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As Artificial Intelligence (AI) seizes all aspects of human
life, there is a fundamental shift in the way in which
humans are thinking of and doing things. Ordinarily,
humans have relied on economics and finance theories
to make sense of, and predict concepts such as
comparative advantage, long run economic growth, lack
or distortion of information and failures, role of labour as
a factor of production and the decision making process
for the purpose of allocating resources among other
theories. Of interest though is that literature has not
attempted to utilize these advances in technology in
order to modernize economic and finance theories that
are fundamental in the decision making process for the
purpose of allocating scarce resources among other
things. With the simulated intelligence in machines,
which allows machines to act like humans and to some
extent even anticipate events better than humans,
thanks to their ability to handle massive data sets, this
book will use artificial intelligence to explain what these
economic and finance theories mean in the context of
the agent wanting to make a decision. The main feature
of finance and economic theories is that they try to
eliminate the effects of uncertainties by attempting to
bring the future to the present. The fundamentals of this
statement is deeply rooted in risk and risk management.
In behavioural sciences, economics as a discipline has
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always provided a well-established foundation for
understanding uncertainties and what this means for
decision making. Finance and economics have done this
through different models which attempt to predict the
future. On its part, risk management attempts to hedge
or mitigate these uncertainties in order for “the planner”
to reach the favourable outcome. This book focuses on
how AI is to redefine certain important economic and
financial theories that are specifically used for the
purpose of eliminating uncertainties so as to allow
agents to make informed decisions. In effect, certain
aspects of finance and economic theories cannot be
understood in their entirety without the incorporation of
AI.
Computational models and methods are central to the
analysis of economic and financial decisions. Simulation
and optimisation are widely used as tools of analysis,
modelling and testing. The focus of this book is the
development of computational methods and analytical
models in financial engineering that rely on computation.
The book contains eighteen chapters written by leading
researchers in the area on portfolio optimization and
option pricing; estimation and classification; banking; risk
and macroeconomic modelling. It explores and brings
together current research tools and will be of interest to
researchers, analysts and practitioners in policy and
investment decisions in economics and finance.
"The authors start with the fundamentals of risk
measurement and risk aversion. They then apply these
concepts to insurance decisions and portfolio choice in a
one-period model. After examining these decisions in
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their one-period setting, they devote most of the book to
a multiperiod context, which adds the long-term
perspective most risk management analyses require.
Each chapter concludes with a discussion of the relevant
literature and a set of problems."--Jacket.
Great book! Mickäel has done a great job of explaining
theinsights from over 50 groundbreaking psychological
experiments. Youwill learn how to avoid many of the
psychological mistakes made bymost investors. He
teaches you to watch out for overconfidence andthe
momentum bias to avoid large losses. He helps you to
understandhow your social relationships can change
your asset allocation riskprofile. Forearmed is
forewarned. If you apply Mickäel’sinsights, you will
improve your investment performance. Paul Stefansson
Executive Director, UBS AG Why are investors
sometimes their own worst enemies? As thiseminently
readable book shows, all sorts of biases affectinvestors’
judgments, ranging from sheer ignorance andemotions
to overconfidence or aversions, from selected shorttermmemory to undue generalizations. Building on the
expandingliterature in behavioral economics, the
experiments reported hereshed a useful, often funny,
light on the implicit rules investorsuse to form their
judgment and decisions. This book will definitelyhelp you
make wiser investment decisions! Christian Koenig
Director, Asian Center, ESSEC Business School Mickäel
Mangot provides a fantastic tool that individuals aswell
as financial advisors can immediately apply to
theirportfolios. This book’s success lies in its
superblyeasy-to-use format: Mangot demystifies the
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technical terminology ofbehavioral finance by linking
everyday behavior to the world ofinvesting. So while the
human examples are enjoyable andinteresting (you’ll
chuckle when you recognize these traitsin yourself), he
deftly explains how these very human biases lie atthe
root of 57 simple but very damaging investment
mistakes. Mostimportantly, each conclusion provides a
concise, sensible summaryto help you correct—and
improve—your investmentdecisions. Philippa Huckle
CEO, The Philippa Huckle Group This is an insightful
book that forces one to questionone’s own financial
behavior. 50 Psychological Experimentsfor Investors
covers different topics such as savings, equityinvestment
and property investment. The portrait of the
investorpresented here is harsh but can be highly
profitable for anyone whorecognizes that he or she is
vulnerable to misjudgments andmisguided emotions. A
must-read for any self-questioninginvestor. JacquesHenri David Vice Chairman Global Banking, Deutsche
Bank
Expected utility provides simple, testable properties of
the optimum behavior that should be displayed by riskaverse individuals in risky decisions. Simultaneously,
given the existence of paradoxes under the expected
utility paradigm, expected utility can only be regarded as
an approximation of actual behavior. A more realistic
model is needed. This is particularly true when treating
attitudes toward small probability events: the standard
situation for insurable risks. Non-Expected Utility and
Risk Management examines whether the existing results
in insurance economics are robust to more general
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models of behavior under risk.
