
Financial Econometrics
Spring 2016

Instructor: Ji Hyung Lee, DKH 101E, email: jihyung at illinois.edu.

Grader: Rui Fan, email: ruifan2 at illinois.edu.
Time and Location: MW 9:30 - 10:50 a.m, DKH 125.

Offi ce Hours: MW 11:00 - 12:00 (DKH 101E; sign-up required), or by appointment. I

also encourage to post your questions to our discussion board if you cannot make the offi ce

hours.

Main Textbook

• An Introduction to Computational Finance and Financial Econometrics by Eric Zivot,
manuscript in preparation. Pdf files will be provided through course webpage.

Supplementary Text book

• Statistics and Data Analysis for Financial Engineering by David Ruppert, Springer-
Verlag.

Exams: Quiz 1 is on Feb 15th (in class), Quiz 2 is on Mar 16th (in class) and Quiz 3 is on
Apr 27th (in class). The final report will be take home assignment - see below.

Grading: There will be (bi-)weekly assignments, three quizzes and a final report. They will
count toward the grade as follows.

Assignments 20%

Quiz I, II and III 45%

Final Report 20%

Class Participation 15%

Class Participation
Attending classes are required, so attendance will be checked randomly. Other forms of

class participation (actively engaging discussion, asking questions beneficial for enhancing

the understanding of other classmates, correcting some errors in notes/slides, etc) will also

give you extra credits.
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Assignments
Problem sets will be assigned on Mondays (bi-weekly, after class), and will be due by next

Monday 9:30 am (before class);

Please use our course webpage for your questions. In this way we can openly discuss what

are diffi cult and how to overcome. You can discuss problem sets with classmates, but have

to submit your own answers. Problems sets are mainly to encourage you to "practice", and

doing them by yourself will be the most important task in this class.

Final Report
You will submit a 5-page report based on what you learned until the end of April. The first

and second week of May will be used for this project (so no class, but extended offi ce hours

will be available to consult the instructor). This report has at least 3 goals, (i) you find one

specific topic and deeper your understanding in it, (ii) it may develop into your senior thesis,

and (iii) it makes you to practice a formal way of reporting finanaical data analysis results.

First, you will find one topic of your interest, among what we covered in class. Then, you

will write a 5 page-long report. The recommended format is:

1. Posing a question from a specific topic (1 page, including a title an short summary)

2. Peform empirical analysis (data work, using the model we learned) based on financial

data (2 pages)

3. Analyze the results and discuss its economic meaning (2 pages)

Description of the Course
This course is an introduction to econometric modelling in empirical/computational fi-

nance. The main focus is to study econometric models and methods to understand financial

market dynamics. We first begin by reviewing the essential concepts in probability/statistics

and time series econometrics. Then some popular financial econometric models and estima-

tion methods will be investigated. Finally, we review selected topics in finance, and learn

how to apply the econometric methods to analyze and understand the empirical properties

of financial market data. Both analytical problem sets and data exercises will be assigned

as homework, in order to enhance our theoretical understandings and practical skills.
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Tentative Course Schedule

• Course Introduction, Understanding Financial Returns.

• Review of Concepts in Probability and Statistics, Simple Regression.

• Time Series Concepts, Descriptive Statistics.

• Feb 15th: Quiz I in class.

• Constant Expected Return (CER) Model.

• Single Index (SI) Model.

• Some Volatility Models.

• March 16th: Quiz II in class.

• Portfolio Theory.

• Optimization and Markowitz algorithm.

• Capital Asset Pricing Model (CAPM).

• Some Additional Topics and Review.

• April 27th: Quiz III in class.

• 1st and 2nd week of May: Preparation for final report.
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