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Course Objectives:

Standard finance theory finds a hard time in explaining several phenomena associated to the behaviors
of individual investors and of financial markets. In the past 30 years, several so-called puzzles have
been systematically documented. In response to these puzzles, behavioral finance has emerged to
develop alternative approaches relaxing standard assumptions about investors’ preferences, beliefs,
and rationality. The aim is to make more realistic assumptions on how investors process information,
how they form beliefs, how they perceive risk and, as a result, try to make more accurate predictions.
A novel and particularly interesting angle to address these issues come from the rise of fintech services,
which may have the potential of helping investors be less exposed to behavioral biases and possibly
improve the efficiency of financial markets.

This course is intended to present and propose a discussion of the most recent developments in
behavioral finance, with applications to household finance and financial markets. In each lecture, we
will present some important departure from the standard framework, in terms of preferences, beliefs,
or cognitive resources. We will see how those departures can be incorporated into models of decision
making and of market interactions. We will discuss how those richer models can be used to analyze
financial choices and asset markets in the field. We will consider issues related to portfolio choices
including the disposition effect, portfolio inertia, under participation and under diversification, under
saving, short-termism. We will see how those choices lead to financial market phenomena such as
excessive trading volume, mispricing, excessive volatility, market inefficiency.

Content

Part 1: Non-standard preferences and beliefs
(Prospect Theory, Ambiguity aversion, Overconfidence, Social Preferences)

Part 2: Limited cognitive resources
(Limited attention, Limited strategic thinking)

Part 3: Portfolio choices and asset prices in the fintech era
(Behavioral biases in online platforms, Robo-advisors, Al in Finance)

By the end of this course, students should be able to:

e Evaluate portfolio choices and asset prices in light of recent insights in behavioral finance
e Assess the impact of fintech on individual investors and financial markets
e Discuss critically papers at the research frontier



e Elaborate novel research ideas

Prerequisites :

Basic micro and econometrics.
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