Global Engineering Economics: Financial Decision
Making for Engineersis designed for teaching a course
on engineering economics to match engineering practice
today. It recognizes the role of the engineer as a
decision maker who has to make and defend sensible
decisions. Such decisions must not only take into
account a correct assessment of costs and benefits, they
must also reflect an understanding of the environment in
which the decisions are made. The 4thedition has a new
global perspective and presents examples and problems
in a global environment.
A comprehensive analysis of the macroeconomic and
financialforces altering the economic landscape Financial
decision-making requires one to anticipate how
theirdecision will not only affect their business, but also
the economicenvironment. Unfortunately, all too often,
both private and publicsector decision-makers view their
decisions as one-off responsesand fail to see their
decisions within the context of an evolvingdecisionmaking framework. In Decision-Making in a Dynamic
Economic Setting, JohnSilvia, Chief Economist of Wells
Fargo and one of the top 5economic forecasters
according to Bloomberg News and USAToday, skillfully
puts this discipline in perspective. Details realistic,
decision-making approaches and applicationsunder a
broad set of economic scenarios Analyzes monetary
policy and addresses the impact of financialregulations
Examines business cycles and how to identify economic
trends,how to deal with uncertainty and manage risk, the
building blocksof growth, and strategies for innovation
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Decision-Making in a Dynamic Economic Setting details
thereal-world application of economic principles and
financialstrategy in making better business decisions.
"This book is required reading for anyone involved in the
practical issues of cost of capital decisions. It is written in a
way that engages the novice, and yet challenges the
professional to rethink the real issues." Brendan Scholey,
Bloomberg. The cost of capital is the fundamental financial
tool for business decision-making. It drives measures of value
creation and destruction, and forms the basis of financial
analysis using cash flow and other frameworks. This book is
here to help the business world to use the cost of capital for
real. The Real Cost of Capital describes the key issues in
understanding and using the cost of capital today, taking
principles from the world of managerial finance and putting
them into the context of major investment decisions. Should,
for example, a company use its own cost of capital to
appraise new investments and acquisitions? What cost of
capital might a US company use when appraising an
investment in, say, the Philippines? For a typical investment,
which type of risk is more important – specific risk or
systematic risk? How should these risks be reflected in, say,
a venture capital situation? Debt is cheaper than equity – so
why don’t companies raise more debt than they do? Most
practitioners use the weighted average cost of capital
("WACC") in valuation and appraisal – but when should an
alternative approach be used? This book will help you find the
answers. The Real Cost of Capital is required reading for
anyone involved in the practical issues of cost of capital
decisions. It brings together the latest academic thinking with
practical requirements in a real-life context, and the authors
have used their combined experience of advising
governments and international blue-chip companies to bring
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readers up to date with current issues. The Real Cost of
Capital includes chapters on choosing models, calculating the
cost of capital using real-life data sources, and calculating the
cost of capital in an international context (a subject not
usually covered in academic texts). It also has chapters and
worked examples on the practical application of the cost of
capital in business valuations, high-tech situations and the
wide range of premia and discounts that can be applied to the
cost of capital. The book has an associated website
www.costofcapital.net which contains some current links. The
site also gives access to tax rate information and financial
data relevant to using cost of capital around the world. The
objective is to make sure that the corporate planner, student,
adviser or decision maker, when she/he is on the road, can
simply open the book or dial in and take advantage of a
wealth of decision-making support, without the pain of
extended academic study.
