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Introduction

Jiang, Peng, and Yan 2024, published in Journal of Financial Economics March Issue
▶ surveyed thousands of affluent American investors
▶ to examine the relationship between personalities and investment decisions

Peter Wu CBMM Journal Club April 8, 2024 3 / 27



Table of Contents

1 Introduction

2 Motivation

3 Research Question

4 Methodology
Conceptual Framework
Survey Design
Personality Traits Definitions

5 Results
Demographic and Personality Distribution
Linking personality traits with beliefs, preferences, and social tendencies
Personality traits and asset allocation

6 Discussion

Peter Wu CBMM Journal Club April 8, 2024 4 / 27



A Need to Expand the Characteristics Set

Household finance literature related heterogeneity in investment decisions to:
▶ age, wealth, intelligence and financial literacy

observed heterogeneity not fully explained

similar challenge when explaining investor beliefs
▶ only a small fraction of investor expectations differences can be explained by an

exhaustive list of demographic variables

⇒ clear need to explore other characteristics to explain how people make investment
decisions
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Research Question

Are persistent differences in personality traits related to persistent differences in both
▶ beliefs, and
▶ investment decisions?

Research has shown that personality traits matter for a variety of life outcomes
▶ investment represents a form of life decisions

personality concepts are related and potentially complementary to economics ones:
▶ neuroticism & conscentiousness → risk aversion & time preference?

these psychology-based concepts can potentially increase the explanatory power of
investment decisiions beyond traditional economic measures
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Portfolio Choice Model (1 risk free + 1 stock)
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wi: weight of stock by investor i

γi: degree of risk aversion

E[ri] and V ar[ri]: subjective mean and variance of stock

w∗
i : investor i’s allocation to the stock if her decision is entirely determined by non-pecuniary

factors, e.g., social and ethical concerns

α ∈ [0, 1]: the weight that the investor allocates to the non-percuniary factors
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Two channels to affect investment decisions

max
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personality traits affect investment decisions through two channels
▶ through their effects on Ei[r], V ari[r], or γi

⋆ e.g. one with high neuroticism is likely to be pessimistic
⋆ ⇒ lower Ei[r]
⋆ ⇒ lower stock allocation

▶ through their effects on the target portfolio share w∗
i

⋆ e.g. more social investors have higher target shares w∗
i

⋆ ⇒ higher allocation to risky asset

no specific functional form relating personality traits to Ei[r], V ari[r] and w∗
i

▶ a.k.a. left as an exercise for the reader
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AAII Survey

Nationwide survey through the American Association of Individual Investors (AAII)
▶ nonprofit of 150,000 members
▶ main purpose: assist “individuals in becoming effective managers of their own assets

through programs of education, information and research”

distributed via email and given two weeks to complete

3325 valid responses ⇒ 2% response rate
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Survey Design

Figure: Section 1 of the survey Figure: Sections 2, 3, and 4 of the survey
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Personality Traits Definitions

Openness (to experience) refers to the tendency to be open to new aesthetic, cultural,
or intellectual experiences.

Conscientiousness refers to the tendency to be organized, responsible, and
hardworking.

Extraversion refers to an orientation of one’s interests and energies toward the outer
world of people and things rather than the inner world of subjective experiences; it is
often characterized by positive affect and sociability.

Agreeableness refers to the tendency to act in a cooperative unselfish manner.

Neuroticism refers to a chronic level of emotional instability and proneness to
psychological distress.
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Demographic Distribution
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Personality Traits Distribution
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Personality traits and investor beliefs
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Expectation
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Following Van Rooij et al. (2011), respondents are asked three questions to elicit
their risk aversion.

▶ Each question asks the respondents to decide between a safe job and a risky job.
⋆ Q1: the risky job has a 50% chance to double the income and a 50% chance to cut the

income by 20%.
⋆ Q2: the risky job has a 50% chance to double the income and a 50% chance to cut the

income by 33%.
⋆ Q3: the risky job has a 50% chance to double the income and a 50% chance to cut the

income by 50%.
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Risk Aversion
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Social Interaction Tendencies
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Asset Allocation AAII
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Asset Allocation HILDA
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Asset Allocation GSOEP
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Discussion

correlations of personality traits with beliefs and asset allocation are documented
▶ no causal inference established
▶ ⇒ potential role for personality traits in belief formation and decision making

opens up a new line of research that relates heterogeneous risk preferences and beliefs
to personality traits

▶ highlights the need to go beyond traditional channels of beliefs and preferences

The characteristics proxied by personality traits appear to be domain-specific
▶ e.g., Neuroticism and Openess relevant in financial setting,
▶ but not in other economics settings in prior literature (wage bargaining, agreeableness ⇒

low wages)
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Further Questions for Discussion

1 Do you believe? What are personality traits’ value and relevance to understanding
financial decision making? What is the difference between personality traits and
economics preferences?

2 Should we include additional considerations about reliability and validity about these
measures? How does the use of self reports affect

3 Other ways to examine this finding - maybe using lab experiments (compared to
empirical data)?

4 “Non-financial utility” (hehe)

5 Do you think the use of self reports personality data was done well here? Broadly -
how and when should self reports be used?
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