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Meir Statman, Santa Clara University, Finance for normal people 

 

Abstract 

 

We often hear that behavioral finance is nothing more than a collection of stories 

about irrational people misled by cognitive and emotional errors, that it lacks the 

unified structure of standard finance. Yet today's standard finance is no longer unified 

because wide cracks have opened between its theory and the evidence. I offer 

behavioral finance as a unified structure that incorporates parts of standard finance, 

replaces others, and includes bridges between theory, evidence, and practice. 

Behavioral finance offers an alternative foundation block for each of the five 

foundation blocks of standard finance, incorporating knowledge about people’s wants 

and their cognitive and emotional shortcuts and errors. According to behavioral 

finance: 

1. People are normal 

2. People construct portfolios as described by behavioral portfolio theory, where 

people’s portfolio wants extend beyond high expected returns and low risk, 

such as for social responsibility and social status  

3. People save and spend as described by behavioral life-cycle theory, where 

impediments, such as weak self-control, make it difficult to find and follow 

the right way to save and spend 

4. Expected returns of investments are accounted for by behavioral asset pricing 

theory, where differences in expected returns are determined by more than 

differences in risk, such as by levels of social responsibility and social status 

5. Markets are not efficient in the sense that prices equal values in them, but they 

are efficient in the sense that they hard to beat 

 
Isabelle Brocas (USC), Juan Carrillo (USC), Aleksandar Giga (USC), Fernando 

Zapatero (USC), Skewness seeking in a dynamic portfolio choice experiment 

 

Abstract 

 

In a controlled experiment subjects allocate their portfolio between (i) a safe asset, (ii) 

a risky asset and (iii) a skewed asset with negative expected return (“bet”). Also, they 

can acquire information about performance of their peers. 16% of subjects never buy 

the bet, 29% of subjects learn not to buy the bet and 55% subjects purchase it 

throughout the experiment, especially when is the last opportunity to buy it. Our 

subjects are interested in finding the wealth of others, especially relatively to theirs. 

They buy more bets when they are wealthier and (unexpectedly) learn that some peers 

outperform them.



 

 

 

 
Moran Ofir, IDC, Assaf Hamdani, The Hebrew University of Jerusalem, The role of 

behavioral biases in agency theory 

 

Abstract 

 

The difference between the decisions made by an agent and those made by an 

individual managing his own money were long attributed to a difference in 

incentives. However, this explanation does not fully take into account the fact that 

people display numerous systematic cognitive biases that are at variance with the 

predictions of rational choice theory. Thus, the aim of the study is to examine the 

manifestation of behavioral biases in an individual making decisions concerning his 

own money and in an individual making decisions concerning the money of others. 

We argue that the discrepancy between the decisions made by an agent and those 

made by an individual could be the result of not only a different system of incentives, 

but also of a different manifestation of behavioral biases. To test this hypothesis we 

conduct an experiment focusing on three behavioral aspects: attitudes toward risk, 

ambiguity aversion and the disposition effect since each of these aspects have 

important implications for understanding the principal-agent problem in the context 

of corporations and financial markets. The study has the potential to provide a new 

perspective with respect to the legal and economic methods used to mitigate the 

principal-agent problem, which currently focus on the comparison of incentives. 

Moreover, a substantial difference between the manifestation of behavioral biases in 

agents managing other people’s money and in individuals managing their own money 

would determinate which one of them, the agent or the individual is the more efficient 

decision maker. 

 

 
Domenica Di Virgilio, Bocconi University, Fulvio Ortu, Bocconi University & 

IGIER, Federico Severino, Bocconi University & IGIER, Claudio Tebaldi, Bocconi 

University, IGIER & CAREFIN, Optimal asset allocation with heterogeneous 

persistence of shocks 

 

Abstract 

 

There is wide evidence that financial time series are the outcome of the superposition 

of processes with heterogeneous frequencies. This is true, in particular, for market 

return. 