European Equity Markets and Corporate Financial Decisions
explores the current nature of corporate decisions faced by
European financial managers, the highly interdependent
financial and economic environment in which they function,
and how that environment seeks complete integration with
other financial and economic environments. The contributing
authors provide a timely core of theoretical and empirical
investigations on a set of European equity markets and
corporate financial management decisions to give readers a
deeper understanding of equity markets in Europe.
Troubled economic times are putting an extraordinary
pressure on corporate managers, who have to make
investment decisions under unprecedented uncertainty and
risk. The aim of this book is to help managers to reflect upon
the critical assumptions underlying the most relevant tools for
valuation of corporate investments under uncertainty. It offers
a wide range of working papers, journal articles and case
Page 7/26

Online Library Economic And Financial Decisions
Under Risk Exercise Solution
studies which are the fruit of our recent experience in
teaching, consulting and research. This book is ideally suited
to both managers and MBA students who seek to improve
their critical ability to make value decisions based on an array
of relevant investment valuation tools.
This book presents selected papers on the factors that serve
to influence an individual’s capacity in financial decisionmaking. Initial chapters provide an overview of the cognitive
factors affecting financial decisions and suggest a link
between limited cognitive capacity and the need for financial
education. The book then expands on these cognitive
limitations to explore the tendency for overconfidence in
decision-making and the interplay between rational and
irrational factors. Later contributions show how credit card
companies benefit from limitations in consumer financial
literacy, how gender and cognition intersect to play an
important role in financial decision-making, and how to
improve financial capacity through financial literacy and
education campaigns, including those addressing developed
marketplaces. This comprehensive collection of papers will be
of value to all readers who seek to better understand the multifactorial and complex nature of personal financial
management in today’s economic climate.
Our path of economic development has generated a growing
list of environmental problems including the disposal of
nuclear waste, exhaustion of natural resources, loss of
biodiversity, climate change, and polluted land, air, and water.
All these environmental problems raise the crucial challenge
of determining what we should and should not do for future
generations. It is also central to other policy debates,
including, for example, the appropriate level of public debt,
investment in public infrastructure, investment in education,
and the level of funding for pension benefits and for research
and development. Today, the judge, the citizen, the politician,
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and the entrepreneur are concerned with the sustainability of
our development. The objective of Pricing the Planet's Future
is to provide a simple framework to organize the debate on
what we should do for the future. A key element of analysis
by economists is the discount rate--the minimum rate of
return required from an investment project to make it
desirable to implement. Christian Gollier outlines the basic
theory of the discount rate and the various arguments that
favor using a smaller discount rate for more distant cash
flows. With principles that can be applied to many policy
areas, Pricing the Planet's Future offers an ideal framework
for dynamic problems and decision making.
Managerial decisions are considerably influenced by taxes:
e.g. the choice of location, buying or leasing decisions, or the
proper mix of debt and equity in the company's capital
structure increasingly demand qualified employees in an
economic environment that is becoming more and more
complex. Due to the worldwide economic integration and
constant changes in tax legislation, companies are faced with
new challenges – and the need for information and advice is
growing accordingly. This book's goal is to identify and
quantify possible tax effects on companies' investment
strategies and financing policies. It does not focus on details
of tax law, but instead seeks to address students and
practitioners focusing on corporate finance, accounting,
investment banking and strategy consulting.
An understanding of risk and how to deal with it is an
essential part of modern economics. Whether liability litigation
for pharmaceutical firms or an individual's having insufficient
wealth to retire, risk is something that can be recognized,
quantified, analyzed, treated--and incorporated into our
decision-making processes. This book represents a concise
summary of basic multiperiod decision-making under risk. Its
detailed coverage of a broad range of topics is ideally suited
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for use in advanced undergraduate and introductory graduate
courses either as a self-contained text, or the introductory
chapters combined with a selection of later chapters can
represent core reading in courses on macroeconomics,
insurance, portfolio choice, or asset pricing. The authors start
with the fundamentals of risk measurement and risk aversion.
They then apply these concepts to insurance decisions and
portfolio choice in a one-period model. After examining these
decisions in their one-period setting, they devote most of the
book to a multiperiod context, which adds the long-term
perspective most risk management analyses require. Each
chapter concludes with a discussion of the relevant literature
and a set of problems. The book presents a thoroughly
accessible introduction to risk, bridging the gap between the
traditionally separate economics and finance literatures.

