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Chair of Finance (I)

• Address:
– L 9, 1-2

– Secretary: third floor (“3. OG“)

– Assistants: second, fourth, and fifth floor

• Office hours:
– By appointment

– General questions: Please visit our homepage first

– Secretary: Mo-Fr  09.00 – 12.00 am
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Chair of Finance (II)

• Research at the Chair of Finance 

a) Market Microstructure

b) Empirical Asset Pricing

c) Blockchain & Cryptocurrency
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T1. Blockchain Applications in Finance 
Stefan Scharnowski

Topic Description
• While cryptocurrencies are arguably the most prominent application of blockchains to finance,

there are multiple other areas where the technology can be used.

• One such area relates to the trading of financial assets. Especially when it comes to the post-
trade processes of clearing and settlement, distributed ledgers have the potential to improve
the current standards by providing speed and transparency.

• For another example, self-executing smart contracts offer new ways of automating derivatives
markets, resolving companies in financial distress, or triggering other types of contingent
events.

• The aim of this thesis is to introduce the different types of blockchains and then to
systematically review the literature and recent developments regarding their application to
financial markets, where the focus should be beyond their use in cryptocurrencies.
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Starting References
• Yermack, D. (2017). Corporate governance and blockchains. Review of Finance, 21(1), 7-31.

• Nofer, M., Gomber, P., Hinz, O., & Schiereck, D. (2017). Blockchain. Business & Information 
Systems Engineering, 59(3), 183-187.

• Cong, L. W., & He, Z. (2019). Blockchain disruption and smart contracts. The Review of 
Financial Studies, 32(5), 1754-1797.

• Chiu, J., & Koeppl, T. V. (2019). Blockchain-based settlement for asset trading. The Review of 
Financial Studies, 32(5), 1716-1753.

• Xu, M., Chen, X., & Kou, G. (2019). A systematic review of blockchain. Financial Innovation, 
5(1), 1-14.

• Al-Jaroodi, J., & Mohamed, N. (2019). Blockchain in industries: A survey. IEEE Access, 7, 36500-
36515.
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T2. InsurTech
Stefan Scharnowski

Topic Description
• Providing insurance is one of the oldest areas of financial markets. As with any other industry,

new technologies have the potential to make the insurance industry more efficient. This
particularly relates to novel approaches to analyze big datasets from old and new data
sources, to provide highly customized insurance policies, to offer insurance against an ever
increasing set of uncertain events, and to reach new potential customers using digital channels
like apps.

• However, insurance is a heavily regulated business, which partially explains the relatively slow
adoption of new approaches and technologies.

• The aim of this thesis is to systematically review the literature and recent developments
regarding how technological innovations (potentially) transform the insurance industry. One of
the focus points of the thesis should be on new players that specialize in using new
technologies and analyzing large amounts of data to improve the existing companies’ business
models.
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Starting References
• Cortis, D., Debattista, J., Debono, J., & Farrell, M. (2019). InsurTech. In Disrupting finance (pp. 

71-84). Palgrave Pivot, Cham.

• Lewis, S. (2017). Insurtech: an industry ripe for disruption. Georgetown Law Technology 
Review, 1, 2.

• VanderLinden, S. L., Millie, S. M., Anderson, N., & Chishti, S. (2018). The insurtech book: The 
insurance technology handbook for investors, entrepreneurs and fintech visionaries. John 
Wiley & Sons.

• Braun, A., & Schreiber, F. (2017). The current InsurTech landscape: business models and 
disruptive potential (No. 62). I. VW HSG Schriftenreihe.

• Lin, L., & Chen, C. (2020). The promise and perils of InsurTech. Sing. J. Legal Stud., 115.

• Wilamowicz, A. (2019). The great FinTech disruption: InsurTech. Banking & Finance Law 
Review, 34(2), 215-238.
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T3. RegTech – Technology and Financial Regulation
Stefan Scharnowski

Topic Description
• (Complying to) Regulation in financial markets has become substantially more complex for

financial institutions following the financial crisis.

