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ERM 5590- Cognitive Bias & Enterprise Risk Management 

9/3 -12/10 

Tuesdays at 6:10pm-8:00pm; 106B Lewisohn Hall 

3 Credits 

Instructor:   John Burkhardt; Richard Lauria 

Office Hours:  Tuesdays 4:00pm-6:00pm, Lewisohn 504F; or by appointment 

Response Policy: Please feel free to email with any questions or concerns at jb4358@columbia.com or 

rl2764@columbia.edu  Any email received M-F, we will do our best to get back to 

you within 24 hours. 

 

Course Overview 

Insofar as there is a “traditional” field of ERM, it tends to operate on the assumption that investors, 

managers, and all other types of decision-makers within an organization are rational creatures who make 

optimal decisions. In recent years, however, emerging research from behavioral economics, psychology, and 

judgment & decision-making (JDM) has challenged this view by demonstrating that the rational choice 

framework is not sufficient to explain much of human behavior. It has been shown that decisions are 

motivated by a complex array of non-rational factors, which can give rise to systematic errors known as 

cognitive biases. Accounting for these variables is crucial for describing and better predicting various 

aspects of decision-making relevant for risk management: organizations are defined by the coordinated 

decisions of multiple individuals, all of whom are susceptible to irrational behavior. These behaviors are 

particularly salient in the case of risk assessment and appetite, a central component of ERM. 

This course offers a foundation in the developing field of behavioral economics, with a focus on 

application of what the field has learned about cognitive biases to both traditional and value-based 

enterprise risk management (ERM) approaches. Following this course, students will be versed in the 

terminology, concepts, and technical aspects of behavioral economics theory; they will understand how 

behavior emerges and manifests in individuals; they will be able to identify and account for various 

cognitive biases; and they will be able to apply this knowledge to the assessment, management, and 

communication of enterprise risk through exposure to various case studies.  

In this course, we will examine how theories and models enriched with insights about cognitive 

biases and other factors complement the traditional ERM framework and shed light on observed behavioral 

patterns.  We will also examine how biases can be managed or mitigated. We will explore how incentive 

structures can ameliorate or exaggerate biases and how to effectively incorporate ERM into performance 

analysis and business objectives to offset pre-existing biases. Additionally, this course will identify 

approaches to risk messaging through various approaches for communicating risks internally and externally 

with the goal of improving communication and decision-making. With this enhanced analytical approach, 

we will begin to outline a “behavioral” ERM perspective, which takes into account less-than-rational 
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beliefs, non-standard preferences, and various social or environmental impediments to rationality in order to 

ensure better risk management decisions.  

This elective course is open to students who have already completed Value-Based ERM and who are 

familiar with the Value-Based ERM framework. Special permission from the faculty and the ERM 

academic director is required for students from outside of the ERM program. 

Learning Objectives 

This course is intended to help ERM professionals approach questions related to risk management decision 

making with the additional capabilities and nuanced perspective offered by the behavioral economics and 

cognitive bias toolbox. At the completion of this class, students will be able to: 

 

● L1: Discuss the origins and details of the foundational theories of behavioral economics and related 

disciplines and describe in detail the relevant cognitive biases that these fields have identified. 

● L2: Explain the ways in which thinking about rationality, utility, and risk have been transformed and 

accommodated by relevant behavioral economics theory and practice. 

● L3: Leverage behavioral economics-based analytical models and empirical methods throughout a 

value-based ERM process. 

● L4: Explain how behavioral processes may be utilized to create business outcomes. 

● L5: Recognize potential for bias - both within self and others - within traditional and value-based 

ERM approaches and identify potential ways to mitigate these biases. 

Readings 

The topics covered in this course are from a relatively young and deeply interdisciplinary area of study and 

their relevance and application to the ERM context is only recently being appreciated. For these reasons, 

most of the readings have not yet been consolidated into a textbook so we will focus on academic articles 

from high profile journals as well as popular press pieces, white papers, and case studies, all available online 

or through the Columbia Library system.  As a foundational text for the overall ERM curriculum, Professor 

Segal’s textbook (which students should already have access to) will serve as the central textbook for the 

course. 

Required Books: 

● Segal, S. (2011) Corporate Value of Enterprise Risk Management: The Next Step in Business 

Management. John Wiley & Sons.  