Indeed, log market return can be decomposed into uncorrelated components that 

explain the reaction to shocks with different persistence. The instrument that allows 

us to do so is the Extended Wold Decomposition of Ortu, Severino, Tamoni and 

Tebaldi (2017). Hence, we construct portfolios of these components in order to 

maximize the utility of an agent with a fixed investment horizon. In particular, we 

build upon Campbell and Viceira (1999) solution of the optimal consumption-

investment problem with Epstein-Zin utility, by using a rebalancing interval of 2J 

periods. It comes out that the optimal asset allocation involves all the persistent 

components of market log return up to scale J. Such components play a fundamental 

role in characterizing both the myopic and the intertemporal hedging demand. 

Moreover, the optimal policy prescribes an increasing allocation on more persistent 



 

 

securities when the investor's relative risk aversion rises. Finally, portfolio 

reallocation every 2J periods is consistent with rational inattention. Indeed, observing 

assets value is costly and transaction costs make occasional rebalancing optimal. 

 

 
 

Enrico Diecidue, INSEAD, Haim Levy, The Hebrew University of Jerusalem, Moshe 

Levy, The Hebrew University of Jerusalem, Maximizing the probability of being 

ahead: an experimental head-to-head race with expected utility, prospect theory, and 

regret aversion 

 

Abstract 

 

We experimentally examine whether the simple heuristic of Maximizing the 

Probability of Being Ahead (MPBA) influences choice. We set up head-to-head 

situations where all preferences of a given class (expected utility maximization, risk 

aversion, prospect theory, and regret aversion) prefer one alternative, but MPBA 

prefers the other. We find that 49% of the choices are aligned with MPBA and 

contradict any form of expected utility maximization; 73% are aligned with MPBA 

and contradict both risk-aversion and prospect theory preferences; 76% are aligned 

with MPBA and contradict regret aversion. We conclude that the MPBA heuristic has 

a substantial influence on choice, and we quantify a lower bound on its weight in 

decision-making. The MPBA heuristic may have evolved through situations of 

“winner take all” competition. 

 

Doron Kliger, University of Haifa, Employing priming to shed light on financial 

decision-making processes 

 

Abstract 

 

Economic decision-making under risk and uncertainty is conventionally modeled 

within the cognitive framework, using expectation-based calculus which is performed 

on an underlying utility function. Presumably, this function describes all the relevant 

information regarding individual preferences, the individual’s “type” (Expected 

Utility (EU), von Neumann and Morgenstern, 1944). Recently, descriptive models 

deviating from economic rationality have been devised and employed. Often, these 

models also rely on sets of cognitive rules. A prominent modeling taking this 

approach is manifested by the celebrated Prospect Theory (PT, Kahneman and 

Tversky, 1979) and Cumulative Prospect Theory (CPT, Tversky and Kahneman, 

1992). 

 

 
Andrey Kudryavtsev, The Max Stern Yezreel Valley Academic College, 

Psychological aspects of significant stock price moves 

 

Abstract 

 

My study explores the effect of the availability heuristic on large daily stock price 

changes and on subsequent stock returns. I hypothesize that if a major positive 

(negative) stock price move takes place on a day when the stock market index rises 



 

 

(falls), then its magnitude may be amplified by the availability of positive (negative) 

investment outcomes. In both cases, the availability heuristic may cause price 

overreaction to the initial company-specific shock, resulting in subsequent price 

reversal. In line with my hypothesis, I document that both positive and negative large 

price moves accompanied by the same-sign contemporaneous daily market returns are 

followed by significant reversals on the next two trading days and over five- and 

twenty-day intervals following the event, the magnitude of the reversals increasing 

over longer post-event windows, while large stock price changes taking place on the 

days when the market index moves in the opposite direction are followed by non-

significant price drifts. The results remain robust after accounting for additional 

company (size, beta, historical volatility) and event-specific (stock's return and 

trading volume on the event day) factors, and are stronger for small and volatile 

stocks. 