• At the same time, advances in technology like machine learning, cloud computing, and big
data offer new opportunities to monitor and report risks, potentially making financial markets
more resilient and transparent.

• This holds not only for individual financial institutions, but also for regulators that monitor
those institutions and the overall market. The technologies and processes that support
regulation and compliance have become known under the umbrella term of RegTech.

• The aim of this thesis is to systematically review the literature regarding RegTech both from
the perspective of established financial institutions and that of new players specializing in
offering RegTech solutions, as well as from the perspective of their regulators.

.
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Starting References
• Arner, D. W., Barberis, J., & Buckey, R. P. (2016). FinTech, RegTech, and the reconceptualization 

of financial regulation. Nw. J. Int'l L. & Bus., 37, 371.

• Weber, R. H. (2017). Regtech as a new legal challenge. Journal of Financial Transformation, 46, 
10-17.

• Anagnostopoulos, I. (2018). Fintech and regtech: Impact on regulators and banks. Journal of 
Economics and Business, 100, 7-25.

• Butler, T., & O’Brien, L. (2019). Understanding RegTech for digital regulatory compliance. In 
Disrupting Finance (pp. 85-102). Palgrave Pivot, Cham.

• Arner, D. W., Zetzsche, D. A., Buckley, R. P., & Barberis, J. N. (2017). FinTech and RegTech: 
Enabling innovation while preserving financial stability. Georgetown Journal of International 
Affairs, 47-58.

• Larsen, K., & Gilani, S. (2017). RegTech is the new black—the growth of RegTech demand and 
investment. Journal of financial transformation, 45, 22-29.

• Zetzsche, D. A., Arner, D. W., Buckley, R. P., & Weber, R. H. (2019). The future of data-driven 
finance and RegTech: Lessons from EU big bang II.

• https://www.investopedia.com/terms/r/regtech.asp
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T4. Crowd Finance and Social Trading
Stefan Scharnowski

Topic Description
• Technological innovation facilitates new social aspects in finance. New platforms have

emerged that connect investors and those with financing needs. In most cases, these investors
are small retail investors that before were not able to directly invest in certain companies or
projects and could not directly lend money to others.

• Additionally, some new platforms enable users to share their trading strategies which can then
be copied by other (mostly retail) traders.

• The aim of this thesis is to systematically review the literature and recent developments in
three areas:

– Crowdfunding, where a company or project is financed by a „crowd“ of investors that
either receive pre-specified rewards (think Kickstarter) or shares in the company (equity
crowdfunding)

– Peer-to-Peer (P2P) Lending, where individuals provide loans to companies or other
individuals

– Social Trading, where trading and investment analysis is linked to a community akin to a
social network

.
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Starting References
• Belleflamme, P., Lambert, T., & Schwienbacher, A. (2014). Crowdfunding: Tapping the right crowd. Journal of business venturing, 

29(5), 585-609.

• Belleflamme, P., Omrani, N., & Peitz, M. (2015). The economics of crowdfunding platforms. Information Economics and Policy, 33, 
11-28.

• Moritz, A., & Block, J. H. (2016). Crowdfunding: A literature review and research directions. Crowdfunding in Europe, 25-53.

• Oehler, A., Horn, M., & Wendt, S. (2016). Benefits from social trading? Empirical evidence for certificates on wikifolios. 
International Review of Financial Analysis, 46, 202-210.

• Wohlgemuth, V., Berger, E. S., & Wenzel, M. (2016). More than just financial performance: Trusting investors in social trading. 
Journal of Business Research, 69(11), 4970-4974.

• Röder, F., & Walter, A. (2019). What drives investment flows into social trading portfolios?. Journal of Financial Research, 42(2), 
383-411.

• Reith, R., Fischer, M., & Lis, B. (2020). Explaining the intention to use social trading platforms: an empirical investigation. Journal of 
Business Economics, 90(3), 427-460.

