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THE AIM OF THE COURSE

In this course we examine the role of rationality in economic theory and practice. We will study what
rationality means in various areas of economics, how realistic the assumption of rationality is, how
deviations from the assumed standards of rationality impact economic policy and financial behavior.
Using textbook readings, journal articles, classroom experiments, and exercises we will review some
important results of behavioral economics and discuss the implications of these results for economic
theory and public policy. The course will also introduce some influential critiques, challenges, and
recent debates in the field of behavioral economics.

MAPPING OF COURSE LEVEL LEARNING OUTCOMES (OBJECTIVES) WITH DEGREE LEVEL LEARNING
OBJECTIVES (See Annex), ASSESMENT AND TEACHING METHODS

Course level learning outcomes (objectives) Degree level Assessment Teaching
learning methods methods
objectives
(Number of LO)

CLOL1. Understand and apply the main concepts, .

. - Quizzes, Class
research tools and methodologies of behavioral o
. . e Participation,
economics that help to reveal biases, heuristics, LO1.1. . ) Lectures
. . . L Project, Final
etc. in the decision making process on individual,
. A . Exam

corporate, policy, and financial market level.

CLO2. Present the main results in the field of Proiect. Final Lectures

behavioral economics focusing on financial market LO1.1,L0O3.1 Ject, . !

) . . Exam seminars
processes including market anomalies.

CLO3. Explore behavioral economics considering Quizzes, Class

financial, investment and dividend policy decisions LO1.1,1L03.1 Participation, Lectures,

and contrasting traditional and behavioral LO3.2 Project, Final seminars

approaches. Exam

CLO4. Research, prepare and present behavioral LO1.1,L01.2 Broi .

. roject Seminars
economics problems LO3.1, LO3.2
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ACADEMIC HONESTY AND INTEGRITY

The ISM University of Management and Economics Code of Ethics, including cheating and plagiarism are fully
applicable and will be strictly enforced in the course. Academic dishonesty, and cheating can and will lead to a
report to the ISM Committee of Ethics. With regard to remote learning, ISM remind students that they are
expected to adhere and maintain the same academic honesty and integrity that they would in a classroom setting.

COURSE OUTLINE

Session | Topics In-class | Readings
hours

Oct 17 Defining rationality Varian, 2009, Chapters 2-7
Microeconomics: choice under certainty Cowen, 2001
Game theory 4 Diamond et al. 1997 (optional)
Rationality in macroeconomics and finance

Oct 21 Choice under uncertainty Varian, 2009, Chapter 12
Expected Utility Theory 4 Kahneman & Tversky, 1979
Prospect Theory (optional)

Oct 22 Epistemological questions in economics Rubin, 2003
Economic beliefs Caplan, 2007
Deduction vs induction 4 Boyer & Petersen 2018, pp. 1-5.
Questions of causality Friedman, 2020

Friedman, 1966 (optional)

Oct 24 Heuristics and biases paradigm Kahneman, 2011, Ch. 1 & 2
Two systems Samson, 2023, pp. 174-202
Biases, fallacies and illusions Thaler, 1999 (optional)
4
Oct 25 Understanding of probability De Langhe, 2017
Bayes’ theorem in decision making Pinker, 2021
Bayesian thinking Kahneman & Tversky, 1974
4 (optional)
Oct 28 Behavioral finance Jakab, 2019
Stock market behavior Levine, 2019
Investing anomalies 4 Malkier & Shiller, 2020
Martin, 2024
Oct 29 Behavioral public policy Sunstein, 2014
Nudging Kessler & Roth 2014
Behavioral public choice Lucas & Tasic 2015
4 Tasic, 2009 (optional)
Oct 30 Critique of the heuristics and biases Gigerenzer, 2015
paradigm Gigerenzer, 2023
Replication crisis 4 Taleb, 2017
Ecological rationality paradigm Keynes, S. 2023

Buturovic & Tasic, 2015 (optional)

Nov 6 Course overview
Project discussions
Project presentations

Project Due
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Consultations

Final Exam 2

FINAL GRADE COMPOSITION

Quizzes (10%)

We will have 8 short quizzes — one every class day, starting from the second class day. They will be
related to the class material covered in the class before. Quizzes will consist of multiple choice
guestions and short answer questions. Quizzes will be open book.

The total quiz score is the simple sum of your best 6 scores (out of 8 quizzes).

Participation (10%)

The nature of this course demands active participation and meaningful engagement. We will run small
experiments and discuss readings, video clips and quizzes in class. Participation in such activities is
graded with 10%; but extra credit may be awarded for exceptional participation.

Final Exam (40%)
The Final Exam will include a set of multiple-choice and short-answer questions. The exam will be
closed book. The use of printed material or electronic equipment will not be allowed.

The Final Exam can be retaken and the Retake counts for 40% of the final grade.

Project (40%)
For the Project you can choose ONE of the following options:

Policy Option: Write an Opinion Piece

e Description: Write an opinion piece in the form of a newspaper op-ed. Op-eds are
brief, argumentative articles that advocate for or against a particular idea, policy, or
action. Your article should make an argument about a real-world issue. You can freely
choose your topic, as long as it generally status within the context of the course. The
typical length of the op-ed is around 800 words and yours should be of similar length;
but the quality of writing and editing must be exceptional. This is an individual
assignment.

e Deadlines:
November 1: Submit the first draft to the instructor for feedback.
November 6: Present the idea of your article and discuss it with the class during our
final meeting. Presentation slides are optional.
November 11: Submit the final version of the article for grading.

Research Option: Conduct an Experiment

e Description: Conduct an experiment designed to test a particular behavioral
phenomenon, described in a presentation that should include explanations, tables,
and charts as needed. You can use a behavioral concept from existing literature or
propose an entirely new one, and develop your own experimental design or survey to
test it. You can perform your experiment or run a survey in the current classroom or
online. This can be an individual assignment or a joint assignment (two-member
groups only).

e Deadlines:




THE STUDY COMMISSION
AND ECONOMICS Minutes No. 02-12-2024-11
as of 26th August 2024

m UNIVERSITY OF MANAGEMENT APPROVED BY

November 1: Complete consultations with the instructor about the research topic and
methodology.

November 6: Present your research and findings to the class during our final meeting.
November 11: Submit the final version of the presentation and the accompanying
abstract for grading.

Evaluation:

For both options, both the presentation skills and content matter, but content is valued more.
The content (including quality of the article; or the quality of the experiment & written
presentation) will weigh 90% in the grade, while the oral part of the presentation will weigh
10%.
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ANNEX
DEGREE LEVEL LEARNING OBJECTIVES
Learning objectives for Master of Social Science
Programme:
Financial Economics
Learning Goals Learning Objectives
Students will be critical LO1.1. Students will be able to identify underlying assumptions, limitations of
thinkers previous research; evaluate managerial solution alternatives.

LO1.2. Students will become independent learners and develop their own
comprehension of scientific theories, models, and concepts.

Students will be socially LO2.1. Students will be able to evaluate past and current practices in their discipline
responsible leaders from an ethical perspective.

Students will be effective LO3.1. Students will develop and deliver a coherent oral presentation.

communicators LO3.2. Students will develop and deliver a coherent written research paper.




