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Syllabus

Course name

Ethics and Finance

Semester

Fall 2023 semester

Main instructor
Laure de Batz, Ph.D.

E-mail: Laure.deBatz@vse.cz

Moodle webpage: https://moodle.cerge-ei-foundation.org/course/view.php?id=60

Dates

o Classes: September 11 — October 20, 2023

o Final exam week: October 23 — October 27, 2023

o Make-up exam week: October 30 — November 3, 2023
Time

Lectures: Monday, 9.45 - 11.15 a.m. CEST! and Wednesday 9.45 - 10.30 a.m. CEST

Exercise sessions: Wednesday, 10.30 - 11.15 a.m. CEST

1 Central European Summer Time
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Office hours

To be determined.

Course description
Ethics and finance: complementary or conflicting terms? In this highly interactive and up-to-date course, you
will dig into the most notorious financial crimes to better understand what can drive any one of us into

cheating investors and possibly ruining one’s career.

The course aims to raise your awareness and scrutiny to possible ethical challenges that firms, managers, and
employees face when thinking about financial laws and enforcement, with an economic perspective and
illustrated with real-life and up-to-date examples. The scope of unethical financial behaviors covers market
abuses, with price manipulation, insider trading, and communication of false information; in particular,
accounting fraud. This course should contribute to a better understanding of how ethical issues play a role in
finance, how they may conflict with firms’ strategies, and of how managers’ and employees’ decisions can

impact financial markets and investors’ wealth.

The goal of this course is to prepare students for potential ethical dilemmas they may face throughout their
careers. Upon successful completion of this course, students will be able to challenge and put into perspective
the financial behavior of firms, including financial institutions and listed firms in particular, in terms of ethics,

from an economic perspective.

Prerequisites

Microeconomics, Macroeconomics, and Econometrics at the introductory level.
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Grading

The final grade will be based on four forms of assessment:

o 35% Weekly syntheses on ethical scandals or problematics. Before each of the six exercise sessions,
you should submit to your local instructor a synthesis on a topic assigned, to be discussed during the
seminar. More information about weekly syntheses will be announced.

o 15% Weekly quizzes. The grade will be the sum of five (one per week, as of the second week) online
(Moodle) multiple choice or true/false quizzes during the lectures, to assess comprehension of
previous topics.

o 50% Final exam. The final exam will be organized as a 90-minute test, with a mix of multiple-choice
and open-ended questions.

To pass this course, a student must obtain at least 50 out of 100 points and have more than 50% on the final

exam.

Week-by-Week Course Outline & Suggested Readings

Weeks 1 and 2. Introduction, definitions, and theoretical background on financial markets and regulation
- Financial market efficiency, rational investors
- Model of crime, fraud triangle, partial observability

- Behavioral finance, signaling theory

Akerlof, M. S., & Stiglitz, J. (2008). “A Nobel Prize for Asymmetric Information.” Leading Contemporary
Economists: Economics at the Cutting Edge, 144.

Becker, G. S. (1968). “Crime and Punishment: An Economic Approach.” Journal of Political Economy, 76(2),
169-217.

Becker, G. S. (1974). “A Theory of Social Interactions.” Journal of Political Economy, 82(6), 1063-1093.
Benabou, R., & Laroque, G. (1992). “Using Privileged Information to Manipulate Markets: Insiders, Gurus, and

Credibility.” The Quarterly Journal of Economics, 107(3), 921-958.
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Carroll, A. B. (2016). “Carroll’s Pyramid of CSR: Taking Another Look.” International Journal of Corporate Social
Responsibility, 1(1), 1-8.

Grossman, S. J., & Stiglitz, J. E. (1980). “On the Impossibility of Informationally Efficient Markets.” The
American Economic Review, 70(3), 393-408.

