Lecture 7: Behavioral Finance: The
Role of Psychology

Economics 252, Spring 2008
Prof. Robert Shiller, Yale University

Open Yale

£ Yale University 2012, Most of the lectures and course material within Open Yale Courses are licensed
under a Creative Commans Attribution-Noncommercial-Share Alike 3.0 license, Unless explicitly s2t forth in
the applicable Credits section of a lecture, third-party content is not covered under the Creative Commons
license. Flease consult the Open Yale Courses Terms of Use for limitations and further explanations on the
application of the Creative Commons license.



P and Pstar

2000

1800 -
1600 -
1400 -
1200 -
1000 -

800 -

600 -

Real Stock Price Index

400 -

200 -

0 T T T T T T T

1860 1880 1900 1920 1940 1960 1980 2000

Year

Open Yale

£ Yale University 2002, Most of the lectures and course material within Open Yale Courses are licensed
under a Creative Commans Attribution-Noncommercial-Share Alike 3.0 license, Unless explicitly s2t forth in
the applicable Credits section of a lecture, third-party content is not covered under the Creative Commons
license. Flease consult the Open Yale Courses Terms of Use for limitations and further explanations on the
application of the Creative Commons licenses.

2020

P




Overconfidence

From my October, 1987 Investor Survey:

“Did you think at any point on October 19, 1987 that

you had a pretty good 1dea when the market would
rebound?”

Institutional: 29% yes, Individual 28% yes
Among buyers: 47%, 48%

“If yes, what made you think you knew when a
rebound would occur?

29 ¢¢ 29 ¢¢

Answers: “intuition, common sense”’

gut feeling,
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FIGURE 3.—A hypothetical value function.
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FIGURE 4.—A hypothetical weighting function.
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