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FN 312 Investments 

Semester: 2/2019 

Number of credits: 3 credits (3-0-6)

Lecture Time: Tuesday 14.00 – 17.00 hours

Lecture Venue: Room 303, Faculty of Economics

Instructor: Dr. Winai Homsombat

Email: winai.hom@mail.kmutt.ac.th

Office hours: By appointment
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Prerequisites: FN201 and MA216 and BA204 
Have earned credits of FN 201 and MA 216 and BA 204



Tentative Teaching Schedule
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Session Topics Reading (Main Text)

1
Introduction and Asset Classes and Financial 

Instruments
Chapters 1 and 2

2 How Securities are Traded Chapter 3

3 Mutual funds and other investment companies Chapter 4 and 25.3

4
Learning about Return and Risk from the Historical 

Record
Chapter 5

5 Risk Aversion and Capital Allocation to Risky Assets Chapter 6

6 Optimal Risky Portfolios Chapter 7

7 Optimal Risky Portfolios (Continued) Chapter 7

8
MID-TERM EXAMINATION:

TUESDAY 3 MARCH 2020 (15:00-17:00 hours)



Tentative Teaching Schedule
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Session Topics Reading (Main Text)

9 The Capital Asset Pricing Model Chapter 9

10 Bond Prices and Yields Chapter 14

11 The term structure of interest rates Chapter 15

12 Options Markets: Introduction Chapter 20

13 Option pricing Chapter 21

14 Option pricing (Continued) Chapter 21

15 The Efficient Market Hypothesis Chapter 11

16 Futures Markets (tentative) Chapter 22

17
FINAL EXAMINATION:

TUESDAY 12 MAY 2020 (9:00-12:00 hours)



Class policies:

• Lectures will stress the most important issues addressed in the readings. You are responsible for all 
material covered in class and assigned readings. Lectures may go beyond the scope of the textbook. 
Therefore, it is important for you to attend and participate in class. 

• There will assignments as deemed appropriate to accommodate effective learning. Each assignment will 
be graded based on the quality of the analysis and the ability to apply the principles of financial 
management for managerial decision. Lecture notes, exercises, and guided solution to each lecture, as 
well as other useful materials, could be accessible from class Moodle.

• You are responsible for all announcements and changes made in class. However, there will be no make-
up quiz and final examination without prior consent from the instructor. If a student has a legitimate, 
verifiable reason (e.g., doctor’s note), a separate comprehensive examination will be given.
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Assessment

Midterm exam 35%

Final exam 40%

Project and class participation 15%

Homework 10%



The Investment Environment
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Outline

• The Investment Environment

• Real Assets versus Financial Assets

• Risk-return trade-off and efficient pricing 

• Asset Classes and Financial Instruments
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Reading: 
Chapter 1 and 2



Have you invested in anything so far?
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Why is this class useful?

• Satisfy degree requirement

• Prepare you for a career in finance as a money manager, financial analyst, 
investment professionals, CFO, etc.

• Prepare you for becoming a successful lifelong investor

After taking this class, students should be able (among other things) to discuss 
investment alternatives and perform optimal portfolio selection of equity securities, to 
value government bonds, to value simple derivatives securities, to understand the 
mechanisms of trading and the institutional framework in which investment takes place. 
This is a class that will get students thinking about systematic investment analysis. It will 
also cover some material required for the CFA (Certified Financial Analyst) exam. 
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What is investment?
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Assets and Investment
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Real Assets

• Have Productive Capacity 

• Examples: Land, buildings, 
machines, intellectual property

Financial Assets

• Claims on real assets

• Do not contribute directly to 
productive capacity 

• Examples: Stocks, bonds
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Financial Assets 
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Derivatives:

Provide payoffs that are determined 

by the prices of other assets

Equity: 

Represents ownership share in a 

corporation; common Stock

Fixed-Income Securities:

Promises a fixed stream of income 

or a stream of income determined 
by a specified formula; debt

Financial Assets: Claims on Real Assets
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Other Types of Investment

• Investment in currency

• Commodity futures 

• Corporations invest in the 
commodity futures to 
hedge the risk
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The Investment Process

• Portfolio: Collection of investment assets

• Asset allocation

• Choice among broad asset classes

• Security selection

• Choice of securities within each asset class

• Investment strategy

• “Top-down” approach: Asset allocation followed by security analysis 

• “Bottom-up” approach: Investment based solely on the price-
attractiveness
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Markets Are Competitive

• Higher-risk assets are priced 
to offer higher expected 
returns than lower-risk assets

• Risk and expected return are 
positively correlated
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Markets Are Competitive

Efficient Markets

• Efficient markets: prices quickly adjust to all relevant information

• There should be neither underpriced nor overpriced securities 
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Markets Are Competitive

• Passive Management

• Holding a highly diversified portfolio

• No attempt to find undervalued securities

• No attempt to time the market

• Active Management

• Finding mispriced securities

• Timing the market
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The Players
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The Players

• Financial Intermediaries: Pool and invest funds

• Investment Companies

• Banks

• Insurance companies

• Credit unions
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Universal Bank Activities
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Investment Banking

• Underwrite new securities issues

• Sell newly issued securities to 
public in the primary market

Commercial Banking

• Take deposits and make loans



Asset Classes and 
Financial Instruments
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Money Markets

Capital Markets

Common Stock

Preferred Stock

ADRs

Asset Classes

Fixed Income

Equity

Derivatives

Financial Assets 
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Money Markets

Capital Markets
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Fixed Income: The Money Market

• Subsector of the fixed-income market

• Short-term

• Liquid

• Low risk

• Often have large denominations
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Money Market Securities

• Treasury bills: Short-term debt of U.S. government

• Bid and asked price

• Bank discount method

• Certificates of deposit (CD): Time deposit with a bank

• Commercial paper: Short-term, unsecured debt of a company

• Bankers’ Acceptances: An order to a bank by a bank’s customer to pay a sum of 
money on a future date

• Eurodollars: Dollar-denominated time deposits in banks outside the U.S.