How can millions of readers come to grips with their
financial circumstances at a time when no one seems to
have enough? Arun Abey and Andrew Ford believe that
the answer lies beyond the balance sheet in the heart,
mind, and spirit of the individual investor.Having advised
investors around the globe, the authors dig deep into the
latest economic and behavioral research as they bridge
the worlds of financial security and personal well-being.
They guide readers through a holistic approach to
financial planning, one based on the fact that the money
is only one element in the overall chemistry of a happy
life. Readers will learn how to plan and invest to match
their own goals, not those of their brokers or
neighbors.Brilliantly combining economics and
psychological thought, "How Much is Enough?" promises
to revolutionize the way you look at your personal
finances. Complete with succinct economic advise and
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stories from those who have found peace beyond their
bank accounts, this book gives you the confidence to
pursue your own path toward a secure and fulfilling
future. Find happiness and wealth will follow.
This book presents the state of the art in the relatively
new field of dynamic economic modelling with regime
switches. The contributions, written by prominent
scholars in the field, focus on dynamic decision problems
with regime changes in underlying dynamics or
objectives. Such changes can be externally driven or
internally induced by decisions. Utilising the most
advanced mathematical methods in optimal control and
dynamic game theory, the authors address a broad
range of topics, including capital accumulation,
innovations, financial decisions, population economics,
environmental and resource economics, institutional
change and the dynamics of addiction. Given its scope,
the book will appeal to all scholars interested in
mathematical and quantitative economics.
A well-developed business plan is an important tool in
the organization, planning, and funding of any new or
existing business including agricultural ventures such as
dairy farms. This report will look at the four functional
areas of management addressed by a business plan-marketing, production, finance, and human resources-in a broad scope as they pertain to a start-up dairy. Data
describing the ongoing changes in the structure of the
dairy industry will be presented. The goal is to give an
overview of the myriad of economic and financial
decisions that are involved in managing a dairy business.
This collection of readings provides a solid grounding in
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the major practical business decisions that students and
managers face in a global setting. The organization of
the reader emphasizes general patterns of trade and
investment flows, while examining in depth - the reasons
for the internationalization of firms and the international
dimension of various functional areas, including finance,
accounting, marketing, and production.In six sections the
readings take up changes in international ownership
patterns, corporate strategy, international marketing
issues, the basic financial decisions and taxation issues
for a multinational firm, and political risk. Each section
includes an introduction that outlines the basic ideas to
be discussed, as well as questions, key terms, and
suggestions for further reading.Robert Z. Aliber is
Professor of International Economics and Finance at the
Graduate School of Business at the University of
Chicago. Reid W. Click is Assistant Professor of
Economics in the Lemberg Program in International
Economics and Finance at Brandeis University.
Economic and Financial Decisions under RiskPrinceton
University Press
From the field's leading authority, the most authoritative
and comprehensive advanced-level textbook on asset
pricing In Financial Decisions and Markets, John
Campbell, one of the field’s most respected authorities,
provides a broad graduate-level overview of asset
pricing. He introduces students to leading theories of
portfolio choice, their implications for asset prices, and
empirical patterns of risk and return in financial markets.
Campbell emphasizes the interplay of theory and
evidence, as theorists respond to empirical puzzles by
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developing models with new testable implications. The
book shows how models make predictions not only about
asset prices but also about investors’ financial positions,
and how they often draw on insights from behavioral
economics. After a careful introduction to single-period
models, Campbell develops multiperiod models with timevarying discount rates, reviews the leading approaches
to consumption-based asset pricing, and integrates the
study of equities and fixed-income securities. He
discusses models with heterogeneous agents who use
financial markets to share their risks, but also may
speculate against one another on the basis of different
beliefs or private information. Campbell takes a broad
view of the field, linking asset pricing to related areas,
including financial econometrics, household finance, and
macroeconomics. The textbook works in discrete time
throughout, and does not require stochastic calculus.
