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Part 1 THE INVESTMENT BACKGROUNDU Chapter | The Investment Settingl] [ What Is an Investment?(]
O Investment DefinedJ [ Measures of Return and Risk[J [ Measures of Historical Rates of Return[J

[0 Computing Mean Historical Returns[] [ Calculating Expected Rates of Return[J [J Measuring the Risk of
Expected Rates of Returnl] [ Risk Measures for Historical Returns[] [J Determinants of Required Rates of Return
O O The Real Risk-Free Rate[d [1 Factors Influencing the Nominal Risk-Free[d [J Rate (NRFR)[ [ Risk
PremiumO O Risk Premium and Portfolio Theory OO Fundamental Risk versus Systematic Risk[] [0 Relationship
between Risk and Return O Movements along the SMLLI [0 Changes in the Slope of the SMLO O Changes in
Capital Market Conditions or Expected Inflation[] Chapter 2 The Asset Allocation Decision [ Individual
Investor Life Cycle[d I The PreliminariesC] [ Life Cycle Net Worth and Investment Strategies(] [1 Life Cycle
Investment Goals[] [J The Portfolio Management Process[] [J The Need for a Policy Statement(J [J Understand
and Articulate Realistic Investor Goals[J [ Standards for Evaluating Portfolio Performancel] [J Other Benefits[]

O Input to the Policy Statement[] O Investment Objectivest] [J Investment Constraintst] O Constructing the
Policy Statement [J The Importance of Asset Allocation] [J Real Investment Returns after Taxes and Costs[]

[ Returns and Risks of Different Asset Classest] [J Asset Allocation and Cultural Differences[] Chapter 3 Selecting
Investments in a Global Market [J Global Investment Choices] O Fixed-Income Investments[] O International
Bond Investingl O Equity Instrumentst [ Special Equity Instruments: Options[] O Futures Contracts[]

[ Investment Companies] [ Real Estate[] [1 Low-Liquidity Investments[] [ Historical Risk-Returns on
Alternative] [J Investments[] [ Stocks, Bonds, and T-BillsCI [0 World Portfolio Performancel] Chapter 4
Organization and Functioning O of Securities Markets[] [1 What Is a Market?[] [1 Characteristics of a Good
Market[d OO Organization of the Securities Market[d] [ Primary Capital Markets[] [1 Government Bond Issues]
[0 Municipal Bond Issues] [0 Corporate Bond IssuesC] [1 Corporate Stock IssuesC] [ Private Placements[]

[0 Secondary Financial Markets] [0 Why Secondary Markets Are Important] [J Secondary Bond Markets[]

O Financial Futures[] [0 Secondary Equity Markets[] [0 Regional Exchanges and the Over-the-Counter Market(]
[0 Regional Securities Exchanges] [0 Over-the-Counter (OTC) Market[] [0 Third Market O Fourth Market(]
[0 Changes in the Securities Markets[J [0 Evidence and Effect of Institutionalization] [0 Negotiated Commission
Rates[] [T The Impact of Block Trades[] [J Institutions and Stock Price Volatility[l [1 National Market System
(NMS)O [0 New Trading Systems[ [I Global Market Changes] [I Future DevelopmentsPart 2
DEVELOPMENTS INPart 3 VALUATION PRINCIPLESPart 4 ANALYSIS AND MANAGEMENTPart 5
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[0 O Strong support for this ratio was provided by Fama and French who evaluated the joint effects of market beta,
size, E/P ratio, leverage, and the BV/MV ratio [ referred to as BE/MEL on a cross section of average returns.
They analyzed the hypothesized positive relationship between beta and expected returns and found that this
positive relationship held pre-1969 but disappeared dur- ing the period 1963 to 1990. In contrast, the negative
relationship between size and average return was significant by itself and significant after inclusion of other
variables.OJ O In addition, they found a significant positive relationship between the BV/MV ratio and aver- age
return that persisted even when other variables are included. Most importantly, both size and the BV/MV ratio are
significant when included together and they dominate other ratios. Specif- icaUy, although leverage and the E/P
ratio were significant by themselves or with size, they[] become insignificant when both size and the BV/MV ratio
are considered.[] [0 In summary, studies thathave used publicly available ratios to predict the cross section of
expected returns for stocks have provided substantial evidence in conflict with the semistrong- form EMH.
Significant results were found for P/E ratios, market value size, neglected firms, and BV/MV ratios. Although the
Fama/French work indicated that the optimal combination appears to be size and the BV/MV ratio, a study by
Jensen, Johnson, and Mercer indicates that this com- bination only works during periods of expansive monetary

policy,
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