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Assignments 

• Final Paper – details discussed in class 
 
Overview 
Topic 1: Non-standard tests of asset pricing models 
 
Asset pricing models are typically judged based on how well they fit historical data after assuming 
rationality and a specific set of preferences. While this should be one aspect of how we test these 
models, it is not sufficient and they should be tested in other ways as well. This day will discuss 
standard asset pricing models, standard tests of these models as well as these alternatives and 
explore whether they should be added to the canon of standard asset pricing tests. This will require 
turning to non-standard data such as surveys, examining what information investors demand to see 
and generally taking seriously what investors say they are trying to do. 
 
Topic 2: Recurring firm events and predictable returns 
 
Many common firm events recur on a predictable basis, such as earnings and dividends, among 
others. Surprisingly (from a standard asset pricing perspective), these events tend to be associated 
with large positive abnormal returns. These returns occur mainly on the long side of the portfolio, 
are statistically and economically large when value weighted, and replicate internationally. We will 
discuss a number of these cross-sectional patterns (e.g. the earnings announcement premium, 
dividend month premium, Heston and Sadka seasonality, etc) and also the evidence for why such 
patterns exist and what this means for understanding asset markets. 
 
Topic 3: Bringing trading back into asset pricing 
 
Textbook asset pricing asserts that prices move due to fundamentals. This suggests that trade in 
and of itself has no impact on asset prices. Yet, go talk to a sophisticated market participant and 
perhaps their largest concern is that their trade shifts prices against them. This day will focus on 
the recent literature that has brought trading back to the fore of understanding asset price 
movements. Specific topics will likely include the inelastic markets hypothesis, the influence of 
predictable price pressure, and the influence of non-standard demand such as green finance. 
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