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1. Title: The neural basis of financial risk taking

Author(s): Kuhnen, Camelia M CM

Abstract: Investors systematically deviate from rationality when making financial decisions, yet
the mechanisms responsible for these deviations have not been identified. Using event-related
FMRI, we examined whether anticipatory neural activity would predict optimal and suboptimal
choices in a financial decision-making task. We characterized two types of deviations from the
optimal investment strategy of a rational risk-neutral agent as risk-seeking mistakes and
risk-aversion mistakes. Nucleus accumbens activation preceded risky choices as well as
risk-seeking mistakes, while anterior insula activation preceded riskless choices as well as
risk-aversion mistakes. These findings suggest that distinct neural circuits linked to anticipatory
affect promote different types of financial choices and indicate that excessive activation of these
circuits may lead to investing mistakes. Thus, consideration of anticipatory neural mechanisms
may add predictive power to the rational actor model of economic decision making.

Cited frequency: 448

Full Text: 01

2+ Title: Asurvey of credit and behavioural scoring: forecasting financial risk of lending to

consumers

Author(s): Thomas, Lyn C.

Abstract: Credit scoring and behavioural scoring are the techniques that help organisations
decide whether or not to grant credit to consumers who apply to them. This article surveys the
techniques used — both statistical and operational research based — to support these decisions. It
also discusses the need to incorporate economic conditions into the scoring systems and the way
the systems could change from estimating the probability of a consumer defaulting to estimating
the profit a consumer will bring to the lending organisation — two of the major developments
being attempted in the area. It points out how successful has been this under-researched area of
forecasting financial risk.

Cited frequency: 247

Full Text: 02

3. Title: Liquidity Risk, Liquidity Creation, and Financial Fragility: A Theory of Banking
Author(s): Diamond, Douglas W.

Abstract: Loans are illiquid when a lender needs relationship-specific skills to collect them.
Consequently, if the relationship lender needs funds before the loan matures, she may demand to
liquidate early, or require a return premium, when she lends directly. Borrowers also risk losing
funding. The costs of illiquidity are avoided if the relationship lender is a bank with a fragile
capital structure, subject to runs. Fragility commits banks to creating liquidity, enabling depositors
to withdraw when needed, while buffering borrowers from depositors' liquidity needs.
Stabilization policies, such as capital requirements, narrow banking, and suspension of
convertibility, may reduce liquidity creation.
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Cited frequency: 219
Full Text: 03

4. Title: Precise estimates for the ruin probability in finite horizon in a discrete-time model with
heavy-tailed insurance and financial risks

Author(s): Tang, Qihe

Abstract: This paper investigates the probability of ruin within finite horizon for a discrete time
risk model, in which the reserve of an insurance business is currently invested in a risky asset.
Under assumption that the risks are heavy tailed, some precise estimates for the finite time ruin
probability are derived, which confirm a folklore that the ruin probability is mainly determined by
whichever of insurance risk and financial risk is heavier than the other. In addition, some
discussions on the heavy tails of the sum and product of independent random variables are
involved, most of which have their own merits.

Cited frequency: 181

Full Text: 04

5. Title: Endogenous steroids and financial risk taking on a London , trading floor.

Author(s): Coates, ] M JM

Abstract: Little is known about the role of the endocrine system in financial risk taking. Here,
we report the findings of a study in which we sampled, under real working conditions, endogenous
steroids from a group of male traders in the City of London. We found that a trader's morning
testosterone level predicts his day's profitability. We also found that a trader's cortisol rises with
both the variance of his trading results and the volatility of the market. Our results suggest that
higher testosterone may contribute to economic return, whereas cortisol is increased by risk. Our
results point to a further possibility: testosterone and cortisol are known to have cognitive and
behavioral effects, so if the acutely elevated steroids we observed were to persist or increase as
volatility rises, they may shift risk preferences and even affect a trader's ability to engage in
rational choice.

Cited frequency: 160

Full Text: 05

6~ Title: Financial Constraints Risk

Author(s): Whited, Toni M.

Abstract: We construct an index of firms’ external finance constraints via generalized method of
moments (GMM) estimation of an investment Euler equation. Unlike the commonly used KZ
index, ours is consistent with firm characteristics associated with external finance constraints.
Constrained firms’ returns move together, suggesting the existence of a financial constraints factor.
This factor earns a positive but insignificant average return. Much of the variation in this factor
cannot be explained by the Fama—French and momentum factors. Cross-sectional regressions of
returns on our index and other firm characteristics show that constrained firms earn higher returns
and that the financial-constraints effect dominates the size effect.

