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The lectures give an introduction to Behavioral Finance.

The course introduces students to Behavioral Finance, the intersection
between Psychology and Finance. The recent financial crises, and previous
speculative episodes such as the internet bubble, have highlighted the
failure of the rational representative investor paradigm as a foundation for
financial market equilibrium. Behavioral Finance aims to integrate insights
from Psychology into Finance Theory in order to better explain phenomena
that are puzzling within the traditional framework of rational economics.
The main objective of the course is to illustrate how these insights can be
used to better understand, predict, and possibly prevent undesirable
financial market phenomena.

The course is self-contained but prior knowledge of standard concepts in
finance is required.

Topics include:

e Market anomalies and inefficiencies - challenges to market
efficiency hypothesis.

e Expect utility theory - the classical paradigms for decision making
under risk.

e Prospect Theory of Kahneman and Tversky (1979).

e Application of the prospect theory: the disposition effect, mental
accounting, myopic loss aversion.

e Heuristics and biases: overconfidence, conservatism, availability.

e Types of investors.

e Analysis of decisions taken by students in the investment game.

Grading will be based on an in-class activities (40%), presentation (20%)
and on test (40%).

e Adam Szyszka, Behavioral Finance and Capital Markets: How
Psychology Influences Investors and Corporations, Palgrave
Macmillan, 2013

e Karl-Erik Warneryd, Stock-Market Psychology: How People Value
and Trade Stocks, Edward Elgar Publishing Inc. 2001

e James Montier , Behavioural Investing: A Practitioners Guide to
Applying Behavioural Finance, The Wiley Finance Series, 2007

The course is structured as a combination of lectures, discussions and in-
class activities. Part of the course will be realized in OSTC lab.