• Doering, P., Neumann, S., & Paul, S. (2015, May). A primer on social trading networks–institutional aspects and empirical evidence. 
In EFMA annual meetings.

• Gao, R., & Feng, J. (2014). An overview study on P2P lending. International Business and Management, 8(2), 14-18.

• Serrano-Cinca, C., Gutiérrez-Nieto, B., & López-Palacios, L. (2015). Determinants of default in P2P lending. PloS one, 10(10), 
e0139427.

• https://www.business.org/finance/loans/crowdfunding-vs-peer-to-peer-lending/
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T5. Digital Currencies and Central Banks
Stefan Scharnowski

Topic Description
• Digital currencies, including cryptocurrencies like Bitcoin, are becoming more and more

widespread. However, it is still unclear what type of asset many of these “currencies” actually
are: In some respects they are indeed currencies, while in others the behave more like other
financial assets or even commodities. In particular, the fraction of financial transactions
involving digital currencies compared to conventional currencies is yet minuscule, suggesting
they are not yet used as proper currencies on a wider scale.

• Most central banks have started investigating the potential of digital currencies. In some
countries, there are already plans in place to launch digital central bank currencies. Other
central banks are more hesitant. Most have published research or policy papers regarding this
issue.

• The aim of this thesis is to provide an overview of digital central bank currencies regarding
their technologies and pros and cons compared to traditional currencies. In particular, the
thesis will survey where major global central banks stand with respect to digital central bank
currencies and their potential adoption.
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Starting References
• Barontini, C., & Holden, H. (2019). Proceeding with caution-a survey on central bank digital currency. Proceeding with Caution-A 

Survey on Central Bank Digital Currency (January 8, 2019). BIS Paper, (101).

• Bordo, M. D., & Levin, A. T. (2017). Central bank digital currency and the future of monetary policy (No. w23711). National Bureau
of Economic Research.

• Fernández-Villaverde, J., Sanches, D., Schilling, L., & Uhlig, H. (2020). Central bank digital currency: Central banking for all?. Review 
of Economic Dynamics.

• Engert, W., & Fung, B. S. C. (2017). Central bank digital currency: Motivations and implications (No. 2017-16). Bank of Canada Staff 
Discussion Paper.

• Auer, R., & Böhme, R. (2020). The technology of retail central bank digital currency. BIS Quarterly Review, March.

• Davoodalhosseini, S. M. (2018). Central bank digital currency and monetary policy. Available at SSRN 3011401.

• Andolfatto, D. (2021). Assessing the impact of central bank digital currency on private banks. The Economic Journal, 131(634), 525-
540.

• Chiu, J., Davoodalhosseini, M., Jiang, J. H., & Zhu, Y. (2019). Central bank digital currency and banking (No. 2019-20). Bank of 
Canada Staff Working Paper.

• Wadsworth, A. (2018). The pros and cons of issuing a central bank digital currency. The Reserve Bank of New Zealand Bulletin, 
81(7).

• Klein, M., Gross, J., & Sandner, P. (2020). The Digital Euro and the Role of DLT for Central Bank Digital Currencies.
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T6. Documentation Quality of Cryptocurrency
Yanghua Shi

Topic Description

• The design features of many cryptocurrencies, esp. the smaller ones, can 
be difficult to obtain due to their documentation quality. Yet there is no 
systematic investigation about this.

• This thesis wants to fill this gap by searching for specific cryptocurrency 
design features to see how difficult it is to obtain the corresponding design 
feature data. This thesis also aims to look at the correlation between the 
documentation quality and the market performance of the cryptocurrency 
(e.g. trading volume and market capitalization).

• The thesis should contain a record of the data for around 10 specified 
design features for a number of cryptocurrencies, which the student 
obtains by searching and the sources from which the student obtains these 
data.
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Starting References
• https://coinmarketcap.com/

• https://messari.io/

• White papers of individual cryptocurrencies

• Main pages of individual cryptocurrencies

• Software development website such as github.com
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T7. ESG Investing and Investor Behavior
Yanghua Shi

Topic Description

• ESG (Environmental, Social, and Governance) investing is becoming more and more 
significant due to growing awareness of sustainability. More and more financial 
institutions are offering the possibility of ESG investment. As a result, application of 
behavioral finance in the field of ESG Investing could be both theoretically and 
practically interesting. 