Problems are provided at the end of each chapter to
challenge students to develop their understanding of the
main issues in financial economics. The most
comprehensive and balanced textbook on asset pricing
available, Financial Decisions and Markets is an
essential resource for all graduate students and
practitioners in finance and related fields. Integrated
treatment of asset pricing theory and empirical evidence
Emphasis on investors’ decisions Broad view linking the
field to financial econometrics, household finance, and
macroeconomics Topics treated in discrete time, with no
requirement for stochastic calculus Solutions manual for
problems available to professors
A guide to the study of how and why you really
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makefinancial decisions While classical economics is
based on the notion that people actwith rational selfinterest, many key money decisions—likesplurging on an
expensive watch—can seem far from rational.The field of
behavioral economics sheds light on the many subtleand
not-so-subtle factors that contribute to our financial
andpurchasing choices. And in Behavioral Economics
For Dummies,readers will learn how social and
psychological factors, such asinstinctual behavior
patterns, social pressure, and mental framing,can
dramatically affect our day-to-day decision-making
andfinancial choices. Based on psychology and rooted in
real-world examples,Behavioral Economics For
Dummies offers the sort of insightsdesigned to help
investors avoid impulsive mistakes,
companiesunderstand the mechanisms behind individual
choices, andgovernments and nonprofits make public
decisions. A friendly introduction to the study of how and
why peoplereally make financial decisions The author is
a professor of behavioral and institutionaleconomics at
Victoria University An essential component to improving
your financialdecision-making (and even to
understanding current events),Behavioral Economics For
Dummies is important for just aboutanyone who has a
bank account and is interested in why—andwhen—they
spend money.
Financial management practices are likely to have a marked
effect on the financial performance of a corporate enterprise.
Therefore, sound financial decisions/practices can contribute
towards meeting the desired objective of having profitable
operations. This subject assumes paramount significance in
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view of the present dynamic and turbulent business
environment, which has produced more intense competition
and smaller profit margins across the world. In this context,
the financial management practices of the corporates in India,
a country with a vast potential for economic growth, can offer
valuable insights. The present study explores whether there
has been a major change in the financial performance
(measured in terms of profitability) and financial
policies/decisions of the sample companies over a fixed
period (2000-2001 to 2010-2011), with a special focus on pre
and post-recession analysis. It delves deeper into current
research areas such as zero working capital, real options in
capital budgeting, pecking order in capital structures, and
clause 49 as reflected in the financial management decisions
of sample companies, and provides a broader perspective by
identifying trends (if any) in certain aspects of financial
decision-making over the past two decades. A
comprehensive study, covering all the major aspects of
financial management practices, also contains an intersectoral study (among the sample companies) and develops
an index of professionalism in financial management based
on the practices of the sample companies. The book is
primarily targeted at teachers/students of finance,
management, commerce, accounting and related professional
disciplines/fields. Practitioners/professionals will find it an
invaluable text that helps guide them to better decisionmaking.
WINNER, Business: Personal Finance/Investing, 2015 USA
Best Book Awards FINALIST, Business: Reference, 2015
USA Best Book Awards Investor Behavior provides readers
with a comprehensive understanding and the latest research
in the area of behavioral finance and investor decision
making. Blending contributions from noted academics and
experienced practitioners, this 30-chapter book will provide
Page 15/26

Online Library Economic And Financial Decisions
Under Risk Exercise Solution
investment professionals with insights on how to understand
and manage client behavior; a framework for interpreting
financial market activity; and an in-depth understanding of
this important new field of investment research. The book
should also be of interest to academics, investors, and
students. The book will cover the major principles of investor
psychology, including heuristics, bounded rationality, regret
theory, mental accounting, framing, prospect theory, and loss
aversion. Specific sections of the book will delve into the role
of personality traits, financial therapy, retirement planning,
financial coaching, and emotions in investment decisions.
Other topics covered include risk perception and tolerance,
asset allocation decisions under inertia and inattention bias;
evidenced based financial planning, motivation and
satisfaction, behavioral investment management, and
neurofinance. Contributions will delve into the behavioral
underpinnings of various trading and investment topics
including trader psychology, stock momentum, earnings
surprises, and anomalies. The final chapters of the book
examine new research on socially responsible investing,
mutual funds, and real estate investing from a behavioral
perspective. Empirical evidence and current literature about
each type of investment issue are featured. Cited research
studies are presented in a straightforward manner focusing
on the comprehension of study findings, rather than on the
details of mathematical frameworks.
There has been an increasing recognition that financial
knowledge (i.e., literacy) is lacking across the population.