• Repos and reverses: Short-term loan backed by government securities.

• Federal funds: Very short-term loans between banks
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Yields on  Money Market Instruments

• Money market securities are not free of default risk

• The premium on bank CDs and the TED spread have often become greater 
during periods of financial crisis
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Fixed Income: The Capital Market
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Capital 

Markets

Treasury 

Notes

Treasury 

Bonds

Inflation-

Protected 
Securities

Federal 

Agency 
Debt

International 

Bonds

Municipal 

Bonds

Corporate 

Bonds

• Subsector of the fixed-income 
market

• Long-Term

• Liquid

• Low risk (but not as low as 
the Money Market)



Capital Market Securities: Treasury Notes and Bonds

• Treasury Notes and Bonds

• Maturities

• Notes – Maturities up to 10 years

• Bonds – Maturities from 10 to 30 years

• Par Value — $1,000

• Interest paid semiannually

• Quotes — Percentage of par
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Capital Market Securities

• Inflation-Protected Treasury Bonds

• TIPS (Treasury Inflation Protected Securities) - In the U.S., inflation-
protected Treasury bonds are called TIPS

• Federal Agency Debt

• Fannie Mae 

• Freddie Mac

• Others

• International Bonds

• Eurobonds and Yankee bonds
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Capital Market Securities: Municipal Bonds

• Municipal Bonds

• Issued by state and local governments

• Interest is exempt from federal income tax and sometimes from state 
and local tax

• Types

• General obligation bonds: backed by taxing power of issuer

• Revenue bonds: backed by project’s revenues or by the municipal 
agency operating the project
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Tax-Exempt Debt Outstanding
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Municipal Bond Yields: Taxable vs. Tax-Exempt Bonds

• Compare after-tax returns on each bond

• Let t = investor’s marginal tax bracket

• Let r = the before-tax return on the taxable bond

• Let rm = the municipal bond rate

• If then the taxable bond gives a higher return; 
otherwise, the municipal bond is preferred
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Capital Market Securities: Corporate Bonds

• Corporate Bonds

• Issued by private firms 

• Semi-annual interest payments

• Larger default risk than government securities

• Options in corporate bonds

• Callable

• Convertible
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Capital Market Securities: Mortgage Backed Securities

• Mortgage-Backed Securities

• Proportional ownership of a mortgage pool or a specified obligation 
secured by a pool 

• Produced by securitizing mortgages

• Most were issued by Fannie Mae and Freddie Mac

Note: Mortgage-backed securities are called pass-throughs because the cash 

flows produced by homeowners paying off their mortgages are passed 
through to investors.
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Bond Market Securities

• Mortgage-Backed Securities

• Traditionally conforming mortgages

• Later, “private-label” issuers securitized large amounts of subprime 
mortgages

• Fannie and Freddie were allowed and even encouraged to buy 
subprime mortgage securities
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Source: ThaiBMA
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Equity Securities
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Common stock

• Ownership

• Residual claim

• Limited liability

Preferred stock

• Perpetuity

• Fixed dividends

• Priority over common

• Tax treatment



Equity Securities: ADR

• American Depository Receipts (ADR)

• Certificates traded in U.S. markets that represent ownership in shares of 
a foreign company
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Equity Securities
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Stock Basics

• Dividend Yield:

• Capital Gains:

• P/E Ratio:

Stock Market Indices

• Dow Jones Industrial Average

• Includes 30 large blue-chip 
corporations

• Computed since 1896

• Price-Weighted Index

• S&P 500
• Broad based index of 500 firms

• Market-Value-Weighted Index



Equity Securities: Stock Market Indexes

• Investors can base their portfolios on an index

• Buy an index mutual fund

• Buy exchange-traded funds (ETFs)
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Money Markets

Capital Markets

Common Stock

Preferred Stock

ADRs

Asset Classes

Fixed Income

Equity

Derivatives

Derivatives

• A derivative is a security that gets its value from the value of another asset, such as 
commodity prices, bond and stock prices, or market index values



Derivatives Markets: Options

• Call Option: Right to buy underlying asset at the strike or exercise price. 

• Right to buy underlying asset at the strike price

• Value of calls decreases as strike price increases

• Put Option: Right to sell underlying asset at the strike or exercise price. 

• Right to sell underlying asset at the strike price 

• Value of puts increase with strike price

• Both calls and puts increases with time until expiration
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Derivatives Markets: Futures

• Futures Contract: An agreement made today regarding the delivery of an 
asset (or in some cases, its cash value) at a specified delivery or maturity 
date for an agreed-upon price, called the futures price, to be paid at 
contract maturity

• Long position: Take delivery at maturity

• Short position: Make delivery at maturity
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Comparison
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Option

• Right, but not obligation, to 
buy or sell

• Option is exercised only 
when it is profitable (options 
must be purchased before)

• The premium is the price of 
the option itself

Future Contract

• Obliged to make or take 
delivery

• Long (short) position must 
buy (sell) at the futures price

• Futures contracts are entered 
into without cost



Question?
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