• The thesis should contain a comprehensive literature review on ESG investing and 
related behavioral literature (does not have to be behavioral finance). 

• The student should summarize important empirical findings and give suggestions to 
the future research direction of this field.
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Starting References

• Brandon, Rajna Gibson, et al. "Responsible Institutional Investing Around the 
World." (2020).

• Borgers, Arian, et al. "Do social factors influence investment behavior and 
performance? Evidence from mutual fund holdings." Journal of Banking & 
Finance 60 (2015): 112-126.

• Hong, Harrison, and Marcin Kacperczyk. "The price of sin: The effects of social 
norms on markets." Journal of financial economics 93.1 (2009): 15-36.

• Przychodzen, Justyna, et al. "ESG Issues among fund managers—Factors and 
motives." Sustainability 8.10 (2016): 1078.

• Ricciardi, Victor, and Helen K. Simon. "What is behavioral finance?." Business, 
Education & Technology Journal 2.2 (2000): 1-9.
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Topic Description

• With new technologies such as functional magnetic resonance imaging (fMRI), we 
are able to observe the brain, which is center of decision making. Such 
development in technology gives rise to the new field: neurofinance.

• The thesis should contain a comprehensive literature review on neurofinance and 
cross-reference literature from other fields whenever possible. 

• The student should summarize the current state of art and give suggestions to the 
future research direction of this field.

• With what (s)he learned from the literature review, the student may choose to 
briefly describe the design of an experiment.
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Starting References

• Peterson, Richard L. "Neuroeconomics and neurofinance." Behavioral 
finance (2010): 73-93.

• Srivastava, Mrinalini, et al. "What’s in the brain for us: a systematic literature review 
of neuroeconomics and neurofinance." Qualitative Research in Financial 
Markets (2020).

• Tseng, K. C. "Behavioral finance, bounded rationality, neuro-finance, and traditional 
finance." Investment Management and Financial Innovations 3, Iss. 4 (2006): 7-18.

• Vasile, Dedu, and Turcan Ciprian Sebastian. "Neurofinance–getting an insight into 
the trader’s mind." Neuroscience 27.31 (2007): 8159-8160.
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T9. Green shoe option in price stabilization
Mengnan Wu

Topic Description
• The green shoe option, which has been named after the Greenshoe Manufacturing Company

as this firm was the first to go public with this type of call option. Underwriters often sell more
than 100 percent of shares at the offering and repurchase shares to stabilize the price shortly
after IPO. The green shoe option allows the underwriter to cover the short position by
exercising this call option at the issue price.

• The lead underwriter engages in stabilization activity for less successful IPOs, and uses the
overallotment option to reduce his inventory risk. Allocation device plays an important role in
the process of price stabilization when there’re positive initial returns.

• What is the role of the underwriter relative to other market makers in the aftermarket trading
of IPOs? Does the stabilization have a temporary or permanent effect on the price? Is it
profitable for the underwriters and the issuers? What are the risks involved in such activities?

Requirement
• The student is expected to conduct a comprehensive literature review on underwriter

activities in the secondary markets to support or stabilize IPOs and their influence on the IPO
price performance, to summarize the explanations and empirical findings on the benefits and
risks of the green shoe option for issuers and underwriters.
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Starting References
• Aggarwal, R. (2000). Stabilization activities by underwriters after initial public offerings. The 

Journal of Finance, 55(3), 1075-1103.

• Ellis, K., Michaely, R., & O'hara, M. (2000). When the underwriter is the market maker: An 
examination of trading in the IPO aftermarket. The Journal of Finance, 55(3), 1039-1074.

• Aggarwal, R. (2003). Allocation of initial public offerings and flipping activity. Journal of 
Financial Economics, 68(1), 111-135.

