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Lecturer: Dr Bruce Morley
Room: 3E 4.30, Ext: 6497,
                 Email: B.Morley@bath.ac.uk
Aims and Objectives of the course

The aim of this course is to provide students with the knowledge necessary to handle modern econometric techniques, with particular reference to the techniques that are relevant to financial data. Both univariate and multivariate models are considered in addition the Gauss-Markov assumptions will be detailed, the corresponding diagnostic tests discussed and the remedies where these assumptions fail are analysed. The goals of the course are threefold: (1) develop a comprehensive set of tools and techniques for analysing various forms of univariate and multivariate time series and for understanding the current literature, which use econometric techniques to conduct research in the areas of Accounting and Finance; (2) survey the current research topics in the areas of Accounting and Finance; (3) demonstrate how to use econometric software EVIEWS for problems in time series econometrics. On this course I will always attempt to provide simple examples that illustrate how the theoretical results are used and applied in practice.

Organisation of the course

The theory and methodology are to be covered in 22 lectures on Mondays at 9.15 in 4E 3.38. Additionally there will be 2 tutorials and 6 computer classes, beginning later in the term, where students will apply the econometric theory using the econometric software EVIEWS.

Assessment

2 Hour exam (70%) Coursework (30%)

Submission deadline for coursework (details on web page) is Noon on Friday 14th December.

Textbooks
 The main text for the course is:

C.Brooks, Introductory Econometrics for Finance, Cambridge (2002).
Other useful text books include:

K.Cuthbertson, Quantitative Financial Economics: Stocks, Bonds and Foreign Exchange, Wiley, 2004.

C. Dougherty Introduction to Econometrics, 3rd Ed, Oxford, 2007

J. Wooldridge Introductory Econometrics: A Modern Approach, 2006.
D. Gujarati, Basic Econometrics, 4th Edition, McGraw-Hill, 2002

J. Johnston and J. DiNardo, Econometric Methods, 4th Edition, 1997.

W. Enders, Applied Econometrics Time Series, John Wiley, 2004.

Dougherty is good general introductory textbook but does not cover the topics in depth. Johnston and DiNardo is the latest edition of a “standard” in the subject, but is much more detailed and takes a matrix algebra approach. Enders is a more advanced textbook specifically concerned with time series econometrics. 

 In addition to textbook resources you should make sure that you are familiar with the use of basic statistical tables. The Gujarati and the Dougherty textbooks contain the essential tables at the back. 
Lecture Programme and Reading by Topic

(If you wish to do background reading on some statistics which will be of relevance to this course, Dougherty has a very good review chapter)
Lecture 1. Data for Accounting and Finance and an introduction to the Classical Linear Model and Basic Techniques
Description of the types of data used for econometric analysis in Finance and Accounting.

Assessment of some of the specific problems associated with this data.

Classical Linear Regression using univariate data
Least Squares regression, point and interval estimation

Hypothesis testing and inference

Interpretation of results and applications

Model stability

Brooks, Chapter 3

Gujarati, Chapter 1 
Johnston and DiNardo, Chapters 1-2
Lecture 2. Failure of the Classical Assumptions: Diagnosis, Consequences and Solutions
Gauss-Markov Assumptions regarding the error term

Multicollinearity

Autocorrelation

Heteroscedasticity

Lagrange Multiplier form tests

Brooks, Chapter 4

Gujarati, Chapters 10-12

Johnston and DiNardo, Chapters 5, sections 5.1-5.4 and Chapter 6.

Lecture 3. Multivariate regression analysis
Regressions with more than one explanatory variable

Statistical inference in the multiple regression model

The F-test and structural breaks

Omission of relevant variables and inclusion of irrelevant variables
Brooks, Chapter 3

Gujarati, Chapters 7 and 8.

Johnston and DiNardo, Chapter 3.
Lecture 4. Financial Econometric Modelling
Brooks 3.14-3.17

Cuthbertson Chapter 3.
Cable, J. and K. Holland, (2000), ‘Robust vs OLS estimation of the market model: implications for event studies’. Economics Letters, 69, pp. 385-391.
Jensen, M.C. (1968), ‘The performance of mutual funds in the period 1945-1964’, Journal of Finance, 23, pp. 389-416.
Lecture 5. F-test and Structural Stability

Use of the F-test for testing joint significance

Testing model restrictions

Chow test for structural stability
Dougherty Chapter 3

Brooks 3.17-3.18
Lecture 7 Dummy Variables
Introduction to dummy variables and their use in econometric modelling.
Modelling seasonality in financial data

The use of slope and intercept dummy variables

Brooks, Chapter 9

Gujarati, Chapter 9
Lecture 8 An Introduction to Models using a binary dependent variable
The linear probability model

An introduction to the Logit and Probit model

Gujarati, Chapter 15
Amemiya, T. (1981), 'Qualitative Response Models’, Journal of Economic Literature, 19, pp. 1483-1536.

Grunert J, Norden L, Weber M  (2005), ‘The role of non-financial factors in internal credit ratings’ , Journal of Banking and Finance, 29 (2): pp. 509-531  
Jones, S and D.A. Hensher (2004) ‘Predicting firm financial distress: A mixed logit model’ , Accounting Review, 79 (4): pp.1011-1038 .
Lecture 9. Functional Form and Dynamic Models

Functional Form and the Ramsey RESET test

Short and long-run models
The Autoregressive Distributed Lag Model (ARDL)
Koyck Distribution
Dougherty Chapter 11

Gujarati, Chapter 17
Brooks 4.7.8 – 4.7.12.
Lecture 10. Dynamic Models Continued

Partial Adjustment Model

The Error Correction Model

Dougherty Chapter 11 and 13 pp. 405-407.

Gujarati Chapter 17.

Carruth, A. and Henley, A. (1990), ‘Can existing consumption functions forecast consumer spending in the late 1980s?’, Oxford Bulletin of Economics and Statistics,  52, pp. 211-222.

Davidson, J, Hendry, D, Srba, F and Yeo, S. (1978), ‘Econometric modelling of the aggregate time series relationship between consumers' expenditure and income in the UK’, Economic Journal, 80, pp. 661-692.

Lecture 11 Revision Session