 
Bharat Sarath, Rutgers University, Equilibrium derivation with behavioral trading 

strategies 

 

Abstract 

 

Behavioral finance often makes assumptions of systematic irrationality on the part of 

investors. Often, these assumptions are ad-hoc and difficult to integrate into formal 

economic models. As a consequence, there is a logical problem with regard to testing 

these assumptions. The goal of this paper is to provide a formal framework where by 

starting with demand functions as the primitive, it is possible to incorporate 

behavioral finance into a formal equilibrium derivation and derive predictions that 

may lead to empirically testable predictions. The approach is illustrated with an 

application to momentum and contrarian trading. 

 

Andra Ghent, University of Wisconsin, Walter Torous, Massachusetts Institute of 

Technology, Rossen Valkanov, University of California, Complexity in structured 

finance 

 

Abstract 

 

We use data from prospectus supplements to measure the complexity of securitized 

products. We find that securities in more complex deals default more. The higher 

likelihood of default is economically meaningful: a one standard deviation increase in 

complexity represents a 17% increase in default on AAA securities. However, yields 

of more complex securities are not higher indicating that investors do not perceive 

them as riskier. The relation between complexity and default is not primarily due to 

issuers masking low quality loans as it persists after controlling for the collateral 

default rate. Rating agencies are more lenient in rating complex deals. 

 
Sharon Peleg, Tel Aviv University, Alon Raviv, Bar Ilan University, Default risk and 

bank risk-taking where bank assets are risky debt claims  

 

Abstract 

 

We present a model where bank assets are a portfolio of risky debt claims and 

analyze equity holders risk-taking behavior while considering the strategic interaction 



 

 

between debtors and creditors. The model yields the following results: (1) as the 

leverage of a bank increases, risk shifting by borrowers increases as well, even if their 

leverage is unchanged (zombie lending). (2) While the literature shows that an 

increase in comovement of a loan portfolio increases bank cost of default directly, we 

show it can increase the cost of default through a second channel - an increase in risk 

shifting, (3) Risk shifting decreases with diversification. 

 
 

H. Evren Damar, Hobart and William Smith Colleges, Reint Gropp, IWH and 

University of Magdeburg, Adi Mordel, Bank of Canada, The run from safety: how a 

change to the deposit 

insurance limit affects households' portfolio allocation 

 

Abstract 

 

This paper examines the effect of a change in deposit insurance limit on household 

portfolio allocation. We use a 2005 increase in the deposit insurance limit in Canada 

from 60,000 CAD to 100,000 CAD and detailed information on the holdings insured 

and uninsured deposits at the household level. An increase in deposit insurance 

represents an exogenous shift towards safe assets in households portfolios, as a larger 

share of deposits becomes fully insured. We document that banks consequently adjust 

rates on large deposits and that households respond by shifting parts of their 

portfolios towards riskier assets outside the banking system. This is consistent with 

households attempting to maintain a constant allocation between safe and risky assets, 

as suggested by standard asset pricing models. Overall, we estimate that about 2.7 

percent of all outstanding deposits in Canada were moved to risky assets outside the 

banking system following the limit change. 

 
Nelson Camanho, Cat´olica Lisbon School of Business & Economics, Daniel 

Fernandes, Cat´olica Lisbon School of Business & Economics, The mortgage illusion 

 

Abstract 

 

We propose and test a new heuristic on the decision to buy or rent a house: the 

mortgage illusion, in which potential home buyers are influenced by the comparison 

between the monthly rental payment and the monthly mortgage installment, for fixed 

rate mortgages. We find experimental evidence that home buyers are more likely to 

buy when the monthly rental payment is higher than the monthly mortgage 

installment. Our experimental designs and results are robust to ownership bias and 

home buyers’ budget constraints. Financial literacy and numeracy do not help to 

overcome the mortgage illusion. 

