Elective Course 2: Behavioural Finance

Course Type: PS: Program Specialisation Course Credits: 2

Course Code: FAPE535 Course Duration: 30 Hours

Course Objectives::

To introduce students to foundational concepts and theories of behavioural
finance.

To equip students with analytical skills for understanding psychological biases
affecting financial decisions.

To develop capabilities for applying behavioural finance insights to investment
and financial management practices.

To foster understanding of investor psychology, market anomalies, and
behavioural biases.

To cultivate strategic insights into leveraging behavioural finance for improved
decision-making and market predictions.

Course Outcomes:

CO1: Recall key psychological principles and biases influencing financial
decisions.

CO2: Explain common psychological obstacles that hinder rational financial
decision making.

CO3: Analyze risks and outcomes associated with biased decision-making in
financial contexts.

CO4: Apply behavioural finance theories, including Expected Utility Theory, to
real world financial scenarios

COS5: Evaluate the Efficient Market Hypothesis and construct reasoned arguments
using behavioural case studies.
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Introduction to Behavioural Finance:
Meaning, Nature, and Scope of
Behavioural Finance

1 . . co1 4
) Difference between Traditional and
Behavioural Finance

° Relevance to Investment Decisions
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Investor Psychology and Decision Making:
Investment Decision Cycle

e Cognitive Information Processing

e Emotions and Financial Choices

* Role of Heuristics in Decision-Making

Cco1
CO2

Common Behavioural Biases:
Representativeness, Anchoring,
Overconfidence, Loss Aversion, Mental
Accounting, Framing

e Impact of Biases on Individual and
Institutional Investors

COo2
Cco3

Expected Utility and Risk Perception:
Expected Utility Theory (EUT) and
Decision-Making under Risk

® Prospect Theory — Key Concepts and
Comparison with EUT

e Perception of Risk and Uncertainty

Co3
Cco4

Market Anomalies and Behavioural
Factors: Market Inefficiencies and
Investor Behaviour

e Behavioural Explanation of Market
Bubbles and Crashes

e Overview of Efficient Market Hypothesis
(EMH)

Cco4
CO5

Applications and Case Studies:
Behavioural Corporate Finance — Capital
Structure and Market Timing

e Neurofinance Overview (basic concepts
only)

e Case Discussions: The Big Short, When
Genius Failed, Manias, Panics and Crashes

COo4
CO5

Text Books:

1. Chandra, P. (2020), Behavioural Finance, Tata Mc Graw Hill Education, Chennai
(India).7th Edition

2. Ketan Vira (2024), Behavioural Finance, AG Publishing House (AGPH Books),

India
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