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Market portfolio

H. Markowitz (1952), Portfolio Selection,
Journal of Finance 7, 77-91.

Choose a diversified portfolio from 
the efficient ones in accordance with 
your preferences

W. F. Sharpe (1964), Capital Asset Prices: 
A Theory of Market Equilibrium under 
Conditions of Risk, Journal of Finance 19, 
425-442.

Hold a combination of the risk-free 
asset and the market portfolio



Portfolio theory and captial market line

Optimal risk-return trade-off

a. 100% market portfolio (e.g. Arero or well-diversified multi-
asset-fund)

b. 50% Cash – 50% market portfolio

c. 100% Cash
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Choose your 
portfolio on this 
line in accordance 
with you risk 
preferences
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Can we do the risk-return trade-off?



Overview

1. Introduction

2. Regulators and the industry

3. Description vs. Experience (simulation)

4. Challenge and solution (?)
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Regulation for investors

Does the current regulation support a good decision in
the sense of portfolio theory and capital market line?

Standardisation/ 

Comparability

Key Investor 

Information 

Document

Transcript of 

advisory  

process

MiFID
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Market in Financial Instruments Directive (MiFID)
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Advisor: Gather information about Customers‘ Risk Preferences

(“Information shall include … his preferences regarding risk taking, his risk 
profile and…” § 19 (4) & § 35 (4))

Perform Portfolio Optimization according to preferences

⇒ But: how to assess risk attitude? – No Regulation 



EU-regulation (KIID): Communication of risk…

November 21, 2013 Martin Weber 7

Key Investor Information Document (KIID): Risk indicator for funds as a number 

(Measure for volatility)

Ref. COMMITTEE OF EUROPEAN SECURITIES REGULATORS, CESR/10-673

volatility p.a.



… and communication of returns
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KIID: the whole picture
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Risk in the industry

• Investment risk

– KIID

– Sample portfolio

– Distribution, price chart

– Categories (high – average – low)

�Descriptive

• Risk preferences

• Product level instead of portfolio level
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Bad: Do you do bungee jumping? 

Better: How risky do you want to invest? 

+ Good predictor on individual level

+ Differentiates between investors
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Description vs. Experience (simulation)

„Good “ investment decision

– Risks and chances are known

– Framing has no influence

– Persistent decision

Presentation via a 
simulation
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Experienced returns influence risk-
taking behavior

U. Malmendier, S. Nagel (2011), Depression Babies: Do 
Macroeconomic Experiences Affect Risk Taking? The 
Quarterly Journal of Economics 126, 373-416.

Stock market participation 
decreases with experienced 
volatility

M. A. Appendino (2012), Household Portfolio Choice: 
The Importance of Experienced Volatility. Yale 
University Working Paper.

Crises with a high volatility lead to a 
flight from active funds to stocks

D. Dorn, M. Weber (2013), Individual Investors' Trading 
in Times of Crisis: Going It Alone or Giving Up?
Working Paper. 



Prensentation of assets with a simulation tool

• The distribution can be 

„experienced“

• A multitude of possible 

returns is simulated 

based on historical 

returns

Available at: 

http://www.behavioral-finance.de/Risiko/
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Perception of the simulated asset
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Objective probability of a loss

Kaufmann, C./Weber, M./Haisley, E. C. (2013): The Role of Experience Sampling and Graphical Displays on One's 

Investment Risk Appetite and Comprehension, Management Science 59, 323-340. 



Allocation to the risky asset (descriptives)
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Kaufmann, C./Weber, M./Haisley, E. C. (2013)
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Persistent decisions with the risk tool
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What about different assets or market portfolios?
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return

volatility

Market portfolio A 

Market portfolio B 

80% market A, 20% risk-free asset

40% market B, 60% risk-free asset



Experimental setting
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Ehm, C./Kaufmann, C./Weber, M. (2013a): Volatility inadaptability: Investors care about risk, but can't cope with 

volatility, Review of Finance, to appear.



Subjects
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• Common press release with Consumer Protection Agency

• Media coverage in daily papers and on radio stations

Ehm, C./Kaufmann, C./ 

Weber, M. (2013a)



Basic asset

Low-risk asset

High-risk asset

0.00

0.02

0.04

0.06

0.08

0.10

0.12

0.14

0.00 0.05 0.10 0.15 0.20 0.25 0.30 0.35

e
x

p
e

ct
e

d
 r

e
tu

rn

standard deviation

Risky assets provided Chosen allocation

• Investors do not 

sufficiently adjust their 

allocation

• Same percentage 

allocation independent 

of the risky asset even 

with simulation

Different risky assets
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Ehm, C./Kaufmann, C./Weber, M. (2013a)

Are we able to do the risk-return trade-off?



Multivariate results
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Ehm, C./Kaufmann, C./Weber, M. (2013a)



Solution: Portfolio choice without anchor (percentages)
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Ehm, C./Kaufmann, C./Weber, M. (2013b): De-biasing investors‘ volatility inadaptability. Working paper.

If the treatment group behaves differently from the control group, the 
percentages should be the reason.



Difference of chosen volatility 

within control group

Difference of chosen volatility 

within treatment group

If the percentages are the reason for the choice of 

different volatilities, then the difference should be smaller 

in the treatment group

Subjects in both groups randomly face one of two assets: a high 

risk asset (volatility= 11.39%) or a low risk asset (5.70%)

1

2

4

3

Study design
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Results: With and without percentages
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• Control group: same allocation, different volatilities

• Treatment group: More similar volatilities
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Dummies used for multivariate analysis
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Multivariate results
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Summary

• Descriptions do not lead to a consistent investment 

decision

• Simulations can lead to a more consistent decision

– Investors are enabled to experience assets 

– Comprehension, satisfaction, and persistence are improved

• Anchoring effects from percentages can be reduced in 

a simulation setting
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