
Finance & Philosophy: Are Financial Markets Efficient? 
 
Type: Blockseminar 
Number: 50130 
Contact eMail: mail@carstenjung.net (Carsten), mm822@cam.ac.uk (Marco) 
Participants: P&E Bachelor, P&E Master, BA IWB, BA Economics, MA IWB, MA Economics  
Lecturers: Marco Meyer, Carsten Jung 
Dates: 27-29 May 2016 
Start-time: 27 May, 12.00 s.t.  
Rooms: S5 & S6, GWII 
 
Description 
In its most popular form, the efficient market hypothesis (EMH) is the claim that asset prices 
reflect all publicly available information. The EMH is an important cornerstone for most asset 
pricing models. But it is also highly controversial. Critics claim that models based on the EMH 
are to blame for the inability of predicting and avoiding the global financial crisis of 2008/9. 
In this seminar, first, we discuss the the key arguments for and against the EMH. Exploring the 
persistent controversy around the EMH will lead us to a core issue in the philosophy of science: 
the question of whether one can ever falsify a single hypothesis. We will explore this using case 
studies on the reaction of financial markets to the disaster of the Challenger space shuttle, and 
the futures market for oranges. 
Second, we will look at the role the EMH plays in financial markets today. Who is using it, how 
are they using it and does it matter? We will discuss two arguments stating that the ‘false belief 
in efficient markets’ (i) causes financial crises and (ii) leads markets to be short-termist. 
Third, we will discuss alternatives to the EMH which have been suggested by economists and 
behavioral psychologists. We will discuss the implications of their work for financial regulation 
and for public debates about the financial system. 
 
Lecturers 
Carsten Jung  
Carsten is an economist at the Bank of England’s International Directorate. He currently works 
on policy issues concerning the global financial safety net. He holds a BA in Philosophy & 
Economics from Bayreuth, an MSc in Economics from Warwick University and an MSc in 
Economic Sociology from LSE. He was also a Carlo-Schmid intern at the International Monetary 
Fund. 
 
Marco Meyer  
Marco Meyer is currently reading for a PhD in a research project on financial ethics at 
Cambridge University and Groningen University. He received a Master’s degree in philosophy 
from Oxford University, a BA degree in Philosophy & Economics from Bayreuth university, and a 
BA in European History from Bayreuth University. His research interests include financial ethics, 
complicity and moral responsibility. He has taught students at the universities of Oxford and 
Cambridge, and has given seminars on philosophy and economics.  
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Learning Goals 

● Understand what the different versions of the EMH say, and what they do not say. 
● Investigate how the EMH acts as a cornerstone in our thinking about asset pricing, risk 

management, financial regulation, and financial management. 
● Be able to explain major contenders to the EMH, and how replacing the EMH would 

affect our thinking about the latter four areas. 
● Reflect on the challenges to testing the EMH. 
● Give an informed opinion on how to weigh the evidence in favour and against the EMH, 

as compared to major contenders. 
● Scrutinise whether the EMH presupposes that individual market actors behave rationally 
● Explore the role of the EMH in the recent financial crisis, and draw implications from your 

reflections on the status of the EMH on how to improve financial regulation. 
 
Seminar Plan, Readings, and Reading Questions 
 
Friday 
 
12.00 
(we start s.t.) 

Welcome, Expectations, Intro to Seminar Topics 

13.00 Varieties of the EMH: What is the Efficient Market Hypothesis (EMH)? 
R1: Mishkin - The Stock Market, the Theory of Rational Expectations, and the 
EMH  
Q1: What is the efficient market hypothesis and why does it matter? 
R2: Polillo - Theorizing Efficient Markets  
Q2: What factors, according to Polillo, made the EMH so successful? 

14.30 The EMH in a philosophy of science perspective: Can the EMH be 
proven? Can the EMH be falsified? 
R3: Campbell - Empirical Asset Pricing 
Q3: What is an asset pricing model, and what does it have to do with whether 
the EMH can be proven or falsified?  

16.00 Success Stories of the EMH: The market for orange juice futures in the 
USA 
R4: Boudoukh et al. - Testing for Market Rationality 
Q4: What can the futures market for orange juice tell us about the EMH? 

17.00 Failures of the EMH: Which empirical observations cast doubt on the EMH? 
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R5: Malkiel - The EMH and its critics 
Q5: What are some empirical "anomalies" that seem to contradict the EMH? 
Do they refute the EMH? 

18.00 End 

 
Saturday 
 
09.00 
(we start s.t.) 

The EMH in Sociological Perspective: How do stock market participants 
actually behave? 
R6: Zuckermann et al. - So You Think You Can Dance (focus on pp. 84-94) 
Q6: Was the US PE bubble "collective delusion"?  What's the evidence the 
authors present for their argument? 

11.15 Alternatives to the EMH I: Behavioral Finance 
R7: Shiller - From EMH to Behavioral Finance 
R7: Is behavioral finance an alternative to the EMH, or is it complementary? 

12.45 Lunch 

14.00 Alternatives to the EMH II: (only the readings for your workshop are 
required)   

● Workshop on the Adaptive Market Hypothesis 
○ RW1: Grossman et al - On the Impossibility of Informationally 

Efficient Markets 
○ RW2: Lo - The Adaptive Markets Hypothesis 

● Workshop on Sociology of Finance 
○ RW1: Shleifer - Noise Trader Risk in Financial Markets 
○ RW2: Zuckermann - Market efficiency a sociological 

perspective 

16.00 What is the best alternative to the EMH? Student presentations from the 
workshops and discussion 

17.30 Feedback, Wrap-Up 

18.00 End 

 
Sunday 
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09.00 
(we start s.t.) 