Required Articles and Book Chapters Assigned in the Course Modules (PDF copies of all articles will be 

made available to students): 

● Barber BM, Odean T. (2008)  “All That Glitters: The Effect of Attention and News on the Buying 

Behavior of Individual Investors.” The Review of Financial Studies 21(2): 785-818. 
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● Barberis N, Thaler R. (2002) “A Survey of Behavioral Finance.” Handbook of the Economics of 

Finance, 1053-1128. 

● Flyvbjerg B. (2013) “Quality Control and Due Diligence in Project Management: Getting Decisions 

Right by Taking the Outside View.” International Journal of Project Management 31: 760-774. 

● Gorvett R. (2011) “Behavioral Economics: Implications for Enterprise Risk Management,” 1-7. 

● Johnson EJ, et al. (2012) “Beyond nudges: Tools of a choice architecture.” Marketing Letters 23: 

487-504. 

● Kahneman D, Tversky A. (1979) “Prospect Theory: An Analysis of Decision Under Risk.” 

Econometrica 47(2): 263-292. 

● Kahneman D, Lovallo D, Sibnoy O. (2011) “The Big Idea: Before You Make That Big Decision.” 

Harvard Business Review 89(6): 50-60. 

● Kerr S. (1995) “On the folly of rewarding A, while hoping for B.” The Academy of Management 

Executive 9(1): 7-14. 

● Loewenstein G, Thaler RH. (1989) “Anomalies: Intertemporal Choice.” Journal of Economic 

Perspectives 3(4): 181-193. 

● Loewenstein G, Weber EU, Hsee CK, Welch N. (2001) “Risk As Feelings.” Psychological Bulletin 

127(2): 267-286. 

● Ong Q, Theseira W, Ng IYH. (2019) “Reducing debt improves psychological functioning and 

changes decision-making in the poor.” Proceedings of the National Academy of Sciences 116(15): 

7244-7249.  

● Packin NG. (2013) “It’s (Not) All About The Money: Using Behavioral Economics To Improve 

Regulation Of Risk Management In Financial Institutions.” University of Pennsylvania Journal of 

Business Law 15(2): 419-482. 

● Roszkowski MJ, Snelbecker GE. (1990) “Effects of Framing on Measures of Risk Tolerance: 

Financial Planners Are Not Immune.” Journal of Behavioral Economics 19(3): 237-246. 

● Sent E-M. (2004) “Behavioral Economics: How Psychology Made Its (Limited) Way Back Into 

Economics.” History of Political Economy 36(4): 735-760. 

● Simon H. (1979) “Rational Decision Making in Business Organizations.” American Economic 

Review 69(4): 493-513. 

● Sunstein CR. (2003) “What’s Available? Social Influences and Behavioral Economics.” 

Northwestern University Law Review 97(3): 1295-1314. 

● Tessler D. (2011) “Rose-Colored Risk: Reducing Bias in ERM Risk Assessments.”  

www.propertycasualty360.com 

● Thaler R,  Sunstein C. (2003) “Libertarian Paternalism.” The American Economic Review 93(2): 

175-179. 

● Tversky A, Kahneman D. (1974) “Judgements Under Uncertainty: Heuristics and Biases.” Science 

185(4157): 1124-1131.  
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● Wrobel K. (2018) “Upping your game: How to use behavioral economics to improve your 

performance,” The Actuary. 

● Wrobel K. Working Paper, “Data Catastrophes: Learning from History – Case Studies in Analytic 

Decision Making.” 

● Åstebro T, Herz H, Nanda R, Weber RA. (2014) “Seeking the Roots of Entrepreneurship: Insights 

from Behavioral Economics.” Journal of Economic Perspectives 28(3): 49-70. 

Resources 

Columbia University Information Technology 

Columbia University Information Technology (CUIT) provides Columbia University students, faculty, 

and staff with central computing and communications services. Students, faculty, and staff may access 

University-provided discounted software downloads (https://columbiait.onthehub.com/). 

Columbia University Library 

Columbia’s extensive library system ranks in the top five academic libraries in the nation, with many of its 

services and resources available online: https://library.columbia.edu/.  

SPS Academic Resources 

The Office of Student Affairs provides students with academic counseling and support services such as 

online tutoring and career coaching: http://sps.columbia.edu/student-life-and-alumni-relations/academic-

resources. 

Course Requirements (Assignments) 

Quizzes (L1, L2, L3) 

There will be 3 “knowledge quizzes” to test your ability to identify, define and apply key cognitive bias and 

behavioral science concepts.  These quizzes will be comprised of multiple choice, true/false, or short answer 

questions and should take approximately 15-20 minutes to complete at the beginning of class. 

