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Description

This is an introductory course that offers an overview of the principles of finance.
The objective of this course is to enable you to learn how to use financial manage-
ment thinking for problem-solving in your personal and professional life. Starting
from the premise that the goal of management is to increase the value of the firm,
the course will acquaint you with the basic concepts of financial analysis. These
topics will be developed based on the notions that investors and managers are gener-
ally rational and the prices of securities are generally “efficient.” Rationality means
two things: (i) agents update their beliefs correctly, in the manner described by
Bayes’ Law when they receive new information, and (ii) agents, given their beliefs,
make choices that are normatively acceptable in the sense that they are consistent
with the expected utility framework. This traditional framework is appealing and
simple hence it would be very comforting if its predictions were confirmed in the
data. In recent years, however, anecdotal evidence as well as theoretical and empir-
ical research has shown this paradigm to be insufficient to describe various features
of actual financial markets. We thus also examine how the insights of behavioral
economics complement the traditional paradigm and shed light on the behavior of
asset prices and various Wall Street institutions and practices.
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Structure

The course comprises of lectures and classes. In addition, homework assignments
provide an indication of the type of questions that will be asked in the final exam.
Homework assignments are required to be typed; otherwise, will earn a
maximum grade of 75%. Graphs and calculations may be handwritten,
but must be clearly written. There are going to be 4 sets of group-based
homework assignments. Each group should have 4 members (no more, no less
without prior permission). Thus, each group should submit one write-up for each
assignment. The first homework assignment will be due on October 17th, the
second homework assignment will be due on October 31st, the third homework
assignment will be due on November 14th, and the fourth homework assignment
will be due on November 21st. All homework assignments should be handed in
the office reception of Building 02 (2040) by 4:00pm. Late assignments will earn 0.
Please attach the cover page provided each time you hand in a write-up.
The course grade is determined based on the student’s performance in the two-hour
final examination and the 4 homework assignments. The weight allocated to the
final examination is 80%, whereas each homework assignment earns a weight of
5%. Please note that the reassessment of students also comprises of a two-hour
final exam.

Lecture Notes
The lecture notes provided will supplement the material presented in the lectures
and classes. There are available booklets with the lecture notes in Hartley Library.

You are responsible for the material presented in both lectures and
classes as well as to read and understand the lecture notes.
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Tentative Schedule

Week 1: Preliminaries

2: Valuation under Certainty

3: Expected Utility Framework

4: Payoff Distributions

5: Valuation under Uncertainty

6: Asset Pricing

7: Efficient Capital Markets

8: Prospect Theory

9: Bonds and Common Stock

10: Review
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Cover Sheet for Solutions

Problem Set #

Please complete the details below and staple this sheet to the front of your assignment, before you
submit it for marking.

ID Number Day of Class

GROUP MEMBER 

GROUP MEMBER 

GROUP MEMBER 

GROUP MEMBER 
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