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i \&u\. - Sie sind mitten in der neuen Anlagestrategie!»

So.

— they are working on a new investment strategy!
x Schaad in Tages-Anzeiger, 28.05.2004
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Preface \

* ol

Behavioural finance is an interdisciplinary research area that combines d finance.

It originated from decision theory — most notably the psychological S cur in making
decisions under uncertainty. Private banking consists of a collec of serviCes that banks
P e o

offer on a more personal basis to wealthy investors. In particular, th es include invest-

Qieve their financial goals
althon financial markets.

e banking a scientific

ment advice given by relationship managers helping clients
without falling into psychological traps when investing thei
Hence, behavioural finance is an appropriate framewo
foundation.

The high wealth of private banking clients makes it g
best suits the risk ability, risk preference, and risk aw
relationship manager has a key role in providing thi§i nt service to clients. He needs
to have a good knowledge of both the financial e individual client. While tra-

in the course of making investments. On the ot and, traditional finance has focused on a
simplified notion of risk — the variance — that is neither appropriate for most private investors

de-offs financial markets provide.
se this gap by providing advisors of private clients with
heir task as well as a collection of practical tools to support

both the appropriate frameV
i e structure the book as follows.

their work.! To achie,

extensively into ations of behavioural finance: decision theory. Decision theory has
three broad par: cted utility theory, prospect theory, and mean-variance analysis.
Expected utility th clarifies which decisions are rational, prospect theory describes which

observed, and mean-variance analysis is the best known decision
e will show, in special cases like normally distributed returns, the three
cide, but in general they are mutually distinct. In particular, it is possible

model in

! Please visit our webpage www.bfpb.ch to download the Excel tools created for this book.
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xxii Preface

Chapter 3 goes through the many psychological traps (behavioural biases) that are commonly
observed along a typical decision-making process. In particular, we show how these biases
differ across different cultures, which is of vital importance to any bank offering private banking
services worldwide. Chapter 4 then shows how to integrate the insights achieygd thus far into
an important tool of highly practical relevance: a risk profiler. A risk profiler is a
questionnaire that assesses the client’s risk ability, risk preferences, and his 1j

Besides choosing the most appropriate questions, behavioural finance helpgfto ate’ the
answers in a consistent way. In many countries, risk profilers are requjred b e this
regulatory requirement as a chance for any bank to improve the qualit* rocess

In Chapter 5 we analyze the colourful world of structured products, of Increasing
importance to many banks. We show how to evaluate structured produ oth fromPan expected
utility theory perspective and from a prospect theory point of view. Mor we explain how
in Ghapter 6, we go
is portfolio during

into the dynamics of investing. We show which investor will
the course of investments and which one will take his pr
give a foundation for common investment advice like th according to which the
share of risky assets ought to increase with the investmeg
we look at the life cycle investment problem. Besid
exogenous income and the consumption needs influenc
In particular, we study behavioural effects such as habi
and how they influence clients’ investing decision§"

The final chapter, Chapter 8, wraps up the contes of the book in the form of the
practical problem of wealth management. Wi
be structured to make the best use of the s¢ s the Dank can offer. Such a process needs
to integrate personal asset-liability management, cycle aspects, a risk profiler, a strategy
implementation, and a well-suited documentation. In particular, we highlight the relevance of
framing effects in documentation an rtance of mental accounting in advising clients
how to invest their wealth optimally

The style of the book is mt B s ipfllitive written explanations, examples, and case
studies, we also deepen the un: by using some mathematics. Case studies and
mathematics are highlighted j e can also understand the book on a more general
level without going into the$€ boxeS@WVe hope that, in this way, this book is appropriate for a
broader audience. Certainl ytfis book 48 suitable for master classes both at business schools and
universities in the pri tudi€§Bbut it is also suitable for executive master programmes.>
Independent of organi

ique since it focuses more on client advisory than on asset pricing.
our comparative advantage of being in one of the world’s first-class

2 Indeed, the content has been taught for many years at the Norwegian Business School (NHH) in Bergen, at the University of Zurich
(UZH), and also at executive programmes of the Swiss Training Centre for Investment Professionals (AZEK), the Swiss Banking
School (SBS), and now the Swiss Finance Institute (SFI).

5th November 2008  21:22 Wiley/BFP Page-xxii fpref



01

02

03

05

06

07

08

09

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

45

46

47

Preface xXxiii

Naturally, our book has some overlaps with other books on behavioural finance but the
core ideas are based on our own research done in NCCR-Finrisk and the Research Priority
Program Finance (RPPF) at the University of Zurich. We are indebted to our collaborators in
these projects: foremost, Enrico De Giorgi, Marc Oliver Rieger, Janos May
Moreover, we would like to thank the above-mentioned research networks, in icular their

directors, Rajna Gibson and Marc Chesney, for intellectual as well as finangi The
generous support from NCCR-Finrisk was not obvious, given the focus of k, Which
is more on traditional finance. We are grateful to the International Scientifi CCR-
Finrisk and to the Director of NCCR-Finrisk, Rajna Gibson, for théir st but not

least, we would like to express our gratitude to many people who provi i d comments
during the development of this book. Without the help of the edit:

notably Peter Baker and Aimée Dibbens, we would not have finaliz s book. Moreover,
the book benefitted greatly from comments from Peter Wiith; honemann, Mila
Winter, Christoph Bachmann, Niliifer Caliskan, Martine Bau er, Martin Vlcek, Andreas
Kamm, Philippe Martin, Richard Meier, Alfons Corte j s and Amelie Brune.

Finally, without the feedback from many students at the 1 business school (NHH),
University of Zurich (UZH), Swiss Training Centre for st ofessionals (AZEK), and
Swiss Finance Institute (SFI), the book would not havgfea its current level of pedagogical
excellence.

Last but not least, we are indebted to our famili
on our close relatives — a burden that is heavi
book reveals that we are ourselves of the beh
totally rational and also motivated by thin,

g a book puts an extra burden
weighted. Hence having written this
ral typ&described in our book — not always
money.
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