• Oehler, A., Rummer, M., & Smith, P. N. (2004). The Existence and Effectiveness of Price Support 
Activities in Germany: A Note (No. 30). Diskussionsbeiträge-Bank-und Finanzwirtschaftliche
Forschung (BAFIFO).

• Jiao, Y., Kutsuna, K., & Smith, R. (2017). Why do IPO issuers grant overallotment options to 
underwriters?. Journal of Corporate Finance, 44, 34-47.
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T10. No-information demand shocks and stock returns
Mengnan Wu

Topic Description
• How does price react to demand shocks? A large body of research has documented the price

pressure effects around index additions and block sales. But some doubt the events studied
are contaminated by information about fundamentals.

• A rapidly expanding literature has used the investor flows to and from mutual funds as a
source of exogenous price pressure. If the required sales from individual investors are
sufficiently large, the funds’ liquidity needs may put downward pressure on prices that is
unrelated to the fundamental value of the underlying stocks.

• The flow-induced trading, across mutual funds, can have a significant impact on individual
stock returns and drive stock prices temporarily away from their information-efficient
benchmarks (Coval and Stafford, 2007). The flow-based mechanism can potentially cause
stock return momentum and comovement (Lou, 2012).

Requirement
• The goal of the thesis is to conduct a survey on the effects of no-information demand shocks

on stock returns and the theoretical explanations, and to compare the measurement of
mutual fund flow pressure.
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Starting References
• Coval, J., & Stafford, E. (2007). Asset fire sales (and purchases) in equity markets. Journal of 

Financial Economics, 86(2), 479-512.

• Frazzini, A., & Lamont, O. A. (2008). Dumb money: Mutual fund flows and the cross-section of 
stock returns. Journal of Financial Economics, 88(2), 299-322.

• Lou, D. (2012). A flow-based explanation for return predictability. The Review of Financial 
Studies, 25(12), 3457-3489.

• Savor, P. G. (2012). Stock returns after major price shocks: The impact of information. Journal 
of financial Economics, 106(3), 635-659.

• Wardlaw, M. (2020). Measuring mutual fund flow pressure as shock to stock returns. The 
Journal of Finance. Advance online version. doi: 10. 1111/jofi.12962.

23

T10. No-information demand shocks and stock returns
Mengnan Wu



T11. Impact and Consequences of Socially Responsible Investment 

Lukas Zimmermann

Topic Description
• Socially responsible investment (SRI) has strongly grown in importance in recent years. The

consideration of environmental, social, and governance (ESG) information is deemed an
important factor concerning investment decision for many investors. However, there is a
debate about the implications of ESG based investment approaches and whether they have a
positive or rather negative effect on investment outcomes (e.g. Hong and Kacperczyk 2009).
Further, there is a discussion on the impact socially responsible or impact investing has on the
ESG outcomes of firms (e.g. Chowdhry et al. 2019).

• The thesis should give an overview on socially responsible investment and examine different
question that are discussed in the literature. Which approaches for SRI and ESG investing
exist? What is the impact on returns and are there costs associated with ESG management in
terms of sacrificed return or is ESG investing even rewarded with higher returns? Does this
type of investment further has an impact on ESG performance of firms?

• The thesis should mainly consist of a literature review, however, some empirical work could
possibly be done. For instance an analysis could be performed on tracking the size of the ESG
investing industry (ESG funds or green bonds) and the participation of different investor types
over time.
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Starting References
• Bolton, P. and Kacperczyk, M. (2020). Do Investors Care about Carbon Risk? Journal of 

Financial Economics.

• Chava, S., Kim, J.H. and Lee, J. (2021). Doing Well by Doing Good? Risk, Return, and 
Environmental and Social Ratings. Working Paper.

• Chowdhry, B., Davies, S. W. and Waters, B. (2019). Investing for Impact. Review of Financial 
Studies, 32(3), 864–904. 

