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KEY POINTS

Students and instructors often pay little attention to the first chapter in a textbook.  These introductory pages often offer little in the way of substantive material.  This chapter, I hope, is different.  It is not called an “Introduction;” it seeks to set the stage for the process of portfolio management that follows in the remaining 24 chapters.

PCMP is organized into four parts, each corresponding to one or more key steps in the portfolio management process.  Chapter One highlights the topics to follow, but does not give a detailed chapter-by-chapter accounting.

Chapter 1 is a good place to highlight the support software and study aids offered on the text website at www.cengage.com/finance/strong.  Support materials include spreadsheet templates, relevant Internet sites to enhance textbook concepts, current news related to issues in the textbook, PowerPoint slides to accompany the text, and helpful student exercises.  Use of this website can enhance the learning experience of the students and make the course more practical and interesting.  Reviewing and exploring the capability of the spreadsheet templates early in the semester will also allow the students to work more realistic problems during the semester when they get to the more difficult material.  Without such a review, students will often be unaware of the value of the support materials.  Most classes have some students with little or no experience using spreadsheets.  These people should be identified early and tutoring somehow arranged.  The actual competence needed to use the files is very modest, and students can be taught what they need to know in a matter of minutes.

I use optional homework problems (one a week), each of which, if done, results in one point being added to the student's final exam score.  Many of these problems are best solved using the software. 

The Internet exercises are also useful homework problems or group activities following each chapter.  

TEACHING CONSIDERATIONS

This first chapter is an overview of the material to be covered in the text.  Most of the text is directed to the portfolio management process while very little relates to individual security selection or analysis.  It is important that students understand this focus so that their expectations for the course are realistic.  This is also a good place to stress the idea that the portfolio management process is primarily involved with the reduction of risk while maintaining a desired expected return.  

The following paragraphs provide a brief overview of the text.

Part One of the text establishes a review and background for the investment process.  The second chapter provides a brief review of basic finance concepts and the statistical foundations that will be utilized in developing the Modern Portfolio Theory in future chapters.  Chapters 3 and 4 introduce portfolio objectives and policies.   Investment policy statement preparation is a major theme of Level III of the Chartered Financial Analyst program.  Many textbooks give this topic only limited coverage.  I think it is important and recommend you spend some time on this.
Part Two provides a review of general investment concepts.  The heart of the quantitative foundation of Modern Portfolio Theory is presented in Chapters 5 and 6.  Chapters 7 and 8 cover international investments and the efficient market concept.  Preliminaries about stocks are covered in Chapter 9.  Chapter 10 is new to the fifth edition.  This chapter on equity valuation is in response to some long-time users of the book who wanted more on security selection.  Chapter 11 covers security screening.  Bond basics are covered in Chapter 12.  Chapter 13 introduces real assets.  Chapter 14 on alternative assets is also new to this edition.  This asset class has become quite important in institutional portfolios.
Part Three covers many issues in the practice of portfolio management.  Chapter 15 covers stock portfolios, and Chapter 16 covers bond portfolios.  Chapters 17 and 18 provide a foundation on options and option overwriting.  Performance evaluation techniques are presented in Chapter 19, and fiduciary duties are covered in Chapter 20.  This topic is also one that is quite important in the world of money management, and is an area that many instructors have not historically covered in their course.   I find that students like this material; don’t skip it.

Part Four covers portfolio hedging using derivatives.  Chapter 21 provides a foundation about the futures market.  Hedging techniques for stock and bond portfolios are presented in Chapters 22 and 23.  Chapter 24 puts the whole process together with specific examples.  Finally, Chapter 25 discusses several current issues concerning portfolio management.
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