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1 Syllabus - Asset Pricing Theory

1.1 Course Description

This course introduces students to doctoral level developments of �nancial theory. The

main purpose is to give rigorous introductions to the analytical issues speci�c to �nancial

economics.

Topics covered include: one period and multi-period portfolio choice, one period and

multi-period asset pricing models, discrete time versus continuous time approach, PDE ap-

proach versus probabilistic approach.

1.2 Prerequisites

The prerequisites for this course are MSc level Microeconomics and Ph.D. level Microeco-

nomics; MSc level course in Theory of Finance is a plus.

1.3 Evaluation

Coursework includes assignments (30 percent) and a 3 hour written �nal exam (70 percent).

Both parts of the evaluation need to be passed in order to get a grade in the course.

1.4 Textbook

The required reading for this course are journal articles.

I encourage you to do additional reading from Asset Pricing (J. H. Cochrane) or another

Ph.D. textbook. It complements my series of lectures. As most Ph.D. textbooks, Cochrane

provides a �high altitude� view of asset pricing. Many times it is lacking in details making

it di�cult to learn from. However, this book nicely links the theory to empirical work. You

should read and re-read it through your Ph.D. education.



1.5 Course Outline

1. Review: Absence of Arbitrage (AoA), Primitive Securities, Contingent Claims, Mar-

tingales, Change of Numeraire, Optimal Allocations, Equilibrium, and State Price

De�ators in a Simple (Normal) One Period Economy.

2. One Period Portfolio Theory

Framework and Notations

E�cient Portfolio in Absence of a Risk-free Asset

E�cient Portfolio with a Risk-free Asset

HARA Preferences and Cass-Stiglitz 2 Fund Separation

CAPM

APT and Factor Models

3. Dynamic Consumption and Portfolio Choices (The Merton Model)

Framework - Dynamic Programming

Cake Eating Problem in Discrete Time and in Continuous Time

The Solution(s) with Static and Time-Varying Opportunity Set

4. Intertemporal CAPM (Merton)

Framework

The Solution

5. The Equivalent Static Problem (Cox-Huang, Karatzas-Lehoczky-Shreve Approach)

Framework

The Solution

6. The Consumption Based CAPM in Continuous Time

2



Framework

The Solution

7. The Consumption Based CAPM in Continuous Time with Heterogeneous Beliefs

Framework

The Solution
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Wesley (2005).
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Cochrane, Asset Pricing, 2e, Princeton University Press (2005).

Du�e, Dynamic Asset Pricing Theory, 3e, Princeton University Press (2001).
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Øksendal, Stochastic Di�erential Equations, 5e, Springer (2000).

4. Main Articles
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