• Dyck, A., Lins, K. V., Roth, L. and Wagner, H. F. (2019). Do Institutional Investors Drive 
Corporate Social Responsibility? International Evidence. Journal of Financial Economics, 131, 
693-714.

• Flammer, C. (2021). Corporate Green Bonds. Journal of Financial Economics.

• Hong, H. and Kacperczyk, M. (2009). The Price of Sin: The Effects of Social Norms on Markets. 
Journal of Financial Economics, 93(1), 15-36.

• Liang, H. and Renneboog, L. (2020). Corporate Social Responsibility and Sustainable Finance: A 
Review of the Literature. Oxford Research Encyclopedia of Economics and Finance.
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T12. Option Characteristics and Security Returns
Lukas Zimmermann

Topic Description
• There is a voluminous literature that studies the cross-section of stock returns. Mostly

variables are examined that are based on accounting or stock market variables or on related
firm characteristics. A specific string of literature investigates whether characteristics based on
stock options might have predictive power for both stock and option returns. While earlier
papers mostly focused on specific variables, Goyenko and Zhang (2021) and Neuhierl et al.
(2021) jointly study a large number of variables and their ability to predict both stock and
option returns.

• While predictability studies have a mid-term focus, there are also studies that investigate the
impact of options on daily stock returns. For instance, Ni et al. (2021) suggest that a significant
portion of daily returns can be traced back to option related trading. Both types of studies
together can give a comprehensive overview of the role of information contained in stock
options for stock returns.

• The thesis should examine the role that option related information plays for stock returns,
both in the mid-term and short-term. To this end, the results of the literature should be
compared and summarized. Eventually, there should be an assessment and discussion on the
importance of option related information.
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Starting References

• An, B.-J., Ang, A., Bali, T. G. and Cakici, N. (2014). The Joint Cross Section of Stocks and 
Options. Journal of Finance, 69(5), 2279–2337. 

• Goyenko, R. and Zhang, C. (2021). The Joint Cross Section of Option and Stock Returns 
Predictability with Big Data and Machine Learning. Working Paper.

• Hu, J. (2014). Does Option Trading Convey Stock Price Information? Journal of Financial 
Economics, 111(3), 625–645.  

• Neuhierl, A., Tang, X., Varneskov, R. T. and Zhou, G. (2021). Stock Option Predictability for the 
Cross-Section. Working Paper.

• Ni, S. X., Pearson, N. D., Poteshman, A. M. and White, J. (2021). Does Option Trading Have a 
Pervasive Impact on Underlying Stock Prices? Review of Financial Studies, 34(4), 1952–1986.
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T13. Machine Learning and Asset Return Predictability
Lukas Zimmermann

Topic Description
• One of the main objectives in empirical asset pricing is to determine drivers of asset returns.

Many characteristics and variables have been proposed as possible predictors. There remains
discord concerning the importance of different variables and concerning the number of
variables needed to explain returns sufficiently well. While the traditional way of analyzing a
relationship to returns is by means of linear regressions or non-parametric portfolio sorts,
machine learning algorithms present a further possibility to test for non-linear relationships
between characteristics and asset returns. The machine learning literature in asset pricing is
growing, with Gu et al. (2020) being one of the currently most influential papers.

• The thesis should summarize the current state of research concerning the applicability of
machine learning methods for asset return prediction. Stock returns are in the focus of most
studies, but also other assets as bonds have been examined. The thesis should give an
overview on the machine learning methods employed in the literature and on the
corresponding findings and conclusions for the different methods. Eventually, the thesis
should conclude and assess how useful the application of machine learning can be for
predicting asset returns and which methods turn out to be successful when compared to
traditional methods.
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Starting References

• Bianchi, D., Büchner, M. and Tamoni, A. (2020). Bond Risk Premia with Machine Learning. 
Working Paper. 

• Brogaard, J. and Zareei, A. (2021). Machine Learning and the Stock Market. Working Paper. 