Exams 

Two exams will assess your ability to recognize and apply major themes and concepts in this course. Both 

exams will be in-class, taken individually and closed book. The exams will consist of multiple-choice, short 

answer questions, and an essay section. 

 Midterm Exam (L1, L2, L3): The midterm exam will cover basic principles of behavioral 

economics and the growing literature on cognitive biases. The exam will cover the evolution of 

behavioral economics and ask you to identify the theoretical foundations, as well as the identified 

biases that have driven much subsequent scholarship in the field. The questions will require you to 

apply the concepts you have learned in the first half of the class to real world scenarios.  

https://www.wiley.com/en-us/The+Course+Syllabus%3A+A+Learning+Centered+Approach%2C+2nd+Edition-p-9780470605493
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● Final Exam (L1, L2, L3, L4, L5): The final exam will be comprehensive and will cover all material 

in the course. You will be asked to demonstrate your understanding of how the behavioral 

economics concepts, frameworks, methods, and practices are related to and can be applied in the 

context of ERM. Specifically, you will be asked to demonstrate your ability to engage with 

traditional and value-based ERM processes through the lens of cognitive biases and using insights 

from psychology and behavioral economics. You will be asked to identify the nuances and biases 

related to the following: 

○ Risk Identification 

○ Risk Quantification 

○ Risk Decision Making 

○ Analytical Concepts 

○ Risk Messaging 

Workshops Cases (L1, L2, L3, L4, L5) 

A pair of group workshops will be assigned to help students apply concepts to real-world scenarios. The 

specific content of these workshops will vary, but each will present a real world scenario or scenarios and 

cover the major themes of the course. At the completion of each workshop, the students will be asked to 

evaluate a case and demonstrate their ability to recognize and articulate cognitive biases and apply them to 

traditional and value-based risk concepts by answering a series of questions related to the scenarios that are 

presented.  Additionally, the second workshop will include a full roundtable session discussing the ideas 

presented by all of the groups. 

 

Workshops will be completed by teams of students.  Evaluation will be based on the summary presentation 

of the group, the supporting reasoning and research, and overall communication style.  Grades will be 

assigned to each workshop group, with individual grades being adjusted based on demonstration of 

individual presentation skills and peer evaluation. 

 

Class Participation (L1, L2, L3, L4, L5) 

A major theme in this course is the ability to assess yourself and those around you for potential biases that 

impact the ways in which you assess and make decisions about risk and in the context of an organization. 

This reflective component makes in-class participation critical. Your participation is assessed not only 

through your attendance but also your active participation in class discussions. 

 

Evaluation/Grading 

The final grade will be calculated as described below: 

FINAL GRADING SCALE 

Grade Percentage 
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A+ 98–100 % 

A 93–97.9 % 

A- 90–92.9 % 

B+ 87–89.9 % 

B 83–86.9 % 

B- 80–82.9 % 

C+ 77–79.9 % 

C 73–76.9 % 

C- 70–72.9 % 

D 60–69.9 % 

F 59.9% and 

below 

 

ASSIGNMENT % Weight 

Participation / Canvas Discussions 5% 

Quizzes 10% 

Workshop Cases 25% 

Midterm 25% 

Final 35% 

Course Policies  

Participation and Attendance 

You are expected to complete all assigned readings, attend all class sessions, and engage with others in 

online discussions. Your participation will require that you answer questions, defend your point of view, and 

challenge the point of view of others. If you need to miss a class for any reason, please discuss the absence 

with me in advance.  

Late work 

Students are expected to submit all written assignments by the due date noted in the course syllabus.  In the 

event that this is not possible, students should provide advance notice and seek permission from the 

instructor. Point deductions may apply. 

Citation & Submission 

All written assignments must use APA format, cite sources, and be submitted to the course website (not 

via email). 
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School Policies 

Copyright Policy 

Please note—Due to copyright restrictions, online access to this material is limited to instructors and 

students currently registered for this course. Please be advised that by clicking the link to the electronic 

materials in this course, you have read and accept the following: 

The copyright law of the United States (Title 17, United States Code) governs the making of photocopies or 

other reproductions of copyrighted materials. Under certain conditions specified in the law, libraries and 

archives are authorized to furnish a photocopy or other reproduction. One of these specified conditions is 

that the photocopy or reproduction is not to be "used for any purpose other than private study, scholarship, 

or research." If a user makes a request for, or later uses, a photocopy or reproduction for purposes in excess 

of "fair use," that user may be liable for copyright infringement. 