 

 
Federico Favaretto, Bocconi University, Donato Masciandaro, Bocconi University, 

and SUERF, Doves, hawks and pigeons: behavioral monetary policy and interest rate 

inertia 

 

Abstract 

 



 

 

Behavioral bias – loss aversion – can explain monetary policy inertia in setting 

interest rates. Economic literature has tended to explain inertia in monetary 

policymaking in terms of frictions and delays, or has stressed the role of governance 

rules. We introduce a new driver of inertia, independent from frictions and central 

bank governance settings.  While the degree of conservatism doesn’t necessarily 

produce monetary inertia, we show that introducing loss aversion in individual 

behavior influences the stance of monetary policy under three different but 

convergent perspectives. First of all, a Moderation Effect can emerge, i.e. the number 

of pigeons increases. At the same time also a Hysteresis Effect can become relevant, 

whereby both doves and hawks soften their attitudes. Finally a Smoothing Effect 

tends to stabilize the number of pigeons. Together, the three effects consistently cause 

higher monetary policy inertia. 

 
Justin Birru, Ohio State University, Sinan Gokkaya and Xi Liu, Ohio University, 

Quantitative research on wall street and anomalies 

 

  

Abstract 

Quantitative researchers at brokerage houses produce in-depth quantitative modeling 

of market anomalies to assist sell-side analysts with the stock selection process. 

Analysts with access to in-house Quants issue superior buy (sell) recommendations, 

but only among stocks that anomalies suggest will generate higher (lower) returns. 

Such analysts are more likely to discuss the implications of quantitative modeling and 

anomalies in their research reports and exploit pricing implications of market 

anomalies by issuing more (less) favorable recommendations to anomaly-longs 

(anomaly-shorts). Capital markets incorporate quantitative research into asset prices 

through more prominent reactions to stock recommendation revisions. More 

importantly, quantitative research attenuates abnormal returns associated with 

anomaly based long-short strategies. 

 
 

Abigail Hurwitz, The Hebrew University of Jerusalem, Orly Sade, The Hebrew 

University of Jerusalem, An investigation of time preferences, life expectancy and 

annuity versus lump-sum choices can smoking harm long-term saving decisions? 

 

Abstract 

 

We investigate proprietary data from an Israeli insurance corporation, and exploit its 

special pricing feature which does not take health conditions (or smoking status) into 

account in its annuity pricing. We find, contrary to the theory suggesting that smokers 

have higher discount rates and to the policy pricing mechanism, that smokers do not 

prefer the lump-sum option. A possible explanation could be that smokers do not 

perceive themselves as having a shorter lifespan, meaning that they experience a 

certain degree of self-illusion regarding their own life expectancy. We support this 

conjecture with a survey that investigated life expectancy perceptions. 

 

Inessa Liskovichz, University of Texas at Austin and Maya O. Shaton, Federal 

Reserve Board of Governors, Borrowers in search of feedback: Evidence from 

consumer credit markets 



 

 

 

Abstract 
 

We study recent technological innovation in credit markets and document their role in 

providing information to households. We show that households value the ability to 

learn detailed information about their cost of credit. This function is most valued by 

less creditworthy households with less experience in credit markets. To measure the 

demand for information provision we exploit a quasi-natural experiment in an online 

consumer credit market. A large lending platform unexpectedly switched from 

pricing loans through an auction mechanism to centralized pricing determined by 

broad credit grade. This change resulted in an instant decrease in the amount of 

tailored feedback available to market participants. We find that less experienced 

households immediately and disproportionately exit the market and the response is 

concentrated among higher risk households. We rule out alternative explanations such 

as changes in access to credit, borrower risk profiles, and interest rate levels. Our 

findings point to a potentially important role for financial innovation: enabling less 

experienced households to more easily learn about their credit market options. 

