F520 – Behavioural Finance
Outline: The course introduces students to behavioural finance. This area of research examines how
psychological factors have an impact on the behaviour of asset prices, corporate finance, and various
financial institutions and practices. We start by briefly reviewing the efficient markets hypothesis, rational
choice and expected utility theory. An overarching objective of the course is to understand observed
deviations from the predictions of the efficient market hypothesis with the goal of providing better insights
into the functioning of financial markets. We will consider alternative models of decision making, with a
particular focus on Prospect Theory. We will then consider evidence from psychology on the biases that
arise in individual decision-making and in particular the role of herding and investor sentiment.
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