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Center for Behavioral Finance
Why is all this here important?

 Increasing pressure to make important investment decisions

 Low levels of financial and risk literacy

 Regulator pressure, at least in Europe
– MiFiD (Markets in Financial Instruments Directive): Banks have to 

identify each investor’s “preference regarding risk taking”

 Industry interest: digitalization of banking services

 But how to do? How can we appropriately
present and measure investor’s risk preference?
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Does the Presentation of Risk Influence Risk Preferences?
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Literature on Experience‐Description Gap
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 Financial literacy:
– Lusardi et al. (2010, JoCA), Rieger (2008, JBehF)

 Experience description gap:
– greater risk taking for experience: e.g. Hertwig et al. (2004, PsySci), Barron 

and Erev (2003, JBDM), Weber et al. (2004, PsyRev)
– challenged by: e.g. Hadar and Fox (2009, JDM), Rakow et al. (2008, JBDM), 

Ungemach et al. (2009, PsySci), Camilleri and Newell (2011, ActaPhy)

 Application in finance:
– Kaufmann, Weber, Haisley (2013, MS)

• With simulated experience investors show higher risk exposure

– Bradbury, Hens, Zeisberger (2015, RoF)
• With simulated experience investors invest in riskier structured products
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Our Experimental Design
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Three different ways of
risk communication
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Treatment Description (D)
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Treatment Final Return Simulation (FRS)
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based on “risk tool” proposed by Kaufmann et al. (2013)
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Treatment Wealth Path Simulation (WPS)
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Information on Experiment

 Daily investment decisions made over three weeks

 Approx. 1,000 participants
– representative sample of German population
– Relatively financially literate: 52% reported to hold financial 
assets

 Real monetary rewards
– Fixed (5.60€) plus 20 participants with €100 as initial investment 
(incentive compatible, ranged between approx. 80€ and 250€)

 Proprietary online experiment with easy access
– Accessible with various devices, internet browsers etc.
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Mean Initial Allocation to Stocks
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 With any form of simulated experience, investors take more risk.
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Feeling Informed and Confident about Investment Decision

 With any form of simulated experience, investors
feel better informed about investment task.
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Investors’ Understanding of Risk (1)

 With simulated experience (FRS or WPS), investors have a
better understanding of risk.
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Investors’ Understanding of Risk (2)

 With simulated experience (FRS or WPS), investors have a
better understanding of risk.
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Investors’ Understanding of Risk (3)

 With simulated experience (FRS or WPS), investors have a
better understanding of risk.
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Allocation to Stocks over Investment Period

 Actual experience works as a substitute for simulated experience.
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Conclusion

 With simulated experience investors…
• make riskier decisions
• feel better informed 
• better understand the underlying return distribution
• do not feel greater regret or dissatisfaction with the outcome

 Actual experience is a substitute for simulated experience

 A final return simulation (FRS) leads to highest increase of risk‐
taking

 A wealth path simulation (WPS) leaves investors feeling even better 
informed and more also with a higher understanding of the risk.
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Investment Decisions Screenshot
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How Well Do Investors Understand Return Distribution?

 With simulated experience (FRS), investors have a better 
understanding of risk.
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How Well Do Investors Understand Return Distribution?

 With simulated experience (FRS), investors have a better 
understanding of risk.

Stefan Zeisberger                                                              Simulated Experience and Investment Endurance 20



Center for Behavioral Finance
Feeling Informed and Confident about Investment Decision

 With any form of simulated experience, investors feel better
informed about investment task.
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Feeling Informed and Confident about Investment Decision

 With any form of simulated experience, investors feel better 
informed about investment task.
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Robustness Checks

 Results are robust with regard to
– 1. Transaction costs
– 2. Return distribution
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