 
Guy Kaplanski, Bar Ilan University and Haim Levy, The Hebrew University of 

Jerusalem, Investment performance and emotions: an international study 

 

Abstract 

 

Hypothetical stock market investment experiment in six countries reveals that 

subjects are better off losing money rather than gaining money as long as their so-

called ”friends” lose more money. Only 8.2% of the subjects either ignore the peer 

group’s investment performance, as advocated by the classic univariate expected 

utility paradigm, or exhibit a consistently favorable response toward their friends, 

which is a necessary condition for the existence of altruism. The hostility of subjects 

toward their friends is greater in less wealthy countries. We provide some alternate 

explanations for these results. 

 
Shahar Ayal, IDC, Assaf Amit, Tel Aviv University, David Disatnik, Tel Aviv 

University and  Dan Zakay, IDC, Pseudo diversification in the stock market: the role 

of perceived diversity in judgments of investment portfolios 

 

Abstract 

 

This research examines situations in which individuals' perceptions of diversification 

leads them to suboptimal financial decisions. We conducted three studies in which 

participants were required to choose from alternatives of investment portfolios that 

included different types of securities. The findings revealed three systematic errors 

concerning diversification: (1) a biased perception of multiplicity (i.e., the number of 

securities in the portfolio), (2) a biased perception of distinctiveness (i.e., the 

correlations between the securities that form the portfolio), and (3) a preference for 

over-diversification after being exposed to past information on gains but under-

diversification after being exposed to past information on losses.  

 
Roy Zuckerman, Tel Aviv University, The differential informativeness on precision 

of positive and negative daily stock returns 



 

 

 

Abstract 

 

We show that positive daily stock returns contain, on average, more precise 

information on the long-term changes in share prices than negative daily stock 

returns. Equivalently, days with negative stock returns are more prone to subsequent 

reversals than days with positive stock returns. This difference in information 

precision between negative and positive daily returns is larger on non-news days, and 

decreases significantly on earnings news days. We argue and show that an 

asymmetric leakage of positive and negative information from firms during the 

quarter is driving the phenomenon. Specifically, the information precision of positive 

returns on non-news days has decreased since Regulation Fair Disclosure disallowed 

selective disclosure, whereas the precision of negative returns has not diminished. 

Our findings suggest that when managers withhold bad news, investors do not 

independently acquire and incorporate into prices information that mitigates the lower 

precision of negative information released by firms. 

 

 
 

Avi Wohl and Yoav Ganzach, Tel Aviv University The effect of the risk free rate on 

the attractiveness of risky assets 

 

Abstract 

 

We show that the attractiveness of risky assets is affected by the risk free rate: 

keeping the risk premium constant, the lower the risk free rate the higher the 

attractiveness of risky assets. We suggest two explanations for this relation. The first 

explanation is based on the principle of diminishing sensitivity which implies that 

differences in return exhibit decreasing sensitivity or that the impact of a difference 

diminishes with the distance from the status quo (or reference point). The second 

explanation is based on the idea that investors' subjective risk premium is higher 

when the risk free rate is lower. This happens, for example, if investors anchor their 

expected returns on past stock market returns without adjusting for the level of the 

risk free rate. 

 
Maurizio Montone, the Tinbergen Institute, Ingolf Dittmann, the Tinbergen Institute, 

Yuhao Zhu, the Tinbergen Institute, Wage gap and stock returns 

 

 

 

Abstract 

                                                                  

We propose an asset pricing model in which the optimal wage gap between managers 

and workers increases with managerial skills. In a world with noise traders and short-

sales constraints, we show that firms with lower wage gaps should trade at a 

premium, and therefore yield below-par returns. Using a unique data set of German 

firms, we provide strong support for the model's predictions. We find that a long-

short portfolio of stocks with high and low wage gaps respectively yields positive and 

robust risk-adjusted returns. The results suggest that pay inequality within firms has 

important implications for asset prices. 