Mackowiak, B., Matejka, F., and Wiederholt, M. 2021. “Rational Inattention: A Review.” ECB Working Paper.
Oberlechner, T., & Charlottesville CFA Institute. (2007). “The Psychology of Ethics in the Finance and
Investment Industry.” Charlottesville: Research Foundation of CFA Institute.

Spence, M. (2002). “Signaling in Retrospect and the Informational Structure of Markets.” American Economic

Review, 92(3), 434-459.

Week 3. Market participants and parties at stake
- Insiders: employees, management, and shareholders

- Related parties/stakeholders: auditing firms, rating agencies, clients, and suppliers

- Outsiders: media as a watchdog, NGOs, financial analysts, enforcers, stock exchanges, whistleblowers

Barber, B. and Odean, T. (2000). “Trading is Hazardous to Your Wealth: The Common Stock Investment
Performance of Individual Investors.” Journal of Finance, 55(2), 773-806.

Barber, B. M., & Odean, T. (2013). “The Behavior of Individual Investors.” In Handbook of the Economics of
Finance (Vol. 2, pp. 1533-1570). Elsevier.

Marthinsen, J. E. (2018). “Risk Takers. Uses and Abuses of Financial Derivatives.” De Gruyter, Inc.

Lewis, M. (1989). “Liar’s Pocker: Rising Through the Wreckage on Wall Street.” New York: W.W. Norton.

Week 4. Assessment of the spillovers of unethical behaviors: always negative? Different types of sanctions,
including reputational sanctions

- Causes of misconduct and conflicts of interests
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- Enforcement and sanctions: Who to sanction, individuals and/or firms? How to sanction, by fines,
market reputational penalties, jail, etc.? Other spillovers on the wrongdoers, including clients and
suppliers, cost of doing business, HR, etc., and on the marketplace through example-setting?

- Regulatory arbitrage to minimize the cost of crime

Alexander, C., & Cumming, D. (2020). “Corruption and Fraud in Financial Markets.” John Wiley & Sons.
Boatright, J. R. (2013). “Ethics in Finance.” John Wiley & Sons.

Ashton, J., Burnett, T., Diaz-Rainey, |., & Ormosi, P. (2021). “Known Unknowns: How Much Financial
Misconduct is Detected and Deterred?” Journal of International Financial Markets, Institutions and Money,
74, 101389.

Cressey, D.R. (1973), “Other People’s Money: A Study of the Social Psychology of Embezzlement.” Patterson

Smith, Montclair, NJ.

Week 5. Complexification of financial markets and of supervision, credibility, and reputation of enforcers
- Macro-economic evolutions: globalization of financial markets, extraterritoriality
- Concentration of financial institutions and too big to fail as a moral hazard
- R&D and financial innovation: complexity, technological innovation, finance gamification, underlying
assets, including water, CTY, and crypto-assets

- Communication: journalists, social networks, neo-brokers, etc.
Shleifer, A. (2005). “Understanding Regulation.” European Financial Management, 11(4), 439-451.

Week 6. Solutions towards an “ethicer” finance

- Education & (re)action: setting example and being accountable

- Seeking virtue in finance: customer mandate, or serving customers’ interest faithfully; social wealth

creation of contributing to society beyond the customer mandate; humanistic leadership within
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organization of treating colleagues with dignity, empowering them, and fostering a responsible culture;
engaged citizenship contributing expertise, time, wealth to the common good

- Alternatives: libertarians, direct finance; responsible finance such as ESG, SR, ethical finance; religious
finance including Christian, Islamic finance, and Shariah; sustainable finance such as green bonds and
Sovereign Wealth Funds; and solidarity including non-profit banks, crowd-funding, and cooperative

banks

De Swaan, J. (2020). “Seeking Virtue in Finance: Contributing to Society in a Conflicted Industry.” Cambridge:
Cambridge University Press. doi:10.1017/9781108561815.

Zingales, L. (2015). “Presidential Address: Does Finance Benefit Society?” The Journal of Finance, 70(4), 1327-
1363.
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