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212-14
Bank Leu 109-14, 128-34
Bankruptcies 71
Banks, see Private banking
Barings 38
Bayes rule 34-5, 67, 75-6
Bear markets  145-9
Behavioural finance 1-9, 50-8, 60-2, 105-34,
135-55, 157-85, 194-206, 207-27, 229-30
BhFS 108-9, 120-7 1314
dynamic asset al’locavion  157-85, 2024,
229-30
life cycle planning  187-95, 198-206
neuro-firanze,  229-30
optiral asset allocation  50-8, 60-2, 106-7,
114-17, 122-34, 141-3, 149-55, 157-85,
194-206, 208-27
optimal strategic asset allocation
optimal tactical asset allocation
165-70
outlook 229-30
risk profiles 117-34, 208-27, 229-30
service quality improvements 6-9, 209-27
structured products  135-55
wealth management 1-9, 105-34, 207-27
see also Prospect theory

171, 180-5
159-60,

Beliefs 67-82

Benchmarks 36-7, 75-7

Bernoulli, Daniel 11, 12-13, 40-1, 67, 142,
147, 189-90

see also Expected utility theory
BhFS (Behavioural Finance Solutions)
120-7, 1314
Biases 7, 35, 44-5, 67-104, 117-34, 153-5,
158-9, 165-85, 188-9, 191-206, 207-27,
229-30
ambiguity aversion 85, 98-104, 120-7, 134
anchoring bias  74-7, 105-6, 124-5
availability bias  68-70, 105-6
concepts 67-104, 117-34, 158-9, 229-30
conservatism bias 74, 75-7, 100-1, 105-6,
169-70
cultural differences 95-104, 229-30
decision biases 67-8, 82-8
decision evaluation biases 67-8, 87-8

108-9,



238 Index

Biases (Continued)
disposition effect 84, 86, 166
emotions 104, 106, 208
endowment bias  85-6
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wealth management 1-9, 105-34, 207-27,
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comparisons, private banking 4-5
Insurance, expected utility theory 49-50, 64
Interest rates  45-8
Internet stocks 81, 94
Intertemporal decisions

68-70

biases 88-91, 98-101, 202-6
concepts  32-5, 88-91, 187-206
Introduction 1-9

Investment committee-£1C)" 209-10

Investment options ~ 12417

IPOs, see Initial Pubiic Offerings (IPOs)

Irrational beh=viovr, concepts  7-9, 11-12,
26-25,47 46-9, 67-8, 84, 95-104, 105-34,
165=7, 219-20, 229-30

IT 292-30

Tcnsen’s inequality  30-1, 41, 49-50

Kahneman, Daniel 12, 22, 36, 40-3, 50-8, 77,
117-18, 142-3, 147-9, 171
see also Prospect theory
Kassel, Widow 187-9
Kerviel, Jerome 38
Knock-out warrants 155
Kuhn, Christine 107, 127-34, 209
Kurtosis  69-70

Ladder Pop 130-1, 136-43
Latin America, high net worth individuals 4-5
Learning by ‘cycling’, wealth management 211
Leeson, Nick 38
LGT 55-8,73-4
Liabilities, asset and liability management 208,
212-27
Liberal capital markets 1-2
Life cycle hypothesis 1904
Life cycle planning
asset allocation  194-206
concepts 9, 187-206, 212, 229-30
consumption smoothing  189-90, 195-206
expected utility theory 187, 189-206
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Risk-free assets 8, 14-15, 18-22, 55-8, 116,
134-43, 145-9, 161-85, 217-27
Risk-loving decisiontnakers  30-2, 98-9
Risk neutral decision rnakers 30-2
Risk premium,.concepts 29-32, 1024, 1234
Risk profiles. . 7-9, 105-34, 208-27, 229-30
Bank Ioeu. . 109-14, 128-34
behav:oural finance  117-34, 208-27
berefits  106-7
BirS 108-9, 120-7, 131-4
biases 105-6, 117-34
comparisons case study 127-34
concepts  105-34, 208-27
definition 106
design considerations 108-9
implementation case study 109-14
mean-variance analysis 114-17, 214
prospect theory 119-27, 208-27
questionnaires 106-34, 208-9, 215, 229-30
wealth management 208-27
Risk-return opportunities, portfolio choice
16-22, 54-8, 121-34, 208-27
ROE, see Return-on-equity (ROE), Swiss private
banks
Rules of thumb, see Heuristics, concepts

