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The History of Modern Finance |
(by Merton Miller)

At five years, the German Finance Association (1/}£>) is not very old as
professional societies go, but then neither is the field of finance itself. Finance in its
modern form really dates only from the 1950s. In the forty years since then, the field
has come to surpass (##) many, perhaps even most, of the more traditional fields
of economics in terms of the numbers of students enrolled in finance courses, the
numbers of faculty teaching finance courses, and above all in the quantity and
quality of their combined scholarly output.

The huge body of scholarly research in finance over the last forty years falls
naturally into two main streams (JJK). And no, I don’'t mean “asset pricing” and
“corporate finance”, but instead a deeper division that cuts across both. The division
I have in mind is the more fundamental one between what I will call the business
school approach to finance and the economics department approach. Let me say
immediately, however, that my distinction ([X43) is purely “notional (#{& F)”,
not physical—a distinction over what the field is really all about, not where the
offices of the faculty happen to be located.

In the United States, the vast majority of academics in finance teach in business
schools, not economics departments, and always have. At the same time, in the
elite schools at least, a substantial fraction of the finance faculties have been trained
in—that is, have received their Ph. D.s from—economics departments. Habits of

thought acquired in graduate school have a tendency to stay with you.
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1. stream [stri:m]
n. &, i, Nl
v P, WA JNWRAR; W, BIF, Wsh
4] . underground streams
bR
He blew out a stream of cigar smoke.
it —E S
Tears streamed down her face.
it 4 IR Y DU fK 9 %
2. distinction [di'stink[an]
n. 25, £57; (B8 KF
AR stinet AFRAR W7, BIRABFFHE, distinet LR “R” BEEAES@E,
SRAEMER. Bk, Ll stinct AR OISR FAREXES L, MEEERE
(A<BE) (Basic Instinct) HHIAEER instinct,

[ZdHiRE]

HIEHA 20 e 50 ARG R R RITNARL, HHA . FABRUK
B BURRR 7 T Bl T 2 HARR SR LT F 0 3X.

BREREFIFT AT LA APIRIE, B - KB ZX 0N “B¥E” RS “4
reE” BT, XEME LK, MARREXNMHRENIAZERR TR FR
BRBEFBRERDEN. XFMPEARTZEH “FW=EMN” K “AFem” X
%, ERLEFTHPIRSX —EHARE.

fERE, REHERFRE—BETFERFLR, MAREFER. RiALH
TERT A B IR B AR AP A e RO R R A i L0, FLLE, HRAEH
Bk 1S 1 B 407 KRB 57 X SRR A T4 A

Prife “Rise” R 8 e RETT AT ERUEARY “HoRptIia”, B, B
RE FABRREREAFREHE) BRESEAMFEA B4R, Film, B, Bk,
AR . BEBRBAFENRE, RAREFMRNE A 2ENRERETN.

LG ZT#B, —AEEHREFERM/RBERE - SHRNRNEF:
“HT R EREEMIN A RS EREEIL”. Bt “@F¥” BIREBARE R
WA, B — 2RI ARHER , BRSO g sE .
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The characteristic of business school approach tends to be what we would call in
our jargon “micro normative (i &,)” . That is, a decision-maker, whether an
individual investor or a corporate manager is seen as maximizing some objective
function, be it utility, expected return, or shareholder value, taking the prices of
securities in the market as given. In a business school, after all, that’s what you’re
supposed to be doing: teaching your charges how to make better decisions.

To someone trained in the classical traditions of economics, however, the
dictum (£ 3F) of the great Alfred Marshall stands out: “It is not the business of the
economist to tell the brewer (MR #]i&E ) how to make beer. ” The characteristic
of economics department approach thus is not micro, but macro normative. The
models assume a world of micro optimizers, and deduce (J#%ZEH}) from that how
market prices, which the micro optimizers take as given, actually evolve.

Note that I am differentiating the stream of research in finance along macro
versus micro lines, and not along the more familiar normative versus positive
line. Both streams of research in finance are thoroughly positivist (53ZiF F X ) in
outlook in that they try to be, or at least claim to be, concerned with testable
hypotheses. The normal article in finance journals over the last forty years has two
main sections: the first presenting the model and the second showing that real-world
data are consistent with the model (which is hardly surprising, because had that not
been so, the author would never have submitted the paper in the first place, and the
editors would never have accepted the article for publication).

The interaction of these two streams, the business school stream and the
economics department stream—the micro normative and the macro normative—has
largely governed the history of the field of finance to date. I propose to review some of
the high points of this history, taking full advantage of a handy ({# ) organizing

principle nature has given us: to wit, the Nobel Prizes in Finance.

Markowitz and the Theory of Portfolio Selection

The tension between the micro and macro approaches was visible from the very
beginning of modern finance—from our big bang, as it were—which I think we can

all agree today dates back to the year 1952 with the publication of Harry Markowitz’s

.
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BT - KIS REDIR S CREUMBER” M CRORBTR”, AR E R WK
“HIERFIT 5 “SCUERRSR”. X PO E BT SR AT LUK 2 SEIERT Y, ROh B
ENEFRPFFRARIEAN T USSR KBRS . X+ LAk, &R J5 w8
—HEER AT LAS AP AER A R ISR A AT SR R AE GXOIFAEE ARz, iR
WA RXFER, (FEAEMR, PTFNRBEAERARIECETELER.

SRIF MR SEMARAGH IR TN EMFHERE, REN (&
AL TED W IUREFFRARANMBM T —MEEHW®RE, LRI —RieSEhk
5.

[i7iCiE{iZ]
1. deduce (duc-, duct, AR, FTT “FK’. “RE” WER) [di'dju:s]
v HEIR; BN
adj. deducible
#/4): The answer can be deduced from the evidence available.
BRVUMNEHIEHEREL .
Can we deduce from your silence that you do approve?
FATRA T AR TLRRIA AR E & T W8 ?
2. optimizer (opt-, W, TR “KE”. “B” WER) ['optimaiza]
n. fufeds; AR
R opt 5 “JEEE” M “F” BEEAEX, Woption (FEHTA “HEHE”) . optics
(n. Je2) . optical (adj. MBEH); H2EH)) . optimistic (adj. HRMAY. KW FE
X#, BIgE “F” BIHFLEHD

[ZlEiRE]

OREX5AGREFER

RO A RBFR 5 R WM R K501k, B 1952 B & Rl 2E 0t A 3 i nl WL,
X4, —NRBIEA T T8, ME - SRERESMFIE TR P Journal
of Finance b RF TN (RFEHGHEEHIL) ML, ZCHE NN EI LR
FUEA PR . B3R —UKIE M E T YR 5 XU R SR A B

R X EMEAER R BRGNS St (GBS ke
SO g 5 X, X R E X A A Rl N ok 1 AR B T AR, AR AE Y B A Xt
TRRIPERY . R R A R i XU 40 2k i AT REPE (Es RANA BB ——BRZER)
AT KUK
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