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		Abstract

		Recently much progress has been made in developing optimal portfolio choice models accomodating time-varying opportunity sets, but unless investors are unreasonably risk averse, optimal holdings include unreasonably large equity positions. One reason is that most studies assume investors behave as expected utility maximizers with power utility. In this article, we provide a formal treatment of both static and dynamic portfolio choice using the Disappointment Aversion preferences of Gul (1991). While different from the Kahneman-Tversky (1979) loss aversion utility, these preferences imply asymmetric aversion to gains versus losses and are consistent with the tendency of some people to like lottery-type gambles but dislike stock in-vestments.  By calibrating a number of data generating processes to actual US data on stock and bond returns, we find very reasonable portfolios for moderately disappointment averse investors with utility functions exhibiting low curvature. Disappointment aversion preferences affect intertemporal hedging demands and the state dependence of asset allocation in such a way as to not be replicable by standard expected utility functions with higher curvature. Furthermore, it is easy to reconcile the large equity premium observed in the data with disappointment aversion utility of low curvature and reasonable disappointment aversion. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Ang,  Andrew and Bekaert,  Geert and Liu,  Jun, Why Stocks May Disappoint (July 2000). NBER Working Paper No. w7783,  Available at SSRN: https://ssrn.com/abstract=235737
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Andrew Ang (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				BlackRock, Inc  ( email )

			

			
			
				
				
				
					55 East 52nd Street
New York City, NY  10055
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Geert Bekaert

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Columbia University - Columbia Business School, Finance  ( email )

			

			
			
				
				
				
					NY
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jun Liu

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, San Diego (UCSD) - Rady School of Management  ( email )

			

			
			
				
				
				
					9500 Gilman Drive
Rady School of Management
La Jolla, CA  92093
United States
858.534.2022 (Phone)
5858.534.0745 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      214

			

		
		
		
			Abstract Views

			    6,253

		

		
		 
		
			Rank

			   36,669

		

		
	


	
		
            
            	        7 Citations
		

	

	
		
			
				       40 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,251

                                    

                                    
                                        PAPERS

                                           32,626

                                    

                                

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,871

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,020

                                    

                                    
                                        PAPERS

                                           32,331

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Why Stocks May Disappoint

                        
                            By
                                
                                
                                    
                                    Andrew Ang, 
                                    
                                
                                    
                                    Geert Bekaert, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Individual Preferences, Monetary Gambles, and Stock Market Participation: A Case for Narrow Framing

                        
                            By
                                
                                
                                    
                                    Nicholas Barberis, 
                                    
                                
                                    
                                    Ming Huang, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Optimal Portfolio Choice Under Loss Aversion

                        
                            By
                                
                                
                                    
                                    Arjan B. Berkelaar, 
                                    
                                
                                    
                                    Roy Kouwenberg, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Implications of First-Order Risk Aversion for Asset Market Risk Premiums

                            
                                By
                                    
                                    
                                        
                                        Geert Bekaert, 
                                        
                                    
                                        
                                        Robert J. Hodrick, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Portfolio Choice and Trading Volume with Loss Averse Investors

                            
                                By
                                    
                                    
                                        
                                        Francisco Gomes
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What Drives the Disposition Effect? An Analysis of a Long-Standing Preference-Based Explanation

                            
                                By
                                    
                                    
                                        
                                        Nicholas Barberis
                                         and 
                                    
                                        
                                        Wei Xiong
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What Drives the Disposition Effect? An Analysis of a Long-Standing Preference-Based Explanation

                            
                                By
                                    
                                    
                                        
                                        Nicholas Barberis
                                         and 
                                    
                                        
                                        Wei Xiong
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Independence Axiom and Asset Returns

                            
                                By
                                    
                                    
                                        
                                        Larry G. Epstein
                                         and 
                                    
                                        
                                        Stanley E. Zin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Individual Preferences, Monetary Gambles and the Equity Premium

                            
                                By
                                    
                                    
                                        
                                        Nicholas Barberis, 
                                        
                                    
                                        
                                        Ming Huang, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Individual Preferences, Monetary Gambles and the Equity Premium

                            
                                By
                                    
                                    
                                        
                                        Nicholas Barberis, 
                                        
                                    
                                        
                                        Ming Huang, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.210 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	

