
The Behavior of Individual Investors 
Tangerine Lecture in Finance
Terrance Odean 
UC Berkeley 
September 14, 2017 



Availability 



• What do we know about investor 
behavior?

• Why does it matter? 

• What can investors do?



Investor Biases
• Confusion about probability → Underdiversify.
• Overconfidence  → Trade too much. 
• Desire to reduce regret  → Cling to losers. 
• Limited attention  → Buy attention grabbing 

stocks. 
• Confusion about probability → Chase 

performance.



Underdiversification
• Bill Gates 
    vs. 
• Enron employees 
   62% of Enron employee 401(k) investments were 
   in company stock



Investor Biases
• Confusion about probability → Underdiversify. 
• Overconfidence  → Trade too much.
• Desire to reduce regret  → Cling to losers. 
• Limited attention  → Buy attention grabbing 

stocks. 
• Confusion about probability → Chase 

performance.



When All Traders Are Above Average  
(i.e., overconfident)  Odean, 1998, Journal of Finance

• Trade more. 

• Earn less. 

• Underdiversify. 

• Increase market volatility. 





"Overall, men claim more ability than do 
women, but this difference emerges most 
strongly on … masculine task[s].” 

Deaux and Ferris (1977) 
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Investor Biases
• Confusion about probability → Underdiversify. 
• Overconfidence  → Trade too much. 
• Desire to reduce regret  → Cling to losers.
• Limited attention  → Buy attention grabbing 

stocks. 
• Confusion about probability → Chase 

performance.



Disposition Effect in Taiwan  
Barber, Lee, Liu, Odean, 2007, European Financial Management  

basketball



Investor Biases
• Confusion about probability → Underdiversify. 
• Overconfidence  → Trade too much. 
• Desire to reduce regret  → Cling to losers. 
• Limited attention  → Buy attention grabbing 

stocks.
• Confusion about probability → Chase 

performance.



All that Glitters: The Effect of Attention 
and News on the Buying Behavior of 
Individual and Institutional Investors 
Barber and Odean, Review of Financial Studies, 2008

• Thousands of stocks. 
• Bounded rationality and processing ability. 
• Limit search to stocks that catch attention. 
• Investors buy stocks that catch their attention.



Attention

When faced with multifaceted problems or lots of 
choices, what we do and don’t pay attention to 
may influence our decision more than beliefs or 
preferences. 



Simulation Volume Sort
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Abnormal Volume Sort Individuals  
Buy/Sell Imbalance
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Daily Order Imbalance for Smallest Trades 
Sorted by Same Day Abnormal Volume 
1983-2000 TAQ & ISSM Data

Abnormal Trading Volume
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Simulation Return Sort
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Investor Biases
• Confusion about probability → Underdiversify. 
• Overconfidence  → Trade too much. 
• Desire to reduce regret  → Cling to losers. 
• Limited attention  → Buy attention grabbing 

stocks. 
• Confusion about probability → Chase 

performance.
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Recency Bias & Limited Attention

Source:	Choi,	Laibson,	&	Madrian,	2010
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People Ignore Fees & Chase 

Adapted	from	Choi,	Laibson,	&	Madrian,	2010
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Learning from Experience 
Random vs. Deterministic

• Amazon Rain 
Forest
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Luck Skill & Effort

Farmers

Roulette 
players

Runners

Money Managers

? ?
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• What do we know about investor 
behavior? 

• Why does it matter?

• What can investors do?



Institutions 
Millions $NT

Individuals 
Million $NT

Gross Trading 
Profits

178 (178.0)

Gross Market-
timing Profits

46.4 (46.4)

Commissions (25.6) (216.9)

Transaction Tax (27.0) (228.4)

Net Profits 171.8 (669.7)

Source: Barber, Lee, Liu, and Odean, Review of Financial Studies

Just How Much Do Investors  
Lose from Trade? 
Mean Daily Profits: Net of Transaction Costs



Economic Significance
• Net Annual Individual Trading Losses are 2.2% of GDP. 

• Individual Trading Losses Represent a 3.8% reduction 
in annual portfolio performance. 

• Institutional Gains Represent a 1.5% increase in annual 
portfolio performance. 

• 46.2 % of individuals’ gross daily losses are to foreign 
investors. 
• $3.5 million US per day

Source: Barber, Lee, Liu, and Odean, Review of Financial Studies



Welfare of U.S. Investors vs. Taiwanese

• U.S. investors trade less actively 
• U.S. individuals are more likely 

to be trading with an informed 
institutional investor



• What do we know about investor 
behavior? 

• Why does it matter? 

• What can investors do?



Serious Investment Advice
• Invest for the long run. 
• Buy and hold. 
• Diversity. 
• Control investment costs. 
• Pay attention to taxes.
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Make plan in calm times; 
Stick to plan when ride gets rough 





Avoid Unnecessary Complexity











www.odean.org 

bit.ly/odeanvideos


