
BEHAVIOURAL FINANCE



TODAY’S AIMS & 
OBJECTIVES 

Amplify 
Behavioural 

Finance
To bridge the gap between theory and reality

using the science of behavioural finance.

Explore how others interpret perceived

valuations to deliver a realistic reflection of

price activity.

To allow traders to look at what others see in

the markets movements. To follow the herd

when necessary and counter-trade when

possible.

TOPICS

Neo-classical 
economics

Watson Selection 
Task

Herd Behaviour

Trump example

Central Banks

BY THE END OF THE SESSION 

PARTICIPANTS WILL BE ABLE TO:

• Take an objective view of market 

valuations

• Appreciate the gap between 

financial theory and reality

• Apply momentum and counter-

trend strategies when the time is 

right



JUST FUNDAMENTALS?



Imagine that you were given a £50 ticket to see a play. As 
you enter the theatre there are re-sellers there that offer 
you £50 for the ticket you have in your hand. 

Do you sell the ticket?

It then turns out the ticket must have fallen from your 
pocket. The theatre keeps no record of ticket purchasers, 
so the ticket cannot be recovered.

Would you pay £50 for another ticket to the play?

What do you feel?

Kahneman’s
Heuristic 
Test 1

Money



A team of psychologists performed personality tests on 100 
professionals, of which 30 were car mechanics and 70 were lawyers. 
Brief descriptions were written for each subject. The following is a 
sample of one of the resulting descriptions:

Jack is a 45-year-old man. He is married and has four children. He is 
generally conservative, careful, and ambitious. He shows no interest 
in political and social issues and spends most of his free time on his 
many hobbies, which include home carpentry, sailing, and 
mathematics. What is the probability that Jack is one of the 30 car 
mechanics?

A. 10–40 percent

B. 40–60 percent

C. 60–80 percent

D. 80–100 percent

Kahneman’s
Heuristic 
Test 1

Information



TRADITIONAL 
MARKET 
THEORY

ECONS VS
HUMANS

During the classical period, microeconomics was closely linked to 
psychology. For example, Adam Smith wrote The Theory of Moral 
Sentiments, 18th + 19th C

However, during the development of neo-classical economics, 
economists sought to reshape the discipline as a natural science, 
deducing economic behaviour from assumptions about the nature 
of economic agents, known as Econs. 

• Rationality, every decision we make has a rational basis

• We avoid pain and we seek pleasure/happiness

• Risk is bad, return is good

• We want more of a good thing, money is good so we want 
more of it and we avoid losses



TRADITIONAL MARKET THEORY

It was assumed the market price was always the right price as a result of two core principles:

• Constrained optimisation

• Equilibrium



The theory developed into the Efficient Market Hypothesis by Eugene Fama.  EMH states the price of an 

asset would always reflect the real value of that asset, and therefore it would be impossible to beat the 

market. 

Ricardian Equivalence

There would be no point in the government borrowing more to help foster a recovery, as taxpayers (Econs) 

will know borrowing today will mean higher taxes in the future and therefore save rather than spend as 

proposed by Keynesians.

TRADITIONAL MARKET THEORY

“Modern mainstream economic theory did not fail to foresee the crash in 2007, it had already ruled the 
possibility out that such a thing could even happen.” 
[Meghnad Desai | Hubris]



Economic Theory

Rational decisions

Static economic system

Always in equilibrium

TWO 
VERSIONS OF 
THE WORKING 
ECONOMY

Behavioural

Poor economic choices

Dynamic Disequilibrium



HOW IS THE PERCEPTION OF VALUE ACTUALLY FORMED?



Sentiment vs fundamentals?

