github.io/FinaEcon2019S/
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End

2019.04.06, 15: 00-17: 00
—# 109 (100 A). =% 203 (134 A)
50-60 115 & 40-50 A%, B LA TTHE S

May you suffer the examination and be stronger
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