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The way investors assess stocks and consider securities was analysed by Stefan Palan. Photo: Pixabay
University of Graz Researchers Study Investors’ Risk Perceptions

When investors consider securities, they primarily focus on the probability of suffering losses. The extent of
possible gains or losses receives scant attention. “This implies that low-risk stocks tend to be overvalued, a
result that is at odds with financial theory,” says Stefan Palan from the Institute of Banking and Finance at the
University of Graz, Austria. His joint work with two researchers from other universities has just been
published in the Journal of Banking & Finance.

The team invited more than 300 participants to a laboratory experiment. Their task was to trade in an artificial
stock market — with real money. “The experiment confirmed predictions of prior studies: stocks with no or a
low probability of losses are sold for higher prices than comparable stocks with greater probability of losses,”
Palan summarizes. Surprisingly, traders fail to consider the size of possible gains or losses. To compound the
problem, misperceptions by individual traders are also not corrected by other investors, as financial theory
would predict. Furthermore, private investors were not alone in misperceiving the stocks’ risks. Investment
professionals like fund managers are subject to the same bias. This ultimately hurts consumers, who tend to
seek safe investments. To cater to their demands, banks have in recent years increasingly been offering
investment products guaranteed to at least return the initial investment. “Customers should be aware that such
investments tend to be expensive and offer low returns,” Palan cautions.
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Auf Tuchfiihlung

Zeitgenossische Autorlnnen hautnah, auf Du und Du mit dsterreichischer Dichtkunst: Stadt Graz férdert
Literaturhaus fiir weitere fiinf Jahre

[,:'Migration then and now: The University of Graz contributes to the Great State Exhibition in Karlsruhe.
Photo: Shutterstock/Andrey Popov
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Escaping to the East

Researcher at the University of Graz compares migration of the early modern era with current migratory
flows
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Erste Schritte

Mit dem Best-of-South-East-Programm fordert die Steiermérkische Sparkasse Studierende beim Einstieg ins
Arbeitsleben
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