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Course description 
 

Behavioural Finance has emerged has a new research field in finance addressing the impact of 

psychology on individual choice behaviour when making financial decisions, and the subsequent 

implications for asset markets. Behavioural Finance has successfully addressed several observed 

anomalies, that is, empirical facts that cannot be explained using traditional models in Finance. The 

Prospect Theory of Daniel Kahneman and Amos Tversky, one of the pillar of Behavioural Finance, 

has been awarded with the Nobel Prize in Economics in 2002. 

  

This course gives an introduction to Behavioural Finance. We start with a brief overview of 

classical paradigms for decision making under risk and the implications for portfolio selection and 

asset pricing. We then provide a description of market anomalies and inefficiencies, and discuss 

some psychological biases and limits of real investors that might generate those anomalies. We 

introduce the most important descriptive models for decision making under risk, focusing on the 

Prospect Theory of Kahneman and Tversky (1979), the Cumulative Prospect Theory of Tversky and 

Kahneman (1992), and on the concepts of loss aversion, probability weighting, and mental 

accounting. We finally study behavioural asset pricing models and behavioural models for portfolio 

selection, also discussing how the latter can be integrated into the advisory process of banks.  
 
 
 

 
 



Content 

 

1. Introduction 

2. Noise Traders and Application to the Closed-End Fund Puzzle 

3. Psychology For Finance 

4. Behavioural Asset Pricing and Portfolio Selection 

 

 

Exam 

Oral Exam, 20 minutes, will take place on Monday, December 19, 2011 and Tuesday, December 

20, 2011. Registration is required before December 2, 2011: write an email to Ms. Fadrina Denoth 

(fadrina.denoth@unisg.ch) with subject “9,176 Behavioural Finance: Exam.” The schedule will be 

made available on StudyNet. 
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Further information and lecture notes are available at http://studynet20.unisg.ch. 

 

 


