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Winner of the 1997 Alfred Nobel Memorial Prize in the Economic Sciences, School of Management 
Distinguished Professor of Finance at the Massachusetts Institute of Technology, and University 
Professor Emeritus at the Harvard University, Professor Robert C. Merton has shaped the fi nance 
and economics world with his path-breaking research in derivative security pricing, dynamic 
portfolio theory, and capital asset pricing. His book, Continuous-Time Finance, is a “must read” 
for any researcher in Finance.  He was among the pioneers in developing modern fi nancial 
economics and engineering, distinguished by its most advanced quantitative research directly 
impacting mainstream fi nance practice.    His contributions have such a big impact that almost 
every economics and fi nance student, from bachelor program to doctoral program, as well as 
practitioner, must know him and his work.

With more than four decades of achievements, Professor Merton is still very keen in teaching 
students to apply fi nancial science and fi nancial engineering to the design and management of 
global fi nancial institutions, markets, and the fi nancial system. His recent research area is in 
pension plans. He has developed a pension management platform that addresses defi ciencies 
associated with traditional defi ned-benefi t and defi ned-contribution plans and is reshaping the 
understanding and implementation of pension schemes and systems globally.

As noted in his Nobel autobiography, Professor Merton had a passion for cars from an early 
age, having bought and rebuilt his fi rst car at 15, and thought he would become an automotive 
engineer.  Indeed he worked summers in advanced vehicle design at Ford Motor Company, 
while he earned a bachelor’s degree in engineering mathematics from Columbia University, and 
a master’s degree in applied mathematics from the California Institute of Technology. While 
working on his PhD at Cal Tech in applied mathematics, he was drawn to economics by the 
research and policy implementation to control unemployment and infl ation in the 1960s. He 
decided to change fi elds to economics inspired by the thought that if one made some research 
contribution it could also directly infl uence practice and help to improve society, potentially 
affecting millions of people. He joined the Massachusetts Institute of Technology from where 
he was deeply infl uenced by Paul Samuelson, and earned a doctorate in economics. He then 
served on the fi nance faculty of the MIT Sloan School of Management until 1988, when he moved 
to Harvard Business School. Even now, he often expresses his analyses of fi nancial issues using 
analogies of cars and their parts, demonstrating not only his passion in explaining diffi cult 
concepts with common sense examples from his hobby to a wide audience, but also refl ecting 
his vivid sense of humor. He has lived the theme of doing cutting edge theoretical research in 
fi nance and then bringing into use in practice.

Although his fi rst published article in the Journal of the History of Ideas is about Gulliver’s 
Travels after taking a course in Literature in which he earned an unsatisfactory grade, his fi rst 
groundbreaking work was published in 1969 and 1971 on solving the lifetime consumption/
portfolio selection problem by employing the assumption of continuous trading, and showing that 
with continuous trading, and the underlying returns lognormal, the optimal portfolio strategies 
were the same as the Markowitz-Tobin rules but without their empirically unacceptable 
assumptions of Gaussian distribution for prices or quadratic utility. The second one is the 1973 
Intertemporal Capital Asset Pricing Model that there are other dimensions of systematic risk 
than just non-diversifi able market risk as in the static CAPM. In 1973 and beyond, Merton used 
the same continuous-time portfolio dynamics models developed in 1969 to show that in the 
limit of continuous trading, dynamic hedging strategies could actually replicate the payoffs to 



any derivative contract so that the Black-Scholes model was a consequence of the necessary 
no-arbitrage condition for equilibrium. The resulting “replicating portfolio” methodology is 
still widely used in derivative security practice today. The “Merton Model” due to the work in 
1974 on pricing corporate debt and that in 1977 on pricing guarantees and deposit insurance 
has become a standard methodology for credit derivatives as well as risky bonds and loans in 
practice. As a tribute to him for all these contributions, he won the Nobel Prize with Myron S. 
Scholes in 1997. His works are among the very few in fi nance theory that would be adopted into 
practice in such a short time after being published.

In view of his accomplishment and contribution, Ms Chan your Honour may I present to you 
Professor Robert C. Merton for the conferment of Doctor of Business Administration 
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