Moreover, there is recognition that this lack of knowledge
poses real problems as credit, mortgages, health insurance,
retirement benefits, and savings and investment decisions
become increasingly complex. Financial Decisions Across the
Lifespan brings together the work of scholars from various
disciplines (family and consumer sciences, economics, law,
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finance, sociology, and public policy) to provide a broad
range of perspectives on financial knowledge, financial
decisions, and policies. For consistency across the volume
each chapter follows a similar format: (1) what individuals
know or need to know (2) how what they know or need to
know affects financial decisions and outcomes (3) ways in
which policies or programs or financial innovations can
enhance their knowledge, or decisions, or outcomes.
Contributors will provide both new and existing research to
create a valuable picture of the state of financial literacy and
how it can be improved.
Utility and risk analysis; Investment decisions under
uncertainty; Portfolio analysis and capital market theory;
Inflation and financial decision; Applications of risk analysis.
This book provides a framework for thinking about economic
instiutions such as firms. The basic idea is that institutions
arise in situations where people write incomplete contracts
and where the allocation of power or control is therefore
important. Power and control are not standard concepts in
economic theory. The book begins by pointing out that
traditional approaches cannot explain on the one hand why
all transactions do not take place in one huge firm and on the
other hand why firms matter at all. An incomplete contracting
or property rights approach is then developed. It is argued
that this approach can throw light on the boundaries of firms
and on the meaning of asset ownership. In the remainder of
the book, incomplete contacting ideas are applied to
understand firms' financial decisions, in particular, the nature
of debt and equity (why equity has votes and creditors have
foreclosure rights); the capital structure decisions of public
companies; optimal bankruptcy procedure; and the allocation
of voting rights across a company's shares. The book is
written in a fairly non-technical style and includes many
examples. It is aimed at advanced undergraduate and
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graduate students, academic and business economists, and
lawyers as well as those with an interest in corporate finance,
privatization and regulation, and transitional issues in Eastern
Europe, the former Soviet Union, and China. Little
background knowledge is required, since the concepts are
developed as the book progresses and the existing literature
is fully reviewed.
This dissertation focuses on the study of two main elements.
First, I study the effect on financial decisions by local
governments of different fiscal federalism arrangements at
the supranational or federal level. In the first chapter, I
develop a framework to analyze a risk sharing mechanism
similar to the one employed among governments in the
European Monetary Union, namely a bailout fund. This
institutional setup produces strategic behavior and negative
externalities in default and debt between countries. I develop
a quantitative model of sovereign default with strategic
interaction to estimate the welfare losses of these
externalities. I contrast these with those generated by another
risk sharing mechanism widely used among governments,
fiscal centralization. Centralization tends to produce smaller
welfare losses than a bailout fund. However, in both cases,
the correction of the externalities would lead to Pareto
improvements. The model rationalizes the detachment of
sovereign credit risk from idiosyncratic macroeconomic
variables. It suggests that in Europe, the link of this risk to
global factors is related to the presence of the bailout fund
and moral hazard. A correction of the latter would lead to a
reduction of the correlation of sovereign yields and external
macroeconomic variables. Finally, the model replicates the
positive conditional correlation found in the data between
yields on sovereign bonds of European countries and debt to
GDP ratios of other countries in the monetary union. The
second element of study of the dissertation, is the effect of
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taxes on the financial decisions of firms. In the second
chapter, I develop a dynamic stochastic model of capital
formation at the firm level, and use the asset price approach
to study the incidence of a tax reform in Mexico in 2007 under
which a tax on assets was eliminated and a tax on payments
to factors of production was introduced. Under the latter,
there is a higher degree of risk sharing between the
government and firms. However, using simulated method of
moments estimators I find that the rate that firms use to
discount investment projects does not change with the
reform. The reform leads to an increase in wages, capital
formation and stock prices of capital intensive firms, while it
implies a reduction in these variables for labor intensive firms.
The effects of taxes on financial decision are also studied in
the third chapter which was written jointly with Frédéric Panier
and Francisco Pérez-González. We show that capital
structure significantly responds to changing tax incentives. To
identify the effect of taxes, we exploit the introduction of a
novel tax provision (the notional interest deduction, or NID) as
an arguably exogenous source of variation to the cost of
using equity financing. The NID, introduced in Belgium in
2006, drastically reduces the tax-driven distortions that favor
the use of debt financing by allowing firms to deduct from
their taxable income a notional interest charge that is a
function of equity. Our main findings are four. First, the NID
led to a significant increase in the share of equity in the
capital structure. Second, both incumbent and new firms
increase their equity ratios after the introduction of the NID.
