FINA/MANA 4310 Behavioral Finance Learning Objectives for Exam 2
    For the 1 p.m. class, I will begin passing out exams five minutes before the official start of class.  I will collect them from people who are still working five minutes after the official end of class.  For the 2:30 class, I will begin passing out exams at 2:30 p.m. and collect them at 4:00 p.m. This will give you a total of 90 minutes for the exam.  All cell phones and other electronic devices are to be turned off and stored out of sight.  During the exam, if you leave, you are finished with the exam.

From the syllabus “Secrets to Success:”
1.   Put forth a strong effort as you prepare for the exams. Know the learning objectives forwards/backwards/inside/out for exams.  Be able to apply concepts and theories to new situations.  When preparing, make up new problems and apply the course concepts. Study with other members of the class.  
2. Put forth a strong effort as you prepare for the exams.

Exam Coverage 

Notes pp 34-59.

Problems that we have done which are relevant:

p. 45-47, #1,2

pp. 57-59, #1-6
Extra anomaly problems
Practice problem


p. 59 #7

Learning Objectives

1.
Be able to discuss and apply the following ways that rationalists argue for investor rationality:

a)
nonrational investors either quickly learn to become rational or lose all of their money and are forced to leave the market.

b)
the investor may not be rational but the fund manager/broker who is making decisions for them is rational.

c)
arguing that each of the axioms (e.g. transitivity) taken separately is a reasonable condition to put on decision making.  (If a person prefers $20 to $10 and $10 to $5, then they will certainly prefer $20 to $5.)  If each axiom is reasonable, then the conclusion that investors are rational (based upon the axioms) is also reasonable.  

d)
when empirical evidence supports a market model that assumes rational investors, this is evidence for investor rationality.
e)   if an anomaly does exist, investors will exploit it until it disappears

f)   "Tell me a different story."  This request from rationalists is for a complete explanation of how an approach other than decision-maker rationality can explain market efficiency.  That is, before I will accept criticism of the rational decision maker model, you must provide a complete alternative explanation which doe not include rational decision makers.

2.
Be able to describe and apply the three forms of the efficient market hypothesis (weak, semi-strong, and strong).  By apply, I mean if I give you an example such as' "A friend gives me a hot stock tip.  I think about it for two weeks and then decide to act upon it."  Be able to assess (if the market is efficient) how useful will the hot stock tip will be to me and to justify your assessment.

3.
What is a bubble?  Why are bubbles troubling anomalies for proponents of the efficient market hypothesis?

4.
Malkiel states that the stock market is a random walk.  What does he mean by that? 

5.
Eugene Fama and others are skeptical of market anomalies that have been identified by behavioral finance researchers.  They state that the market will act to eliminate such anomalies over time. What do they mean by this?  What process(es) would eliminate anomalies?

6.  What are the three forms of business ownership?  What are tax and legal liability implications of each?  What is a mutual fund?  What are actively managed and passively managed index funds? What are index funds?  Why does the EMH support the use of index funds?  What are advantages and disadvantages of index funds?

7.
Be able to describe and apply paradigms, anomalies, normal science, and scientific revolutions and to summarize their roles in scientific progress.  

8.
Be able to compare and contrast rationalist and behavioralist paradigms using relevant criteria (e.g., preferred language, level of analysis, etc.).

9.
Be able to classify a research study on the continuum between the rationalist and behavioralist paradigms using the criteria of a) level of analysis, b) dollar incentive, and c) decision maker experience.  Be able to identify the causal model that is being tested by the research.
10.  Be able to assess whether a given finding is an anomaly, answering the questions:


a) Does it exist?


b) Can you make money from it?


c) Will it persist?

Note. At the individual level, any demonstration that investors are not experts or are make systematic errors as a group is an anomaly.  At the market level, any demonstration that stock prices are systematically inaccurate is an anomaly.
11.   In class we discussed studies of the literacy level of U.S. citizens and the investing 

      expertise of mutual fund investors which raise serious questions about the 

      "rationality" of investors.  What implications do these studies have for the 

      question of investor rationality?  How might a rationalist explain away these 

      implications?

12. What is the course rationale for investing in index funds?  Using course concepts, explain why so few investors do so.  That is, why do many investors believe that they can beat the market?