Academic Integrity 

Columbia University expects its students to act with honesty and propriety at all times and to respect the 

rights of others. It is fundamental University policy that academic dishonesty in any guise or personal 

conduct of any sort that disrupts the life of the University or denigrates or endangers members of the 

University community is unacceptable and will be dealt with severely. It is essential to the academic 

integrity and vitality of this community that individuals do their own work and properly acknowledge the 

circumstances, ideas, sources, and assistance upon which that work is based. Academic honesty in class 

assignments and exams is expected of all students at all times. 

SPS holds each member of its community responsible for understanding and abiding by the SPS Academic 

Integrity and Community Standards posted at http://sps.columbia.edu/student-life-and-alumni-

relations/academic-integrity-and-community-standards. You are required to read these standards within the 

first few days of class. Ignorance of the School's policy concerning academic dishonesty shall not be a 

defense in any disciplinary proceedings. 

Accessibility 

Columbia is committed to providing equal access to qualified students with documented disabilities. A 

student’s disability status and reasonable accommodations are individually determined based upon disability 

documentation and related information gathered through the intake process. For more information regarding 

this service, please visit the University's Health Services website: 

https://health.columbia.edu/services/ods/support. 

Class Recordings 

https://www.wiley.com/en-us/The+Course+Syllabus%3A+A+Learning+Centered+Approach%2C+2nd+Edition-p-9780470605493
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All or portions of the class may be recorded at the discretion of the Instructor to support your learning. 

At any point, the Instructor has the right to discontinue the recording if it is deemed to be obstructive 

to the learning process. 

If the recording is posted, it is considered confidential and it is not acceptable to share the recording 

outside the purview of the faculty member and registered class. 

 

 

 

Course Schedule/Course Calendar 

 

Module Topics Readings Activities/Assignments 

Module 1 
Economic Theory & 

Decision Science 
● None 

● Attend class session 

 

Module 2 

Foundations of 

Behavioral 

Economics 

● Simon, H. (1979) “Rational 

Decision Making in Business 

Organizations.” American 

Economic Review 69(4): 493-513. 

● Sent, E-M. (2004) “Behavioral 

Economics: How Psychology Made 

Its (Limited) Way Back Into 

Economics.” History of Political 

Economy 36(4): 735-760. 

● Attend class session 

● Complete indicated 

readings before class 

session 

 

Module 3 

Cognitive Biases -- 

Frames, Heuristics, 

And Mental 

Accounting 

● Kahneman, D. & Tversky, A. 

(1979) “Prospect Theory: An 

Analysis of Decision Under Risk.” 

Econometrica 47(2): 263-292. 

● Sunstein, C.R. (2003) “What’s 

Available? Social Influences and 

Behavioral Economics.” 

Northwestern University Law 

Review 97(3): 1295-1314. 

● Attend class session 

● Complete indicated 

readings before class 

session 

● Quiz 1 

● Workshop 1 assigned 
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Module 4 
Applied Behavioral 

Economics 

● Tversky, A. & Kahneman, D. 

(1974) “Judgements Under 

Uncertainty: Heuristics and 

Biases.” Science 185(4157): 1124-

1131.  

● Loewenstein, G., Thaler, R.H. 

(1989) “Anomalies: Intertemporal 

Choice.” Journal of Economic 

Perspectives 3(4): 181-193. 

● Attend class session 

● Complete indicated 

readings before class 

session 

 

Module 5 

Introduction To 

Cognitive Biases In 

ERM Transition 

● Thaler, R. & Sunstein, C. (2003) 

“Libertarian Paternalism.” The 

American Economic Review 93(2): 

175-179. 

● Johnson, E.J., et al. (2012) “Beyond 

nudges: Tools of a choice 

architecture.” Marketing Letters 23: 

487-504. 

● Attend class session 

● Complete indicated 

readings before class 

session 

● Workshop 1 presentation 

Module 6 Mid-Term Exam ● None 
● Attend class session 

● Midterm exam 

Module 7  

ERM Process – 

Biases In Risk 

Identification 

● Segal, S. (2011) Corporate Value 

of Enterprise Risk Management: 

The Next Step in Business 

Management, pp 113-167 

● Tessler, D. (2011) “Rose-Colored 

Risk: Reducing Bias in ERM Risk 

Assessments.”  

www.propertycasualty360.com 

● Barberis, N., Thaler, R. (2002) “A 

Survey of Behavioral Finance.” 