Third, the largest responses to these changing tax incentives
are found among large and new firms. Fourth, the increase in
equity ratios is explained by higher equity levels and not by a
reduction in other liabilities. The results are robust to using
data from neighboring countries as a control group, as well as
relying on a battery of tests aimed at isolating the effect of
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other potential confounding variables. Overall, the evidence
demonstrates that tax policies designed to encourage the use
of equity financing are likely to lead to more capitalized firms.
In summary, the dissertation focuses on understanding the
implications of different financial arrangements between the
public sector and private and public agents. The recent
financial crisis has showed that government decisions have
important implications for risk allocation and financial
decisions across other governments as well as the private
sector. This dissertation sheds light on what these
implications are. The complexity of the economic and
financial relationships between the public and private sector
led me to relate this dissertation to several fields such as
Corporate Finance, Asset Pricing, Public Economics,
Macroeconomics, and International Finance. Therefore, the
techniques used across the document are very diverse:
macroeconomic modelling, structural estimation, and reduced
form empirical strategies. This heterogeneity across fields
and techniques reflects my conviction that the intricacies of
the discipline of Economics require a deepening in the
interaction and understanding across fields.
What is Behavioral Finance Behavioral finance, a sub-field of
behavioral economics, proposes psychology-based theories
to explain stock market anomalies, such as severe rises or
falls in stock price. The purpose is to identify and understand
why people make certain financial choices. Within behavioral
finance, it is assumed the information structure and the
characteristics of market participants systematically influence
individuals' investment decisions as well as market outcomes.
The efficient market hypothesis (EMH) proposes that at any
given time in a liquid market, prices reflect all available
information. There have been many studies, however, that
document long-term historical phenomena in securities
markets that contradict the efficient market hypothesis and
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cannot be captured plausibly in models based on perfect
investor rationality. Many traditional models are based on the
belief that market participants always act in a rational and
wealth-maximizing manner, severely limiting these models'
ability to make accurate or detailed predictions.Behavioral
finance attempts to fill this void by combining scientific
insights into cognitive reasoning with conventional economic
and financial theory. More specifically, behavioral finance
studies different psychological biases that humans possess.
These biases, or mental shortcuts, while having their place
and purpose in nature, lead to irrational investment decisions.
This understanding, at a collective level, gives a clearer
explanation of why bubbles and panics occur. Also, investors
and portfolio managers have a vested interest in
understanding behavioral finance, not only to capitalize on
stock and bond market fluctuations but to also be more aware
of their own decision-making process. Behavioral finance
encompasses many concepts, but four are key: mental
accounting, herd behavior, anchoring, and high self-rating.
Mental accounting refers to the propensity for people to
allocate money for specific purposes. Herd behavior states
that people tend to mimic the financial behaviors of the
majority, or herd. Anchoring refers to attaching a spending
level to a certain reference, such as spending more money on
what is perceived to be a better item of clothing. Lastly, high
self-rating refers to a person's tendency to rank him/herself
better than others or higher than an average person. For
example, an investor may think that he is an investment guru
when his investment performs optimally but will dismiss his
contributions to an investment performing poorly. Of the four
concepts, two (herd instinct and self-rating/self-attribution) are
biases that significantly affect financial decisions. A prominent
psychological bias is the herd instinct, which leads people to
follow popular trends without any deep thought of their own.
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Herding is notorious in the stock market as the cause behind
dramatic rallies and sell-offs. The herd instinct is correlated
closely with the empathy gap, which is an inability to make
rational decisions under emotional strains, such as anxiety,
anger, or excitement.The self-attribution bias, a habit of
attributing favorable outcomes to expertise and unfavorable
outcomes to bad luck or an exogenous event, is also closely
studied within behavioral finance. George Soros, a highly
successful investor, is known to account for this tendency by
keeping a journal log of his reasoning behind every
investment decision. Many other tendencies are studied
within behavioral finance, including loss aversion,
confirmation bias, availability bias, disposition effect, and
familiarity bias.