 

 

 

 
Moty Amar, Ono College, Yoram Kroll, Ono College, The impacts of gender and 

risk taking statuesque on myopic investment behavior 

 

Abstract 

 

In the multi-period investment game, the participants had to select a portfolio of risky 

asset and a riskless one. The reward at the end of the game to each participant was the 

geometric mean returns over the periods. The distribution of the returns of the risky 

and riskless assets guarantee that almost all non-myopic risk and loss averters will 

lower the proportion of their investment in risky asset the closer they are to the end of 

the game. The result of the experiment show that only females who took above 

average risk at the start of the game, tend to lower their investment in risky asset 

when they were closer to the end of the game. Other participants either did not change 

significantly the proportion of risky asset or even increased it when they were closer 

to the end of the game. Ignoring initial risk taking statuesque and gender differences 

may mislead us to believe that myopic investment behavior fits all. 

 

 
Eldad Yechiam, Gal Zahavi, Kauffmann Amitay, Technion, Buyer-seller gaps in 

asset market bubble metrices 

 

Abstract 

 

The seminal study of Kahneman and Tversky (1974) offered a theoretical explanation 

for repeated deviations from classical economic theory, namely the effect of cognitive 

biases on decision making. One such bias is the framing effect of the same problem as 

either a gain or a loss. Studies have shown that in simple cognitive tasks, such as 

lottery pricing, the framing of individuals as buyers or sellers leads to significantly 

different pricing of the same product. Few studies, however, have examined complex 

cognitive tasks, such as behavior in asset markets, which involves pricing decisions, 

auction strategy decisions, prediction of other participants’ behavior and the effect of 

time and repeatedly making these decisions.  

 

Experimental asset market bubbles have shown to robustly exhibit financial bubbles – 

trade in high volumes in prices which are considerably higher than fundamental value 

of the traded asset. The extent of such bubbles and their severity has been mostly 

examined via market-level bubble indices, such as bubble duration and bubble 

magnitude. However, the individual contribution of market participants to the 

formation of asset market bubbles has been little investigated. Several studies did 

refer to participants as individuals, and not as a collective in experimental asset 

markets. Lei et al. (2001) examined the effect of framing individuals as “buyers-only” 

vs. “sellers-only” and its effect on bubble formation, although only market bubble 

indices were examined. Delong et al. (1990) and Haruvy et al (2014) characterized 

individuals using different trading strategies, such as momentum, rational or 

fundamental traders, but again only examined such characterization on market bubble 

indices. 

 



 

 

The goal of the present research is the examine differences between buyers and 

sellers on the formation of experimental asset market bubbles. Two studies have been 

performed for that purpose. First, a re-analysis of the database of Lei et al. (2001), 

which has manipulated the decisions of individuals as buyers or sellers, but originally 

didn’t examine cognitive differences between these two groups. Second, we 

performed an empirical study which included over 170 participants. The goal of both 

studies was to examine the effect of the framing effect of individuals as buyers or as 

sellers on their behavior in an experimental asset market, and the consequent effect on 

the formation of bubbles, using both market-level and individual-level indices. 

 

Results demonstrate as significant gap between buying and selling decisions in two 

main measures – the number of offers per round (Volume) and the number of 

accepted transactions (Acceptances). More interestingly is the negative relation found 

between these two measures – i.e., when players were allowed to both buy and sell, 

sellers have made more offers than buyers, and buyers have made more transactions 

than sellers. A second finding indicates a higher correlation between selling decisions 

and the formation of asset market bubbles, than buying decisions. We conclude that 

in experimental asset markets, buying decisions differ from selling decisions, and 

more importantly – the effect of selling decisions is more substantial in the formation 

of asset market bubbles. 

 

 
Michael Haliassos, Goethe University Frankfurt and Business Administration; CEPR; 

NETSPAR, Thomas Jansson, Sveriges Riksbank, Yigitcan Karabulut, Erasmus 

University (RSM); CEPR, Financial literacy externalities 

 

Abstract 

 

This paper uses unique administrative data and a quasi-field experiment of exogenous 

refugee allocation in Sweden to estimate effects of exposure to financially literate 

neighbors. It contributes evidence of causal impact of financial literacy and points to 

a social multiplier of financial education.  