Philadelphia Fed Survey

-30.7 Vs 4.0

US Consumer Sentiment

55.7 (55 in week after 

Lehman meltdown)

US Consumer confidence 

44.5 Vs 52.5 : 28 Month 

Low

US Industrial Production

0.9% Vs 0.4%

Durable Goods Orders 4.0% 

Vs 2.0%

US Factory Orders (Jul) 

M/M 2.4% vs. Exp. 2.0% 

(Prev. -0.8%)



System 1

FAST 

UNCOMPLICATED

INTUITIVE

INVOLUNTARY

EMOTIONAL

System 1
System 2

Simplifying the decision 
making process

Innate animalistic 
behaviour and vs human 
high level thought

System 2

SLOW

DELIBERATE

VOLUNTARY

EFFORT 

FOCUSSED



Sentiment vs fundamentals?

Over-priced

Nasdaq 76-02

Expensive

Bubble



NASDAQ BUBBLE?

3 YEARS 



Behavioural pricing in bonds



A sign of intelligence?



ANSWER 
IN 60 
SECONDS

According to the United 
Nations what will the 
world population be at 
the turn of the century?Tear off a piece of paper, write 

your number down making sure 
no-one else can see it



ANSWER 
IN 60 
SECONDS

According to the United 
Nations what year will the 
population in India Peak?

Shout out your answer when asked



The tendency for individuals to mimic the actions (rational or irrational) of a larger group 

even though, individually, most people would not necessarily make the same choice.

Social pressure of conformity

Most people are very sociable and have a natural desire to be accepted by a group, rather 

than be branded as an outcast

It's unlikely that such a large group could be wrong

Even if you are convinced that a particular idea or course or action is irrational or 

incorrect, you might still follow the herd, believing they know something that you don’t

HERD BEHAVIOUR



BEHAVIOURAL
MARKETS

Select a number between 
1 and 100 that is 2/3 the 
number of the average of 
all other participants Think about what others are 

thinking



An example in oilHERD MENTALITY

24 out of the first 26 days of 2016 saw the oil price move by 
more than 5% intra-day.

The CME noted record trading volumes for WTI futures 
contracts.

Many days would have a move of 10% or over before prices 
finished exactly where they started.



PEAK OIL TO CREDIT CRUNCH



FT ARTICLE ON OIL NOVEMBER 2008



FUNDAMENTAL 

EXPECTATIONS

HSBC along with the 

majority of mainstream 

analysts all believed that a 

Trump victory would 

support safe haven asset 

prices. They expected:

• GOLD HIGHER

• STOCKS LOWER

• USD WEAKER

TRUMP CASE STUDY



BEHAVIOURAL WAVES IN STOCKS



BEHAVIOURAL WAVES IN GOLD



BEHAVIOURAL WAVES IN EURUSD



AND THEN SOMETHING HAPPENED



ON TO A 400 DAY RALLY IN THE S&P500



WHAT ABOUT CENTRAL BANKS?



MISBEHAVINGJANUARY 2016

•BoJ moves interest rates into negative 

territory at the end of January

•The Yen depreciated strongly on the 

event

•However it then broke the years’ high 

and rallied to its highest level in two 

years

Why did the market did not behave as 

Shinzo Abe intended? 

Analyst comment

https://www.reuters.com/article/us-global-forex-deutsche/fallout-from-boj-rate-decision-may-drive-dollar-up-to-125-yen-deutsche-idUSKCN0V71RO?mod=related&channelName=businessNews


WHAT ABOUT CENTRAL BANKS?

ECB Cut in the main interest rate used across the eurozone from 0.05% to zero

A cut in the deposit rate from -0.3% to -0.4%

Increasing the amount of bonds the ECB is buying, by €20bn to €80bn 



WHAT ABOUT CENTRAL BANKS?



ConclusionsAmplify 
Behavioural 

Finance

Behavioural moves can be much

more powerful than pure

fundamentals

The key is flexibility. Understand

what you think, whilst also

understanding why others may

believe something different.

TOPICS

Neo-classical economics

Watson Selection Task

Herd Behaviour

Trump example

Central Banks

“IF you can keep your head 
when all about you, are 
losing theirs and blaming it 
on you”

“If you can trust yourself 
when all men doubt you, 
but make allowance for 
their doubting too;”



CONTACT

w.delucy@amplifytrading.com

ADDRESS

18 St Swithin's Lane, London, EC4N 8AD