This book reviews the latest research from
psychology, neuroscience, and behavioral
economics evaluating how people make financial
choices in real-life circumstances. The volume is
divided into three sections investigating financial
decision making at the level of the brain, the level of
an individual decision maker, and the level of the
society, concluding with a discussion of the
implications for further research. Among the topics
discussed: Neural and hormonal bases of financial
decision making Personality, cognitive abilities,
emotions, and financial decisions Aging and financial
decision making Coping methods for making
financial choices under uncertainty Stock market
crashes and market bubbles Psychological
perspectives on borrowing, paying taxes, gambling,
and charitable giving Psychological Perspectives on
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Financial Decision Making is a useful reference for
researchers both in and outside of psychology,
including decision-making experts, consumer
psychologists, and behavioral economists.
Bachelor Thesis from the year 2015 in the subject
Economics - Finance, grade: 1,7, University of
Applied Sciences Trier, course: Finance, language:
English, abstract: The purpose of this paper is to
examine, whether gender differences in financial
behaviour are still evident nowadays. Commonly it is
assumed that women tend to be more risk-averse
while men are more risky and overconfident in
regard to financial topics. These assumptions of
gender-differences are investigated in this research.
Further this paper explores the gender-based
differences in financial literacy as well as the gender
disparities in obtaining information. A survey was
conducted to gain information about the financial
behaviour of undergraduate students from the Trier
University of Applied Sciences. Results show that, in
this sample, gender does not influence risk-taking
behaviour, financial knowledge, or the way of
obtaining information but only affects the degree of
confidence.
Here, two highly experienced authors present an
alternative approach to optimal stopping problems.
The basic ideas and techniques of the approach can
be explained much simpler than the standard
methods in the literature on optimal stopping
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problems. The monograph will teach the reader to
apply the technique to many problems in economics
and finance, including new ones. From the technical
point of view, the method can be characterized as
option pricing via the Wiener-Hopf factorization.
Financial Economics, by Frank Fabozzi, Ted Neave,
and Gaofu Zhou, presents an introduction to basic
financial ideas through a strong grounding in
microeconomic theory. This calculus based text
explores the theoretical framework for analyzing the
decisions by individuals and managers of firms, an
area which is coming to both financial economics
and microeconomics. It also explores the interplay of
these decisions on the prices of financial assets. The
authors provide rigorous coverage aimed at assisting
the undergraduate and masters-level students to
better understand the principles and practical
application of financial economic theory. In addition,
the book serves as a supplemental reference for
doctoral students in economics and finance, as well
as for practitioners who are interested in knowing
more about the theory and intuition behind many
coming practices in finance. In short, the book
focuses on economic principles and on putting these
principles to work in the various fields of finance financial management, investment management, risk
management, and asset and derivatives pricing.
A practical guide to adapting financial advice and
investingto a post crisis world There's no room for
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"business as usual" in today's
investmentmanagement environment. Following the
recent financial crisis, bothretail and institutional
investors are searching for new ways tooversee
investment portfolios. How do you combine growth
with a focus on wealth preservation? This book
offers you afresh perspective on the changes in tools
and strategies needed toeffectively achieve this goal.
Financial Advice and Investment Decisions provides
today'sinvestment professionals with the conceptual
framework andpractical tools they need to
successfully invest in and manage aninvestment
portfolio with wealth preservation as a key
concern.While there are many qualitative
discussions, the authors presentstrong quantitative
theory and practice in the form of smallconceptual
models, simulation, and empirical research. A
comprehensive guide to properly managing
investments with afocus on matching security and
growth goals with the needs of theinvestor Blends
insights gleaned from portfolio management
practicesused prior to the market mayhem of
2007-2009 with cutting-edgeacademic and
professional investment research Includes innovative
and wide-ranging treatment of subjects suchas
augmented balance sheets, the efficiency of
markets, saving,spending, and investing habits, and
dealing with uncertainty Description of opportunities
for improving the investingenvironment The recent
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financial crisis has opened our eyes to the need
forimproving the way we invest. This book will put
you in abetter position to excel in this new economic
environment.
In this volume, specialists from traditionally separate
areas in economics and finance investigate issues at
the conjunction of their fields. They argue that
financial decisions of the firm can affect real
economic activity—and this is true for enough firms
and consumers to have significant aggregate
economic effects. They demonstrate that important
differences—asymmetries—in access to information
between "borrowers" and "lenders" ("insiders" and
"outsiders") in financial transactions affect
investment decisions of firms and the organization of
financial markets. The original research emphasizes
the role of information problems in explaining
empirically important links between internal finance
and investment, as well as their role in accounting
for observed variations in mechanisms for corporate
control.
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