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FINANCIAL ECONOMETRICS 

Lecturer: SOFYA BUDANOVA 

Abstract 

Financial Econometrics is a one-semester compulsory course taught to the second years students of the 

ICEF Master program in Financial Economics. It is designed to cover essential tools for working with 

financial data, including return forecasting, volatility and econometrics of asset pricing, such as testing 

the market models. We focus on the empirical techniques that are mostly used in the analysis of 

financial markets and on how they are applied to actual data. The course starts with an overview of the 

financial data. Then it covers the event-study methodology and continues with analyzing return 

predictability and the volatility effects of the market data (asymmetric GARCH). We then proceed to 

testing market models (Fama-McBeth regressions, etc) and stochastic discount factor models. Other 

important topics can be covered subject to time availability. All the models are accompanied with real-

data examples in standard computer packages.  

Prerequisites: Financial Economics I (Asset pricing), Econometrics I-II. 

Learning Objectives and Outcomes 

Upon completion of the course students will be able to:  

• use event-study methodology in applied research  

• forecast financial data using high-level econometric techniques and measure their effectiveness  

• test the standard asset pricing models.  

The student should be able to apply professional knowledge and skills acquired while studying the 

course in practical areas, including academic research, work in financial institutions, industry, state 

governance. 

Methods of Instruction 

The following teaching methods are used:  

• lectures (2 hours per week)  

• classes (2 hours per week)  

• home assignments  

• lecturer’s consultations  

• self-study. 

Cold calling may be used to check how well students are prepared. There will be 3-4 assignments for this 

course, with the due dates announced in class. This course covers a large amount of material in 

significant depth. It is structured so that each lecture builds upon the concepts introduced in the prior 

sessions. You are strongly encouraged to be prepared for class and to keep up with the material as we 

go along, since it will be difficult to catch up if significant lags in preparation occur. You should also be 

sure to attend class sessions and/or consult with the instructors if you feel that you are falling behind.  
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Grading System and Knowledge Assessment 

Final grade is determined on the following basis:  

• home assignments (15%)  

• class participation (5%)  

• group class presentation (20%)  

• final exam (60%). 

Sample materials for knowledge assessment are available in ICEF Information system at   https://icef-

info.hse.ru.   

Required reading 

1. John Campbell, Andrew Lo, Archie MacKinlay (1997). The Econometrics of Financial Markets, 

Princeton University Press.  

2. Ruey S. Tsay (2010). Analysis of Financial Time Series.  

3. John H. Cochrane (2009). Asset Pricing, Revised Edition, Princeton University Press. 

Optional reading 

1. Eric Jondeau, Ser-Huan Poon and Michael Rockinger (2007). Financial Modelling under NonGaussian 

Distributions, Springer.  

3. Chris Brooks (2002). Introductory econometrics for finance, Cambridge University Press.  

4. Walter Enders (2003). Applied econometric time series, Wiley.  

6. Juergen Franke, Wolfgang Haerdle, Christian Hafner (2004). Statistics of Financial Markets, Springer.  

7. Hamilton, J. (1994), Time Series Analysis, Princeton University Press, Princeton. 

Special Equipment and Software Support 

Laptop, projector, Internet connection 

MS Word, MS Excel 

 

Course plan 

1. Stylized facts of financial returns and sources of financial data. 

a. Stylized facts of the stock market returns: predictability, distribution, factor structure, CAPM  

b. Stylized facts on the bond returns and yield curve: predictability, yields, Nelson- Siegel curves  

c. Simulation-based analysis and derivatives: example of mortgage-backed securities.  

2. Event studies  

a. Methodology of the event studies  

b. Event studies in consulting: fraud on the market cases 

3. Tests of return predictability  

https://icef-info.hse.ru/
https://icef-info.hse.ru/
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a. Forecast selection and comparison  

b. Interpreting predictability, Campbell-Shiller decomposition, forecasting with persistent predictors  

c. Performance evaluation: trading strategies and mutual funds 

4. Markov switching model  

Formulation of Markov switching model, properties, estimation, filtered and smoothed probabilities.  

5. Kalman filter  

Asset pricing with time varying parameters. 

6. Volatility modeling Reading:  

a. Volatility clustering, ARCH and GARCH  

b. Asymmetric extensions to GARCH models 

7. Cross-sectional asset pricing  

a. Tests of CAPM and stock characteristics, Fama-MacBeth regressions  

b. Generalized Method of Moments   

c. Testing asset pricing models with GMM: SDF and linear factor models  

d. Pitfalls of cross-sectional asset pricing: identification, p-hacking, etc. 

8. Forecasting in big data environment  

a. Dimension reduction with Principal Components  

b. Forecasting with many predictors: sparsity and lasso 


