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Dynamic Finance Theory
Recommended Books: 
Michael Dothan, Prices in Financial Markets, Oxford University Press, 1990.

Darrell Duffie: Dynamic Asset Pricing Theory, 3rd edition, Princeton University Press, 2001.
Other Useful Books:
Lars Tyge Nielsen, Pricing and Hedging of Derivative Securities, Oxford, 1999.
Fwu-Ranq Chang, Stochastic Optimization in Continuous Time, Cambridge University Press, 2004. 

Robert C. Merton, Continuous-Time Finance, Basil Blackwell, 1990.

Course Outline:

Part I: Discrete-Time Models: Frictionless Markets
1. Arbitrage, Martingales, Portfolio Choice and Equilibrium
*Duffie, Chapter 1-4..

Dothan, Chapter 1-6.

Kreps, D. [1982]. Multiperiod Securities and the Efficient Allocation of Risk: A Comment on the Black-Scholes Option Pricing Model, The Economics of Information and Uncertainty, ed. John J. McCall, University of Chicago Press.
Part II: Continuous-Time Models: Frictionless Markets

2. Mathematics and Convergence

*Nielsen Chapter 1,2,3

Merton [1990]. Continuous-Time Finance. Chapter 3.

He, H [1990]. Convergence from Discrete-to Continuous-Time Contingent Claim Prices, Review of Financial Studies 3, 523-546.
3. Arbitrage, Martingales and Viability

*Duffie, Chapter 5, 6.
Dothan, Chapter 7-12.
Neilsen Chapter 4, 5.

*Harrison, J.M and D. Kreps [1979]. Martingales and Arbitrage in Multiperiod Securities Markets, Journal of Economic Theory 20, 381-408.

4. Derivative Pricing
*Duffie, Chapter 5 and 8.
Neilsen Chapter 6.

Black, F. and M. Scholes [1973]. The Pricing of Options and Corporate Liabilities, Journal of Political Economy 81, 637-654.

Merton, R. [1973]. Theory of Rational Option Pricing, Bell Journal of Economics and Management Science 4.
5. Portfolio Choice
*Duffie, Chapter 9.

Merton, R. [1971]. Optimum Consumption and Portfolio Rules in a Continuous-Time Model, Journal of Economic Theory 3, 373-413.

Cox, J. and C.-f. Huang [1989]. Optimal Consumption and Portfolio Policies when Asset Prices Follow a Diffusion Process, Journal of Economic Theory 49, 33-83.
6. Equilibrium
*Duffie, Chapter 10.

Merton, R. [1973]. An Intertemporal Capital Asset Pricing Model, Econometrica 41, 867-888.

Breeden, D. [1979]. An Intertemporal Asset Pricing Model with Stochastic Consumption and Investment Opportunities, Journal of Financial Economics 7, 265-296.

7. Term Structure Models

*Duffie, Chapter 7.

Cox, J., J. Ingersoll, and S. Ross [1985]. A Theory of the Term Structure of Interest Rates, Econometrica 53, 385-407.

Part III: Markets with Frictions
8. Incomplete Markets
Duffie, D. [1992]. The Nature of Incomplete Asset Markets, Advances in Economic Theory ,pp. 214-262, Cambridge University Press.

Geanakpolos, J. [1990]. An Introduction to General Equilibrium with Incomplete Asset Markets, Journal of Mathematical Economics 19, 1-38.

Magill, M. and M. Quinzii [1996]. Theory of Incomplete Markets, MIT Press.

Cass, D., Chichilnisky, G. and H.-M Wu [1996]. Individual Risk and Mutual Insurance, Econometrica 333-342.
Kurz, M., and H.-M. Wu [1996]. Endogenous Uncertainty in a General Equilibrium Model with Price-Contingent Contracts, Economic Theory 8, 461-488.
9. Transaction Costs
   Leland, H. [1985]. Option Pricing and Replication with Transaction Costs, Journal of Finance 40, 1283-1301..
Constantinides, G. [1986]. Capital Market Equilibrium with Transaction Costs, Journal of Political Economy 94, 842-862.

Bertsimas, D., Lo, A. and L. Kogan [2000]. When is Time Continuous? Journal of Financial Economics 55.

10.  Speculation and Heterogeneous Belief
Tirole, J. [1982]. On The Possibility of Speculation Under Rational Expectations, Econometrica.

Harrison, M. and D. Kreps [1998]. Speculative Investor Behavior in a Stock Market with Heterogeneous Expectation, Quarterly Journal of Economics, 323-336.

Miller, E. [1977]. Risk, Uncertainty and Divergence of Opinion, Journal of Finance, 1151-1168.

Wu, H.-M and W.-C. Guo [2003]. Speculative Trading with Rational Beliefs and Endogenous Uncertainty, Economic Theory 21, 263-292.
Wu, H.-M. and W.-C. Guo [2004]. Asset Price Volatility and Trading Volume with Rational Beliefs, Economic Theory 23, 795-829.
Scheinkman, J. and Wei Xiong [2003]. Overconfidence and Speculative Bubbles, Journal of Political Economy, 111, 1183-1219.

    Morris, S. and H. S. Shin [2000]. Social Value of Public Information, American Economic Review.
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