• Choi, D., Jiang, W. and Zhang, C. (2020). Alpha Go Everywhere: Machine Learning and 
International Stock Returns. Working Paper. 

• Goyenko, R. and Zhang, C. (2021). The Joint Cross Section of Option and Stock Returns 
Predictability with Big Data and Machine Learning. Working Paper.

• Gu, S., Kelly, B. and Xiu, D. (2020). Empirical Asset Pricing via Machine Learning. Review of 
Financial Studies, 33(5), 2223–2273. 

• Rasekhschaffe, K. C. and Jones, R. C. (2019). Machine Learning for Stock Selection. Financial 
Analysts Journal, 75(3), 70–88. 
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T14. Technical Analysis – An Academic Perspective
Lukas Zimmermann

Topic Description
• The efficient market hypothesis in its weak form states that it should not be possible to predict

asset returns based on its past information. Technical analysis, however, summarizes
techniques that make use of past return and volume information to predict the future
development of returns. Technical analysis includes a wide array of approaches. There are
more qualitative approaches that for instance rely on the recognition of reversal or
continuation patterns in return charts and more quantitative approaches that for instance rely
on different technical indicators as moving averages of prices to determine trading decisions.

• Numerous studies investigate the profitability and success of technical analysis. Most papers
focus on the application of technical indicators, but some (e.g. Lo et al. 2000) focus on
technical analysis in more broader terms.

• The thesis should give an overview of techniques employed for technical analysis and their
corresponding assessment in the academic literature. First, it should be explained how
different techniques work and on which intuition they are based. Subsequently, the
corresponding findings in the literature should be summarized. The thesis should conclude
with a general discussion on the assessment of the academic literature concerning technical
analysis.
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Starting References
• Blume, L., Easley, D. and O'Hara, M. (1994). Market Statistics and Technical Analysis: The Role 

of Volume. Journal of Finance 49(1), 153-181.

• Brock, W., Lakonishok, J. and LeBaron, B. (1992). Simple Technical Trading Rules and the 
Stochastic Properties of Stock Returns. Journal of Finance 47(5), 1731-1764.

• Brogaard, J. and Zareei, A. (2021). Machine Learning and the Stock Market. Working Paper.

• Kavajecz, K.A. and Odders-White, E.R. (2004). Technical Analysis and Liquidity Provision. 
Review of Financial Studies 17(4), 1043-1071.

• Lo, A.W., Mamaysky, H. and Wang, J. (2000). Foundations of Technical Analysis: Computational
Algorithms, Statistical Inference, and Empirical Implementation. Journal of Finance 60(4), 
1705-1765.

• Nazárioa, R.T.F., Lima e Silva, J., Sobreiroa, V.A. and Kimuraa, H. (2017). A Literature Review of
Technical Analysis on Stock Markets. The Quarterly Review of Economics and Finance 66, 115–
126. 

• Zhu, Y. and Zhou, G. (2009). Technical Analysis: An Asset Allocation Perspective on the Use of
Moving Averages. Journal of Financial Economics 92, 519–544.
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T15. The Momentum Effect: A Violation of Market Efficiency?  

Can Yilanci

Topic Description
• Weak form market efficiency is that all information in the time series of past prices is reflected in the current price (Fama,

1970). Hence, analyzing past prices should not allow to predict future returns. However, there is ample evidence for the
existence of a momentum effect in stock returns. Jegadeesh and Titman (1993) document for the US equity market that past
winner stocks tend to outperform past loser stocks over the next couple of months. A momentum effect has also been
documented for a large number of countries (e.g. see Chui et al., 2010). Thereby, momentum remains of relevance for
academic research even today because it poses a strong challenge to the efficient markets hypothesis.

• We do not know why momentum exists. Existing literature considers various explanation approaches for the existence of
momentum. Factor models like the Fama and French 3-factor and 5-factor models (Fama and French 1996, 2016) fail to
explain momentum. Griffin et al. (2003) and Cooper et al. (2004) also show that macroeconomic risk variables cannot explain
momentum returns. Barberis et al (1998) and Daniel et al. (1998) built behavioral models that explain momentum returns by
considering investor sentiment, investor overconfidence, and biased self-attribution. Does that mean momentum profits exist
because investors are irrational? Have momentum profits persisted over time? And does this mean that markets are not
efficient?

