Terry Odean's new research sends

ts been a busy season for Terry

Odean. The 49-year-old recently

minted professor at the University
ber presenting his latest research to con-
ferences at the Securities and Exchange
Commission, Yale and Princeton. But his
message—ahout why people routinely
make lousy trading decisions—is even
MOore IMPOITane 1o sverage investors,

THE UNIFYING THEME OF ODEAN'S WORK:
OVERCONFIDENT INVESTORS TRADE TOO
OFTEN—AND THAT HURTS THEIR RETURNS.

' A [ 4
a wake-up call to online investors,

research, both published and in progress,
at www.gsmoucdavis.eda/~odean)
Testing that hypothesis again, Odean
recently tarned his attention to online
investors—and the findings aren't prety:
- In a draft paper released in September,
Odean (with fellow UC-Davis
Brad Barber) investigated the behavior of
1,607 investors who moved online
between 1991 and 1996, The results?
. Before going online, the investors typi-
 cally had superior returns, beating the
miarket by more than two percentage
points annually. But once they switched
to cyberspace, they traded more actively,
more speculatively and less profitably than
' hefore, lagging the market by more than
three percentage points. Their returns
. also trailed a comparable group of offline
| investors, “Ir is like the tortoise and the
- hare” says Odean. “This is 4 race won
by the tortoise.”
Actually, ene could consider Odean
- something of a tortoise himself. A child of
the "6ils and a native of suburban St. Paul,
- Odean dropped out of his college creative-
writing studies to hitchhike
Europe. The travels turned into a way of
life as he wended his way
through a series of unrelared
pursuits—New York City
cabdriver, options trader,
computer programimer,
among others—for nearly
two decades. “T got side-
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The unifying theme of Odean’s work in
hehavioral finance—an area of study that
focuses on the psychology of investing—
is the peril that overconfidence brings.
He's examined topics ranging from the
different ways men and women invest wo
the performance of investment clubs, and
in every case, one conclusion rings louder
than all others: Overconfident investors
trade excessively—and excessive trading
torpedoes returns. (You can read his

tracked” he says. “It was
more the times than anything else”
At 37 and living in Berkeley with his
wife and the first of three daughters,
i Ordean figured it was time to finish his

- undergraduate degree. He planned o

study psychology, but a talk with professor
Daniel Kahneman, a legendary researcher
on decision-making biases, prompted the
number- Odean to pursue his
| Ph.D: in behavioral finance.
Behavioral finance was still 2 new disci-

Behind the Screen continned
pline then, and its research was mostly the-
oretical, Bur Odean mines historical data
from actual sccounts with a philosophical
interest in investor welfare, (He has, so far,
eschewed Wall Street consulting contracts or
research money, and he criticizes online bro- |
kers for their misleading m:lmmﬁnel‘lﬂj !
And that approach is well suited to making
waves in the burgeoning field.

S0 too 15 his persistence, Investment
firms are extremely reluctant to hand
over, even anonymously, the kind of
account data that forms the core of
Odean’s research. For his most recent
studies, Odean schmoozed everyone he
could for more than a year—even hang-
ing out at the tennis court of one hroker-

age chieftain—until one firm (he won't

say which) coughed up 78,000 account
records. “There hadn't been much work

" in how individual investors behaved untl

Terry came along,” says Hersh Shefrin, a
professor at Santa Clara University and
behavioral-finance pioneer,

But will average investors heed Odean’s
warnings? He's made at least one convert:
himself. Odean invests mainly in ndex funds,
ignoring how they're doing except at tax
time. That's a turnabout for a man who

. back in his wilder days was a test case for the
i mistakes of the traders he now studies, “1
traded too actively, traded too speculatively
| and clung to my losses,” he says. “1 violated
o all the advice 1 now give.”
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