Exposure promotes saving for retirement in the medium run and stockholding in the 

longer run, especially when neighbors have economics or business education, but 

only for educated or male -headed households. Findings point to knowledge transfer 

rather than mere imitation. We do not find significant effects on income or 

employment prospects, except for employment in the financial sector. 

 
Assaf Hamdani, The Hebrew University of Jerusalem, Beni Lauterbach, Bar Ilan 

University, Yevgeny Mugerman, The Hebrew University of Jerusalem, Behavioral 

aspects in freezout transactions 

 

Abstract 

 

This paper uses hand-collected data on freezeout transactions in Israel during 2000-

2015 to examine the impact of a multiple reference point setting on public investor’s 

response to going-private tender offers. Under the Israeli regime governing freezeout 

tender offers, controllers have a remarkably simple path for taking companies private; 

boards neither negotiate with controllers nor opine on the transaction’s fairness, and 

courts do not subject these transactions to judicial review. Controllers have only few 



 

 

disclosure requirements: they must disclose the offer premium above the current 

market price, the average price during the previous six months, the last 12-month-

low, and the last 12-month-high prices. We take advantage of this unique 

environment, and find that, out of four available reference points, the premium above 

the last year high price is the prominent reference used by public investors. We 

attribute this finding to a complicated regret-induced status quo bias process. 

Remarkably, we show that when institutional investors have significant holdings in 

the firm, the impact of the premium above last 12-month-high vanishes. 

 

 
Pedro Gete, Georgetown University, GCER and IE Business School, Juan-Pedro 

Gómez, IE Business School, Dealing with overleverage: restricting leverage vs. 

restricting variable compensation 

 

Abstract 

 

We study the joint determination of executives' effort, compensation and firm 

leverage. When executives are optimistic about asset prices in states of distress, 

shareholders propose compensation packages that lead to socially excessive leverage. 

Say-on-pay regulation does not reduce the incentives for leverage. Regulating the 

structure of compensation (but not its level) with a cap on the ratio of variable-to-

fixed pay delivers the right leverage. 

However, it is more efficient to directly regulate leverage because restricting the 

variable compensation impacts managerial effort more than if shareholders are free to 

design compensation subject to a leverage constraint. 

 

 
Gary Charness, UCSB, Dan Levin, The Ohio State University, David Schmeidler, 

Interdisciplinary Center Hertzlia, Tel Aviv University and The Ohio State University, 

An experimental study of estimation and bidding in common-value auctions with 

public information 

 

Abstract 

We study how subjects with identical public data first make estimates and then bid in 

common-value environments. The data presented rows of numbers and values 

associated with them by our (undisclosed) rule. Subjects were asked to estimate the 

last-row value with only the numbers given, and then bid for that value in a second-

price auction. Here there is no presumption of commonly-known distributions, yet we 

derive necessary conditions for equilibrium. The strong winner’s curse we found 

results from the dispersion of the value estimates and the poorly-chosen bid-

strategies.  Finally, the nearest-neighbors method explains well the estimates of the 

(common) value. 

 

 

 
Sean Cleary, Jonathan Jona, Gladys Lee, and Joshua Shemesh, The University of 

Melbourne, Underlying risk preferences and analyst behavior 

 

Abstract 



 

 

This study investigates whether underlying risk preferences affect analysts’ work-

related decisions. Specifically, we examine the effect of the facial width-to-height 

ratio (fWHR), an innate personal characteristic that has been linked to financial risk 

tolerance, on analysts’ stock coverage decisions and earnings forecasts. We find that 

high fWHR analysts cover firms with lower earnings predictability. We also find 

evidence that high fWHR analysts issue bolder forecasts. Our findings contribute to 

the analyst decision-making literature by showing that an innate characteristic, 

fWHR, affects analysts’ coverage decision and forecasts, thereby shedding more light 

on the black box of their decision making. Our findings can assist investment 

practitioners in evaluating the information content produced by different types of 

analysts, and understanding the observed dispersion in analyst forecasts. 