Student’s Task
• The student’s task is to answer the questions raised above. More specifically, the student’s task is threefold. First, the student

should survey existing literature about the momentum effect. Second, the student should group the various explanation
approaches in appropriate groups (e.g. behavioral, risk-based, market frictions). Third, the student should evaluate the
different explanation approaches and highlight implications for the efficient markets hypothesis.

• The learning outcomes of the thesis are to gain first experience with academic research and to develop an in-depth
understanding of capital markets. Moreover, the student should get to know an important asset pricing anomaly.
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Topic Description
• A dividend is „the distribution of some of a company‘s earnings to a class of its shareholders“ (Investopedia). Andres et al.

(2015) show that companies use dividends to disburse permanent earnings. Thereby, dividends are of utmost importance in
finance and a considerable part of finance literature has analyzed the role of dividends. For instance, Gordon and Shapiro
(1956) develop the Gordon growth model (a dividend discount model) to determine the price of a stock. In early work, Lintner
(1956) sets up a theoretical model of corporate dividend behavior. He documents that company management tries to smooth
dividends.

• How does the stock market react to the initiation or omission of dividends? A considerable amount of literature shows that
the stock market reacts favorably to companies that start paying a dividend. Likewise, the stock market reacts unfavorably if
companies stop paying a dividend. However, the evidence that dividend paying companies experience higher returns than
non-dividend paying companies is rather old. For instance, Michaely et al. (1995) report that dividend initiations (omissions)
are associated with a price increase (decrease) of about 3% (7%). In addition, evidence is often based on equal-weighted
portfolio returns (Boehme and Sorescu, 2002). This raises a couple of questions. Do companies that start paying a dividend
really outperform other companies? Does this effect depend on the way we measure returns (i.e. using equal- or value-
weighted returns)? Do we make the same finding for a more recent period?

Student’s Task
• The student’s task is threefold. First, the student should survey existing literature and outline the importance of dividends.

The student should focus on the Lintner (1956) model and the Gordon growth model (Gordon and Shapiro, 1956). Second, the
student should analyze existing empirical evidence regarding dividend initiations (and omissions). Third, the student should
conduct her own empirical study and test whether firms that start paying a regular dividend outperform other firms. The
dataset will be provided.

• The learning outcomes of the thesis are to gain first experience with academic research and to develop an in-depth
understanding of capital markets. Moreover, the student should get to know how to work empirically.
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T17. Firm Size and the Cross-Section of Stock Returns
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Topic Description
• The size effect, i.e. the tendency of small stocks to outperform large stocks, was firstly discovered by Banz

(1981). Subsequently, Fama and French (1992, 1993) showed that returns on a size factor help to capture
the cross-sectional variation in average stock returns. However, already Dichev (1998) reports that the size
effect disappeared after 1980 in US stock returns. In addition, the study of Fama and French (2012) shows
mixed evidence for the existence of a size effect in international stock returns. So did the size effect really
disappear? Is the size effect merely a statistical artefact? What does this mean for asset pricing models like
the Fama and French 3-factor model that includes a size factor?

Student’s Task
• The student’s task is to answer the questions raised above. More specifically, the student’s task is twofold.

First, the student should survey existing literature and provide a detailed overview of the size effect.
Second, the student should replicate the size effect for the US stock market. The student can use sorts on
market capitalization to test whether small-capitalization stocks outperform large-capitalization stocks.
Further, the student can use 25 size-book-to-market portfolios (available on the website of Ken French) to
estimate risk premiums using Fama and MacBeth (1973) regressions.

• The learning outcomes of the thesis are to gain first experience with academic research and to develop an
in-depth understanding of capital markets. Moreover, the student should get to know how to work
empirically.
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