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		Abstract

		In its attempt to model financial markets and the behavior of firms, modern finance theory starts from a set of normatively appealing axioms about individual behavior.  Specifically, people are said to be risk-averse expected utility maximizers and unbiased Bayesian forecasters, i.e., agents make rational choices based on rational expectations.  The rational paradigm may be criticized, however, because (1) the assumptions are descriptively false and incomplete, and (2) the theory often lacks predictive power. One way to make progress is to characterize actual decision- making behavior.  Efforts along these lines are made by behavioral economists and psychologists.  This paper provides a selective review of recent work in behavioral finance.  First, we ask why economists should be concerned with the psychology of decision-making.  Next, we discuss a series of key behavioral concepts, e.g., people's well-known tendencies to give too much weight to vivid information and to show excessive self-confidence.  The body of the paper illustrates the relevance of these concepts to important topics in investment theory and corporate finance.  In each case, behavioral finance offers a new perspective on results that are anomalous within the standard approach. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			DeBondt,  Werner F.M. and Thaler,  Richard H., Financial Decision-Making in Markets and Firms: A Behavioral Perspective (June 1994). NBER Working Paper No. w4777,  Available at SSRN: https://ssrn.com/abstract=420312
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Werner F.M. DeBondt

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				DePaul University - Driehaus Center for Behavioral Finance  ( email )

			

			
			
				
				
				
					1 East Jackson Boulevard
Suite 6123/6124
Chicago, IL  60604-2287
United States
312-362-8394 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Richard H. Thaler (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Chicago - Booth School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Chicago - Booth School of Business  ( email )

			

			
			
				
				
				
					5807 S. Woodlawn Avenue
Chicago, IL  60637
United States
773-702-5208 (Phone)
773-702-0458 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      827

			

		
		
		
			Abstract Views

			   12,899

		

		
		 
		
			Rank

			   54,962

		

		
	


	
		
            
            	        5 Citations
		

	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,243

                                    

                                    
                                        PAPERS

                                           32,681

                                    

                                

                                
                            

                        

                    

                
	
                    History of Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                History of Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              769

                                    

                                    
                                        PAPERS

                                            2,733

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Market Efficiency, Long-Term Returns, and Behavioral Finance

                        
                            By
                                
                                
                                    
                                    Eugene F. Fama
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Market Underreaction to Open Market Share Repurchases

                        
                            By
                                
                                
                                    
                                    David L. Ikenberry, 
                                    
                                
                                    
                                    Josef Lakonishok, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Managerial Decisions and Long-Term Stock Price Performance

                        
                            By
                                
                                
                                    
                                    Mark L. Mitchell
                                     and 
                                
                                    
                                    Erik Stafford
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Price Reactions to Dividend Initiations and Omissions: Overreaction or  Drift?

                            
                                By
                                    
                                    
                                        
                                        Roni Michaely, 
                                        
                                    
                                        
                                        Richard H. Thaler, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Inference in Long Horizon Event Studies: A Bayesian Approach with Application to Initial Public Offerings

                            
                                By
                                    
                                    
                                        
                                        Alon Brav
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Effects of Capital Structure Change on Security Prices: A Study of Exchange Offers

                            
                                By
                                    
                                    
                                        
                                        Ronald W. Masulis
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Long-Run Stock Returns Following Bond Ratings Changes

                            
                                By
                                    
                                    
                                        
                                        Ilia D. Dichev
                                         and 
                                    
                                        
                                        Joseph D. Piotroski
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Long-Run Performance of Stock Returns Following Debt Offerings

                            
                                By
                                    
                                    
                                        
                                        Katherine Spiess
                                         and 
                                    
                                        
                                        John Affleck-graves
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Stock Repurchases in Canada:  Performance and Strategic Trading

                            
                                By
                                    
                                    
                                        
                                        David L. Ikenberry, 
                                        
                                    
                                        
                                        Josef Lakonishok, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.111 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

