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1. Ein Experiment

*  Psychologie und Experimente
* Die Spielregeln
* Die Auswertung

* Die Relevanz des Spiels

The Bank of Sweden Prize in Economic Sciences
in Memory of Alfred Nobel 2002

Daniel Kahnemann

"for having integrated insights from psychological
research into economic science, especially
concerning human judgment and decision-making
under uncertainty"

© 1/2 of the prize

Vernon L. Smith

"for having established laboratory experiments as
a tool in empirical economic analysis, especially in
the study of alternative market mechanisms"

© 1/2 of the prize




Wer schldgt den Markt? - Spiel

Teilnehmer: Zuhdrer dieses Vortrages.

Spielregel:  Jeder nennt eine Zahl zwischen 0
und 100.

Gewinner:  Derjenige, der am néchsten an 2/3
des Durchschnitts ist.

Beispiel:
e 5 Zuhorer.
e Gewihlte Zahlen: 10, 20, 30, 40, 50.

» Durchschnittliche Zahl 30.

Gewinner: Der Spieler, der 20 gewihlt hat.

Name:

Meine Zahl (zwischen 0 und 100):




Ergebnis Bank Sarasin

2/3 average: 22.53

frequency
30 T

0-10 11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-90 91-100
Numbers

Ergebnis BHF-Bank

2/3 average: 21.10

frequency
30 T

25 +
20 +
15

10

0-10 11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-90 91-100
Numbers




Rational oder irrational?

* Typische Gewinnzahl: 20-25.
» Rationale Losung des Spiels: Jeder wiihlt die 0.

* Es gewinnt derjenige, der die
durchschnittliche Irrationalitdt der anderen am
Besten einschitzen kann.

Relevanz des Spiels

* Getippte Zahl entspricht der erwarteten
Anzahl Tage, die ein Trend noch anhélt.

* Durchschnittlich getippte Zahl bestimmt die
tatséchliche Dauer des Trends.

* 2/3 des Durchschnitts, weil es immer schlau
ist etwas frither als die anderen auszusteigen.




Beriithmte Zitate hierzu

*  Druckenmiller, manager of George Soros' Quantum Fund, was asked
why he didn't get out of internet stocks earlier even though he knew

that technology stocks were overvalued, he replied:

“We thought it was the eighth inning, and it was the ninth."

*  Keynes: “Market can remain irrational longer than you can remain
solvent”

2. Behavioral Biases in Finanzmarkten

“There is a lot of psychology that might be relevant for the formation of
investor sentiment, and no obvious way of deciding which
psychological biases are the most important.”

Shleifer (2000) Inefficient Markets, S. 25.




2. Behavioral Biases in Finanzmarkten

*  Was sind die schlimmsten Fehler?
* Informations-suche
¢ Availability Bias
* Herding
* Informations-verarbeitung
» Framing Biases
* Optimierung
¢ Mental Accounting
» Kontrolle

* Regret

2. Behavioral Biases in Finanzmarkten

¢ Was sind die schlimmsten Fehler?
¢ Biases die zu Trends und Reversal fithren
» Representativeness Bias

* Gambler's Fallacy
* Sentiment Indices

*  Empirsche Evidenz auf Finanzmirkten
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Representativeness Bias (1)

Frage:

Fondsmanager schldgt in 2 von 3 Jahren den Markt.

Welches der folgenden Protokolle ist am wahrscheinlichsten?

a) BLBBB b) LBLBBB c) LBBBBB




Representativeness Bias (2)
Typische Antwort: b) LBLBBB

Richtige Antwort: a) BLBBB

Erklirung: Hiufigkeiten in b) sind am reprdsentativsten
fiir 2/3.

Jedoch ist b) das Protokoll a) und die Bedingung, dass zuerst L

kommt.

Representativeness Bias (3)

Man hélt eine kleine Stichprobe zu voreilig fiir
reprisentativ flir die Grundgesamtheit

Tversky und Kahneman (1971):
wLaw of Small Numbers. “




Representativeness Bias (4)

Nach schon relativ kurzen Perioden von positiven
Returns auf Finanzmérkten glaubt man, die Welt
hitte sich grundlegend gedndert.

»[New Economy. “

Gambler's Fallacy

*  Aufgabe:
Stellen Sie sich einen Miinzwurf vor.
Schreiben Sie eine Sequenz der Lange 100
von zufilligen Abfolgen von Kopfund Zahl auf.




Haufigkeiten im Miinzwurf Experiment

‘EI people m random walk ‘
0.6
0.5
0.4
0.3 -
0.2
0.1 -
0 - T ':.—v——- T =
1 2 3 4 5 7 8
Run of order...

Leute unterschétzen die Haufigkeit von lang anhaltenden Runs.

Was there a NASDAQ Bubble in the late 1990s?

NASDAQ

5000
4500
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3000
2500
2000 -
1500 -
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=
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Pasteur (2004), from Chicago Business School argues NO!