Handbook of the Economics of 

Finance, 1053-1128. 

● Attend class session 

● Complete indicated 

readings before class 

session 

 

Module 8 

ERM Process – 

Biases In Risk 

Quantification 

● Segal, S. (2011) Corporate Value 

of Enterprise Risk Management: 

● Attend class session 

● Complete indicated 

readings before class 

https://www.wiley.com/en-us/The+Course+Syllabus%3A+A+Learning+Centered+Approach%2C+2nd+Edition-p-9780470605493
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The Next Step in Business 

Management, pp 168-224 

● Flyvbjerg, B. (2013) “Quality 

Control and Due Diligence in 

Project Management: Getting 

Decisions Right by Taking the 

Outside View.” International 

Journal of Project Management 

31: 760-774. 

● Barber, B.M., Odean, T. (2008)  

“All That Glitters: The Effect of 

Attention and News on the Buying 

Behavior of Individual Investors.” 

The Review of Financial Studies 

21(2): 785-818. 

session 

 

Module 9 

ERM Process – 

Risk-return Decision 

Traps And How To 

Avoid Them 

● Segal, S. (2011) Corporate Value 

of Enterprise Risk Management: 

The Next Step in Business 

Management, pp 226-269 

● Kerr, S. (1995) “On the folly of 

rewarding A, while hoping for B.” 

The Academy of Management 

Executive 9(1): 7-14. 

● Åstebro, T., Herz, H., Nanda, R., 

Weber, R.A. (2014) “Seeking the 

Roots of Entrepreneurship: 

Insights from Behavioral 

Economics.” Journal of Economic 

Perspectives 28(3): 49-70. 

● Attend class session 

● Complete indicated 

readings before class 

session 

● Quiz #2 

Module 

10 

Guest Lecture: 

Behavioral 

Economics And 

Analytic Decisions, 

Part 1 

● Wrobel, K. (2018) “Upping your 

game: How to use behavioral 

economics to improve your 

performance,” The Actuary. 

● Roszkowski, M.J., Snelbecker, G.E. 

(1990) “Effects of Framing on 

● Attend class session 

● Complete indicated 

readings before class 

session 
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Measures of Risk Tolerance: 

Financial Planners Are Not 

Immune.” Journal of Behavioral 

Economics 19(3): 237-246. 

Module 

11 

Guest Lecture: 

Behavioral 

Economics And 

Analytic Decisions, 

Part 2 

● Wrobel, K. Working Paper, “Data 

Catastrophes: Learning from 

History – Case Studies in Analytic 

Decision Making.” 

● Loewensten, G.F., Weber, E.U., 

Hsee, C.K., Welch, N. (2001) “Risk 

As Feelings.” Psychological 

Bulletin 127(2): 267-286. 

● Attend class session 

● Complete indicated 

readings before class 

session 

● Workshop 2 assigned 

Module 

12 

ERM Process & 

Analytic Decisions – 

Risk Messaging 

● Segal, S. (2011) Corporate Value of 

Enterprise Risk Management: The 

Next Step in Business 

Management, pp 271-293 

● Ong, Q., Theseira, W., Ng, I.Y.H. 

(2019) “Reducing debt improves 

psychological functioning and 

changes decision-making in the 

poor.” Proceedings of the National 

Academy of Sciences 116(15): 

7244-7249.  

● Kahneman, D., Lovallo, D., Sibnoy, 

O. (2011) “The Big Idea: Before 

You Make That Big Decision.” 

Harvard Business Review 89(6): 

50-60. 

● Attend class session 

● Complete indicated 

readings before class 

session 

● Quiz #3 

 

Module 

13 

Workshop 2 

presentations & 

workshop roundtable 

● Packin, N.G. (2013) “It’s (Not) All 

About The Money: Using 

Behavioral Economics To Improve 

Regulation Of Risk Management In 

Financial Institutions.” University 

of Pennsylvania Journal of 

Business Law 15(2): 419-482. 

● Attend class session 

● Complete indicated 

readings before class 

session 

● Workshop 2 presentation 

https://www.wiley.com/en-us/The+Course+Syllabus%3A+A+Learning+Centered+Approach%2C+2nd+Edition-p-9780470605493
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● Gorvett, R. (2011) “Behavioral 

Economics: Implications for 

Enterprise Risk Management,” 1-7. 

Module 

14 
Final Exam ● None 

● Attend class session 

● Final Exam 
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