The EMH and Rationality: How rational do individual actors need to be to 
produce efficient market outcomes? 
R8: Gode - Allocative Efficiency of Markets with Zero-Intelligence Traders 
Q8: Is irrationality of investors on the individual level a good reason to think 
that the EMH is wrong? 

11.00 The EMH and Financial Regulation: Which implications to different 
alternatives to the EMH have for financial regulation? 
R9: Tett - Fool’s Gold 
Q9: When reading Tett's chapter, do you think the EMH had an impact on 
regulators' approach to financial innovation before the crisis?  

12.00 Lunch 

13.00 The EMH and Individual Decision Making in Finance: Does it make sense 
to listen to investment advice? Does divestment from unethical companies 
make sense? 
R10: Caldecott - Stranded assets and the fossil fuel divestment campaign 
R11: Economist - Will invest for food | The Economist 
Q10: Is there a good reason to buy an actively managed fund when you can 
buy an index fund? 

15.00 Feedback 

16.00 End 

 
Assessment 
P&E Bachelor: V, P4, P6, P7, P9; PE Master: Elective  
 
Attendance-only “Schein” (PE: 2 ECTS): You need to (1) do the readings, (2) do the problem 
set, (3) participate actively in the seminar 
 
Essay “Schein” (PE: 6/8 ECTS): You need to (1) do the readings, (2) do the problem set, (3) 
write an essay (4.000-5.000 words). If you give a presentation, this will feed into your grade as 
well. 
 
Workshops 
 
On Saturday afternoon, we split into two workshops exploring different alternatives to the EMH. 
The Workshop on Sociology brings to bear sociological research on how financial institutions 
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shape the behaviour of financial agents. The Workshop of the Adaptive Market Hypothesis 
presents an alternative to the EMH based on evolutionary psychology. 
 
Please sign up for one of the workshops here: 
https://docs.google.com/spreadsheets/d/1idP3L-EkRnziPyQTuN6X1v9h1Nc6-4WujQ-ZOOlidu8/
edit?usp=sharing 
 
Deadline: 15 April 2016 
 
Readings & Reading Questions 

● There will be very few presentations in the seminar, and there won’t be presentations to 
recap readings, so it is crucial that you do the readings.  

● All Readings come with reading questions. Please submit your reading questions via this 
form: http://financeandphilosophy.pandaform.com/pub/llwpvo/new 

● Deadline for Submitting Reading Questions: 22 May 
● Some of the readings are hard. Rather than giving you watered-down readings, we want 

to encourage you to develop a reading skill that will become very handy in your 
academic life: extracting relevant information and arguments from very difficult texts.  

● To do this, do especially of the challenging readings with the respective reading question 
firmly in mind, and try and get an answer to that question out of the text.  

● Do not despair if there are parts of the readings that you cannot understand.  
 
Presentations 
General guidelines for presentations  

● Stick to the presentation topic 
● Stick to the time limit: 15 min 
● A projector will be available  
● Presentations should be in English, but don’t be intimidated — we’ll have an atmosphere 

which is quite tolerant of less than perfect English; what matters is that you can get your 
point across.  

 
Presentation 1: Was acceptance of the EMH a cause of the global financial crisis of 2007/8? 
Text: Ball - The GFC and the EMH What have we learned  
 
Presentation 2: Can tools measuring the mood of twitter users help predict stock prices, and 
would that contradict the EMH? 
Text: Bollen - Twitter mood predicts the stock market 
Presentation in the Workshop on the Sociology of Finance: How has the EMH affected 
financial markets?  
Text: MacKenzie - Models and Markets 
 
All texts for the presentations are in the dropbox folder with the general seminar readings. 
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If you would like to do one of the presentations, send an eMail to Carsten: mail@carstenjung.net 
Deadline: 15 April 2016 
 
Essays 
Topics: We’ll run a short session on possible seminar topics during the Blockseminar, and point 
out possible seminar topics during the seminar. You are encouraged to come up with your own 
topics.  
 
General Guidelines 

● Between 4,000 and 5,000 words 
● English or German  
● Before you start writing, look at this essay writing guide: 

http://www.phil.cam.ac.uk/curr-students/IA/curr-students/writing-skils/ 
● Re-read and revise before submitting. Ask a friend to read your paper. 
● We set a deadline for the essay with students individually to fit their needs. 

 
General Structure  

● Define and answer a precise research question (check with us!), give a clear answer to 
the question which you state in the introduction (your thesis), and use your essay to 
defend that answer.  

● Structure essay according to thesis: No paragraph and indeed no sentence that does not 
help investigating the thesis belongs in the essay.  

● When developing an argument, state premises and conclusion clearly. 
○ Make sure the argument is valid 
○ Anticipate objections to your premises and discuss in the essay 

● When using empirical data, explain and scrutinize it 
○ Make sure the data is relevant to your argument and explain how that is 
○ Indicate the source 
○ Do not only report results, but also show awareness of the methodology used 

● Summarize your argument in a brief conclusion 
 

We encourage you to look for additional literature. You are not expected to read everything 
there is on your topic, however. In depth analysis and development of your own sustained 
argument matter much more. So, read a few things, but then start writing quickly. 
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