 

 

Zhiping Zhou, Wuhan University, Zijun Liu, Bank of England, Yang Zhou, Wuhan 

University, International financial contagion during the subprime crisis: Evidence 

from UK financial markets 

 

Abstract 

 

Abstract: In this paper, we investigate the contagion dynamics from the US low grade 

asset-backed securities (ABS) market to UK financial markets during the 2007 

subprime mortgage crisis, and identify the contagion channels using both a single-

state vector autoregressive model and a Markov switching vector autoregressive 

model. We show that a shock to the US low grade ABS market generates a significant 

and persistent effect on the yields of UK financial assets, which demonstrates the 

existence of contagion. Moreover, contagion episodes mainly occur during periods of 

financial crisis. We also find that the contagion effects of the US lower grade ABS 

market are transmitted to UK financial markets through a number of channels, 

including flight to liquidity, risk premium, flight to quality and correlated information 

 
Michal Paserman, Graduate Institute of International and Development Studies,  

and Webster University Geneva, Comovement or safe haven? the effect of corruption 

on the market risk of sovereign bonds of emerging economies during financial crises 

 

Abstract 

 

In this study, I explore the role of corruption in the cross-market time-varying linkage 

between sovereign bonds of emerging markets and the US stock market. I show that 

corruption plays a prominent role in the behaviour of comovement under various 

market conditions. Sovereign bonds’ sensitivity to systematic shocks increases during 

financial crises when those bonds are issued by countries perceived to be more 

corrupt. The returns on bonds issued by less corrupt countries are determined more 

idiosyncratically under extreme market conditions and realize more hedging benefits 

against S&P 500 risk. To explain these findings, I propose a comovement model built 

on Barberis et al. (2005). When sentiment deteriorates, ambiguity-averse investors 

load more worldwide news on sovereign bonds issued by more corrupt countries 

where information uncertainty is perceived to be higher. 

 

 



 

 

Suman Basuroy, The University of Texas at San Antonio One UTSA Circle, S. 

Abraham (Avri) Ravid, Yeshiva University, Richard T. Gretz, The University of 

Texas at San Antonio One UTSA Circle, The reports of their demise are greatly 

exaggerated- on the important role of experts in the brave new world of electronic 

word of mouth 

  

Abstract 

 

This study examines the effect of eWOM relative to expert reviews on purchase 

decisions. We provide both experiments and econometric data analysis. Specifically, 

in a series of experiments involving diverse product categories, we find that subjects 

are influenced by expert reviews but not eWOM in making purchase decisions. In the 

second part of the paper, an econometric analysis of film data and for the first time, 

time varying data on expert reviews, shows that expert ratings matter much more for 

movie going decisions that user ratings and volume, supporting our experimental 

results. We also show that experts, but not eWOm affect wide release movie going, 

contrary to industry thinking, and we find that experts’ reviews matter most when 

consumers and critics are in closer agreement about the quality of the film.  

 
Nir Chen, Mahmoud Qadan and Doron Kliger, University of Haifa, Idiosyncratic 

volatility, VIX and priming processes 

 

Abstract 

 

There is an ongoing debate in the literature on the effect of idiosyncratic volatility on 

future stock returns and the reason for this effect. We contribute to this debate by 

providing evidence documenting the relationship between idiosyncratic volatility and 

future returns as a function of changes in the VIX. Specifically, months associated 

with an increase (decline) in the VIX are followed by a negative (positive) 

relationship between idiosyncratic volatility and future returns. In other words, when 

the VIX increases, idiosyncratic volatility negatively affects stock returns and vice 

versa. When taking into account risk factors, we find that the VIX also explains part 

of the relationship between idiosyncratic volatility and average returns. We explain 

this phenomenon through the priming process, which is a behavioral procedure that 

affects investors' decisions. We maintain that because the VIX mirrors investor 

sentiment, an increase in it triggers a priming process causing investors to be more 

risk-averse and seek more compensation for taking risks.   


