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BEHAVIORAL ECONOMICS AND FINANCIAL MARKETS
Course Load: 80 hours

Course Description:

In economic theory, the standard model of behavior is that of a perfectly rational, self-
interested utility maximizer with unlimited cognitive resources. In many cases, this provides
a fair approximation to the types of behavior that economists are interested in. However, over
the past 30 years, psychologists, experimental and behavioral economists have documented
ways in which the standard model is not just wrong but is wrong in ways that are important
for economic outcomes. Understanding these behaviors, and their implications, is one of the
most exciting areas of current economic inquiry. The aim of this course is to provide a
grounding in the main areas of study within behavioral economics, including temptation,
fairness and reciprocity and reference dependence.

Objectives:

For each area we study three things:

1. The evidence that indicates that the standard economic model is missing some important
behavior;

2. The models that have been developed to capture these behaviors;

3. Applications of these models to the financial markets.

Program Content:

The course applies behavior economics to financial markets. We use a trading software with
real time data where students apply, in practice, bounded rationality, herd behavior and
choice under uncertainty - key elements from behavior economics. We create trading
positions of stock indexes, interest rates and currencies. Using the software, students trade
futures and derivatives. The choice of buying or selling any asset is a decision that is based
on economic analysis but is also deeply affected by psychological reasoning. Our intention is
to show that behavior economics can be applied to the financial markets in general, and to
trading, in particular.
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