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In teaching and practice, the field of investments has expericnced many changes over the
last twor decades. This is due in part to an abundance of newly designed securities, in part
to the creation of new trading strategies that would have been impossible without concur-
rent advances in computer technology, and in part to rapid advances in the theory of invest-
ments that have come out of the academic community. In no other field, perhaps, is the
transmission of theory to real-world practice as rapid as is now commonplace in the finan-
cial industry. These developments place new burdens on practitioners and teachers of
investments far beyond what was required only a shon while ago.

Investments, Fourth Edition, is intended primarily as 2 textbook for courses in invest-
ment analysis. Our guiding principle has been te present the material in a framework that is
organized by a central core of consistent fundamental prineiples. We make every attempt 10
strip away hy ical and ical detail, and we have concentrated on
providing the intuition v.hat may guide students and practitioners as they confront new ideas
and challenges in their profassional lives.

Our primary goal is to present material of practical value, but all three of us are active
researchers in the science of financial economics and find virtually all of the material in
this book to be of great intellectual interest. Fortunately, we thisk, there is no contradiction
in the field of investments between the pursuit of truth and the pursuit of money. Quite the
opposite. The capital asset pricing model, the arbitrage pricing model, the efficient markets
bypothesis, the option-pricing model, and the other centerpieces of modem financial
rescarch are as much inteliectually saisfying subjects of scientific inquiry as they are of
immense practical importance for the sophisticated mvestor.

In our effort to link theory to practice, we have attempted to make our approach consis-
tent with that of the Institute of Chartered Financial Analysts ICFA), a subsidiary of the
Assaciation of Investment Management and Research (AIMR). In addition to fostering
research in finance, the AIMR and ICFA administer 2n education and certification program
to candidates seeking the title of Chartered Financial Analyst (CFA). The CFA curriculum

the ¢ s of a ittee of disti hed scholars and practitioners regard-
1ng the core of knowledge required by the investment professional,

There are many features of this text that make it consistent with and relevant 1o the CFA
curriculum. The end-of-chapter problem sets contain questions from past CFA exams, and,
for students who will be taking the exam, Appendix B is a useful tool that lists each CFA.
question in the text and the exam from which it has been taken. Chapter 3 includes excerpts
from the “Code of Ethics and Standards of Professional Conduct” of the ICFA. Chapter 26,
which discusses investors and the investment process, and is modeled after the ICFA
outline.

LNDERLYING PHILOSOPHY

We believe that attention to a few important principles can simplify the study of otherwise
difficult material and that fundamental principles should organize and motivate all study.
These principles are crucial to understanding the securities already traded wn financial
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