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Overview and Objectives

This course deals with the theory and practice of portfolio management. The course approaches the problem of
asset allocation with a focus on the challenges of taking the theory of portfolio optimisation to practice, including
topics such as the violation of the assumptions supporting the traditional mean-variance paradigm, downside risk
and estimation error. The scope of the course is general enough to be applicable to common stock portfolios as
well as portfolios involving complex strategies, such as those employed by hedge fund managers. The course pays
special attention to state-of-the-art developments in performance measurement, hedge fund portfolio management,
and common active portfolio management strategies. The analytical tools employed in the course are a blend of
financial theory, statistics, and financial econometrics.

Course Outline

Chapter 1: Some extensions of traditional portfolio choice
1. Introduction.
2. Limitations of the mean-variance framework of portfolio optimisation.

3. Downside risk and portfolio choice.

N

. Portfolio optimisation with shortfall constraints.

[¢)]

. Portfolio optimisation with mental accounts.

6. Strategic asset allocation.

Appendix

A1. Efficient frontiers.

A2. Portfolio optimisation under mean-variance framework.
Chapter 2: Bayesian analysis and portfolio choice

1. Estimation error.

2. Portfolio resampling.

3. Introduction to Bayesian analysis.

4. Black-Litterman model.

Investments 1



parcelonalgse

graduate school of economics

12F011 SECTS

Investments
. e

Chapter 3: Portfolio performance measures

1. Traditional measures: Sharpe ratio, Treynor ratio, Jensen alfa, etc.
2. Downside risk measures: Sortino ratio and RoVaR.

3. The statistics of Sharpe ratios.

4. Dangers of Sharpe ratio performance for Hedge Funds.

5. Omega performance measure for Hedge Funds.

Chapter 4: Style analysis, Performance attribution and Market timing
1. Style analysis.

2. Rolling-period style analysis.

3. Confidence intervals for style weights.

4. Performance attribution.

5. Market timing and security selection. An example.

Chapter 5: Active management

1. Introduction.

2. AP decomposition.

3. Mean reversion and momentum strategies.
4. Stop-loss policy.

5. Contrarian trading strategy.

6. Portable alpha.
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. Required Activities

TO BE DETERMINED BY PROFESSOR

Evaluation

Students will be evaluated through their grades on problem sets (40% of the final grade) and the final exam (60%).
Students will work in groups on the problem sets. The final exam will contain both exercises and theoretical
questions. It is not an open-book exam, although students will be provided with a sheet of formulae.
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