S&P 500 19-20, 81-2, 122, 1734

SAA, see Strategic asset allocation (SAA),
concepts

Safety first principle 117, 221-2

St Petersburg Paradox 12-13

Samples, representativeness bias

Sarasin, Alfred E. 2

Save More Tomorrow program (SMarT) 194

Savings, life cycle planning  189-206

Segmentation criteria, needs of clients 6-7

Segregation of payoffs 216-17

Self-attribution bias 104, 106, 208-27

71-4, 105-6
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Self-control problems 89-91, 191-206
Self-esteem 100-1
Service quality improvements, private banking
5-9,209-27
Sexual equality issues 95
Sharpe ratio
concepts  18-22, 69-70
see also Capital Market Line (CML)
Shefrin, HM. 191, 192
Short fall probabilities 8
Short trades 19
Skewness 69-70
Smith, Vernon 7
Special investment vehicles (SIVs) 94
Speculative bubbles, biases 91-4
SPI, see Swiss Performance Index (SPI)
Splitting bias, concepts 78
Standard deviations 14-15, 20-1, 114-20
see also Variance ratio test
Standardization needs, wealth management
208-27, 229-30
State preference approach, concepts 22-3,
25-6, 219-20
Stereotypes, representativeness bias 714,
105-6
Stocks 107, 134
Strategic asset allocation (SAA), concepts
157-8, 171-85
Structured products  60-3, 135-55, 202-6,
229-30
asset allocation  60-3, 135-55
behavioural finance 135-55
DAX Sparbuch case study 143-9
dynamics 138-40
expected utility theory 135-55
investor’s perspectives  141--3, 146-9
Ladder Pop case study 136-45
mean-variance analysiz <1 S1-5
multi-touch table 154-2
negative time values 139
optimal product design  149-55
portfolio considerations 143, 149
see also Product design
Structured wealth management, see Wealth
management
Subjective probabilities, concepts 63—4
Sub-prime crisis  219-20
Sunk costs, concepts 85, 86
Surveys, private banking 3-6
Swiss Government Bonds (SGB) 55-8, 60-2
Swiss Performance Index (SPI) 55-8, 60-2
Swiss private banking 1-3, 18, 107

TAA, see Tactical asset allocation (TAA),
concepts

Tactical asset allocation (TAA), concepts
157-85
Takeovers 71
Tangent portfolio
calculations 21
concepts 18-22, 115-16
see also Capital Market Line (CML)
Thaler, R. 191-2, 217
Time consistency concepts 9, 32-5, 88-91,
193-206
Time-inconsistent preferences 9, 32-5, 88-91,
193-206
TMT bubble 94-5
Tobin, James 18, 20
Total payoffs, decisions 37
Tracker certificates 155
Transitivity axiom, preference relations 23-35
Tversky, Amos 12, 22, 36, 40-3, 50-8, 77,
117-18, 142-3, 147-9, 171
see also Prospect theoi ;
Two fund separation tacorem 14, 18-22, 534,
116

Uncertainty (7, 22-3, 63-4, 95-8, 126-7, 1324,
219-20

Uncerteiiv Avoidance Index 95-8

Undcit ang assets 135-55

Uid«rieactions to new information  75-7

Understanding the clients, service quality
improvements 6-9, 18, 209-27

Updated expectations  33-5, 76, 124-7

Utility functions, concepts 12—-14, 30-2, 39-40,
49-58, 159-60, 166-7, 189-94, 218-27

Value functions 35-41, 50-8, 61-6, 96—-104,
119-20, 141-3, 149-55, 165-70, 181-5,
199-206, 218-27

Value investors 6970

Value at Risk (VaR) 8, 115-17, 213-14, 221

Vanguard life cycle funds 205-6

Variance ratio test 173-4

Variance uses 8-9, 12, 15-22, 171-4, 214,
222-7

see also Mean-variance analysis
VaR, see Value at Risk (VaR)
Von Neumann, John 12, 13, 14, 25, 219-20

Warrants 155
Wealth management 1-9, 105-34, 207-27,
229-30

asset and liability management 208, 212-27
behavioural finance 1-9, 105-34, 207-27
comparative advantages 208-10
conflicts of interest 210-11
Credit Suisse case study 211-17
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documentation/reporting processes 208-9,
211, 215-17
economies of scale/scope 208-10
financial concept 212-14
goal-based approach  220-7, 230
implementation issues 210, 215-17
learning by ‘cycling” 211
mean-variance analysis 214, 222-7
mental accounting 207-9, 217-27
mistakes 207-8
needs of clients 208-27

planning processes 7-9, 105-34,
207-27
risk profiles 208-27, 229-30
standardization needs 208-27, 229-30
steps  211-17
structured wealth management benefits
209-27, 229-30
see also Private banking
Widow Kassel case study 187-9
William T. Ziemba 81-2
World Wealth Report 2007/2008  3-6












