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Course Outline

Financial Markets and nortfolio M
Bachelor in Finance and Investment

Principles of Finance and Investment (Finl0l Credit hours
Main learning outcomes: At the end of this course, the student should be able to understand:
l. Financial markets and investment tools available and how to evaluate them.
2. Concepts and theories of portfolio formation and management.
3. Portfolio formation stages and particularly with regard to stocks selection and optimal
composition of the portfolio and measuring its financial performance.

Topics to be covered:
l. Introduction on financial markets, how to build a portfolio and a competition to making the

best investment portfolio.
2. Financial Market: The Money Market definition and its Instruments, the Capital Market
definition and its Instruments, the types of orders (markets orders, limit orders and stop orders)

the principal World Market Indexes, TASI, and Islamic Financial Markets.
3. Risk and Return: Basic Return Concepts (Arithmetic Return, Holding Period Return,

Geometric Return), Basic Risk Concepts (Variance, Standard Deviation, Coefficient of Variation
Coefficient of Correlation, Covariance and Normal Distribution) .

4. Risk Aversion and Capital Allocation to Risky Assets: Risk (Risk, Speculation and Gamble)

and Risky Aversion (Utility Function), Capital Across Risky and Risk-free portfolio, Risk

tolerance and Asset Allocation.
5. Optimal Risky Portfolio: Diversification and Portfolio Risk (Systematic Risk and Unsystematic

Risk), Portfolio of Two Risky Assets, Asset Allocation with Stocks, Bonds and Bills (lnvestor

Optimal Portfolio), the MARKOWITZ Portfolio Selection Model (1952).

6. The Single Index Model ( or Market Model, SHARPE 1963): the Regression Equation of the

Single Index Model, the Expected Return-Beta Relationship, Risk and Covariance in the Single-

Index Model, the Index Model and Diversification.
7. The Capital Asset Pricing (SHARPE 1964, Lintner, 1965 and MOSSIN 1966): The Basic

Assumption of the Model, Derivation of the Model, Extensions of CAPM.
8. Performance Measures: TREYNOR Ratio (1965), SHARPE Ratio (1966), JENSEN's Alpha

(1e68).
9. The Efficient Market Hypothesis (Fama 1970): Random Walk and the Efficient Market

Hypothesis, Implications of the Efficient Market Hypothesis, Event Studies, Version of the

Effi c ient Market Hypothes i s (Weak-form, S emi - stron g- Form an4ltrqn€f erm
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