,People just lost trust in the high level of prices.*




Sentiment-Index of CS
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Merrill Lynch Overconfidence Regret Potential

Chart 364: Europe (Ex-UK) Overconfidence/Regret

10.0

Overconfidence/Regret Score

Juk92
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Jul-99
Jul-00
Jul-01
Jul-02

O Number of Successive +ve Monthly Returns in 12mths
B Number of Successive -ve Monthly Returns in 12mths

Source: Datastream, Merrill Lynch e




Empirische Evidenz von Sentiment auf Finanzmérkten

¢ Bands of one Standard Deviation

* Returns to Variance in the long run

Mean Reversion on DJIA

The Real Dow Jones Industrial Awerage, February 1885-December 2001 {in 2001 Dollars)

Shlope of Trend Line = 1.85%/yaar
Channel = + One Standard Deviation
wWithin Bounds: 73.6%
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Return to Variance on DJIA weekly 1966 - 2002:

Return to Variance DJIA 1966 - 2002 weekly

% 3 % % % % % % % % % % % %
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.. is a clear sign of mean-reversion!

3. Strategien als Antwort auf Behavioral Biases

*  Nicht auf einem Auge blind sein!
*  Der vorsichtige Weg

*  Der wissenschaftliche Weg




Behavioral Finance Tactical Asset Allocation
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Regression:
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Beispiel: DJIA 1982-2003

Fundamental:
3 years moving average of

average Div-yield minus 10year G-Bond yield

e Techninal
3 years moving average of

Returns on average market values




Beispiel DJIA

Fundamental and Technical Analysis

technical
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4. Evolutionary Finance

»  Das wiederholte Spiel
— Von welcher anderen Strategie verdiene ich Geld?
— Wie lange wird jemand diese Strategie noch spielen?

* Beispiel Hedge Funds

Ergebnis Bank Sarasin

2/3 average: 22.53

frequency
30 T

25 +

20 +

0 f f f f f f f f f |
0-10 11-20  21-30 31-40 41-50 51-60 61-70 71-80 81-90 91-100

Numbers




Das zweifach wiederholte Spiel

2/3 average: 19.47

frequency
30 T

25 +
20 +
15

10 +

0-10  11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-90 91-100
Numbers

Das 10 mal wiederholte Spiel

2/3 average: 5.32

frequency
90 T
80 1
70
60 -
50 +
40
30 +
20 -
10 +
0 -

0-10  11-20 21-30 31-40 41-50 51-60 61-70 71-80 81-90 91-100
Numbers




Beziehung von Assets und Returns in Hedge Funds

Returns
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Returns vs. Assets

-
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y = -0.0136>7 + 0.3764x - 1.6216 - =
R* = 0.8204
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olutionary Finance

The ides of this project s to spply evolubonary dynamics (matation 2nd sslection to study the evalutcn of trading
stratagies and the evolution of financil innovations

Evalution as a Paradigm for Finance

We believe that thinking in evolutionary terms like stratagies, market selection snd mutstion is an sopropriate.
framewark for finance. in this view, for example. & stock Market is understood 2 3 heterogenecys populaton of
frecuently interactng portfolic srategies in compettion for markst capital. Markst selection i perhaps maost
severe In thess marksts and innovations, respectively mutstions, occur frequently. The sim of our project s 1o
build & Darvinian theory of perifiie salaction

Our Evolutionary Market Model

The building blocks of the mods! are sirategies and not individual investors, i for each strategy all weaith being
managed by that strateqy is added up. This s anslogous to Danwin ‘s view acoording o which he spacies but not
me inghiusl anfal coun's for evolusion, On e eslizes hat sateaiss but notndicusl Investors havs an

o sidered in our e the je. the
oniaptiral e, B CAP 15 Nafve Sverdlhaian. rospect maor bakad ilee and fundamental nies ke
ey chbisnc ml ' ocianery e el gt ooy i s SR il e

. This gives & very simole and robust sset pricng

Sauation, In & Danvinan ocel o fotces are st work: one redocng the vt of soscies and ons incressna it
in our el force is th 55 a market ssiection mechanism that
detarmings the voIUUEN o waalth Marageq oy the poTol rles. TEt s 1o ady. f 5ome ruls hss pained weslt
becsuse it has managed to buy ow 80 1 sell Nigh then othar rules must have |05t an equal amount of weath.
Secondly, eny system of pertfolio rules that is selectad by the market selection process is checked for ils.
evolutionany lity, | & it is checkad whether the innowstion of a new partfolio rule with very litile initial wealth
c2n grow sgainst the incumbent rule

Relevance of aur mode!

Ths Daruinizn heary cf asee(memsta seems to describe very well @ mmm sssat market in which mostof e

Ingeed investors ty funds by the ponfoic
nules, also aalan ‘atyles”, mm—mgm which the money is inwested. Style nungemrn:y ‘sppears nowadays to be
ane of me most important festures in menitorng fund managers. Hecse UGS are 3 sector of the financial market
at can perfectly be cescribed by our madel, Moreover, Using functions that describe the fiow af weaith between
hedge fund srategies cur modsl can siso be used o give good pradictions of ssset remims for sectars quite
different 1o the hadge fund business.
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