Cited frequency: 152

Full Text: 06
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7+ Title: A Class of Distortion Operators for Pricing Financial and Insurance Risks

Author(s): Wang, Shaun S

Abstract: This article introduces a class of distortion operators, g(alpha)(u) = Phi[Phi(-1)(u) +
alpha], where Phi is the standard normal cumulative distribution. For any loss (or asset) variable X
with a probability distribution S-x(x) = 1-F-x(x), g(alpha)[S-x(x)] defines a distorted probability
distribution whose mean value yields a risk-adjusted premium (or an asset price). The distortion
operator g(alpha) can be applied to both assets and liabilities, with opposite signs in the parameter
alpha. Based on CAPM, the author establishes that the parameter alpha should correspond to the
systematic risk of X. For a normal (mu, sigma(2)) distribution, the distorted distribution is also
normal with mu' = mu + alpha sigma and sigma’' = sigma. For a lognormal distribution, the
distorted distribution is also lognormal. By applying the distortion operator to stock price
distributions, the author recovers the risk-neutral valuation for options and in particular the
Black-Scholes formula.

Cited frequency: 137
Full Text: 07

8. Title: Gender differences in financial risk aversion and career choices are affected by
testosterone.

Author(s): Sapienza, Paola P

Abstract: Women are generally more risk averse than men. We investigated whether between-
and within-gender variation in financial risk aversion was accounted for by variation in salivary
concentrations of testosterone and in markers of prenatal testosterone exposure in a sample

of >500 MBA students. Higher levels of circulating testosterone were associated with lower risk
aversion among women, but not among men. At comparably low concentrations of salivary
testosterone, however, the gender difference in risk aversion disappeared, suggesting that
testosterone has nonlinear effects on risk aversion regardless of gender. A similar relationship
between risk aversion and testosterone was also found using markers of prenatal testosterone
exposure. Finally, both testosterone levels and risk aversion predicted career choices after
graduation: Individuals high in testosterone and low in risk aversion were more likely to choose
risky careers in finance. These results suggest that testosterone has both organizational and

activational effects on risk-sensitive financial decisions and long-term career choices.
Cited frequency: 128
Full Text: 08

9. Title: Sex differences and statistical stereotyping in attitudes toward financial risk
Author(s): Eckel, Catherine C

Abstract: Subjects in a laboratory experiment completed the Zuckerman Sensation-Seeking
Scale (SSS) then chose among five alternative gambles with substantial financial stakes. The
gambles differed in expected return and variance. Gambles were presented in one of two different
frames in a between-subjects design. In one, subjects were paid a fixed sum for completing the
survey and that sum was then at risk in the subsequent gamble choices. In the other, all payoff
amounts for the gambles were nonnegative. Subjects were paid according to their choices and the
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outcomes of the gambles. We tested for sex differences in this choice task and found women to be
consistently more risk averse, on average, than men. We observed no difference across frames.
Subjects were then asked to guess the gamble choices of each of the other participants and were
rewarded for each correct answer. Subjects of both sexes did substantially better than chance in
guessing the particular choices of individuals of both sexes, but both men and women
overestimated the risk aversion of others, especially that of women, and most strongly of all with
respect to men’s predictions of women's choices. Possible real-world implications of biased
assumptions about women's risk attitudes are discussed.

Cited frequency: 126
Full Text: 09

10. Title: Systemic Risk in Financial Systems

Author(s): Eisenberg, Larry

Abstract: We consider default by firms that are part of a single clearing mechanism. The
obligations of all firms within the system are determined simultaneously in a fashion consistent
with the priority of debt claims and the limited liability of equity. We first show, via a fixed-point
argument, that there always exists a “clearing payment vector" that clears the obligations of the
members of the clearing system, under mild regularity conditions, this clearing vector is unique
Next, we develop an algorithm that both clears the financial system in a computationally efficient
fashion and provides information on the systemic risk faced by the individual system firms.
Finally, we produce qualitative comparative statics for financial systems. These comparative
statics imply that, in contrast to single-firm results, even unsystematic, nondissipative shocks to
the system will lower the total value of the system and may lower the value of the equity of some
of the individual system firms.

Cited frequency: 122

Full Text: 10

11, Title: Testosterone and financial risk preferences

Author(s): APICELLA, C

Abstract: Many human behaviors, from mating to food acquisition and aggressiveness, entail
some degree of risk. Testosterone, a steroid hormone, has been implicated in a wide range of such
behaviors in men. However, little is known about the specific relationship between testosterone
and risk preferences. In this article, we explore the relationship between prenatal and pubertal
testosterone exposure, current testosterone, and financial risk preferences in men. Using a sample
of 98 men, we find that risk-taking in an investment game with potential for real monetary payoffs
correlates positively with salivary testosterone levels and facial masculinity, with the latter being a
proxy of pubertal hormone exposure. 2D:4D, which has been proposed as a proxy for prenatal
hormone exposure, did not correlate significantly with risk preferences. Although this is a study of
association, the results may shed light on biological determinants of risk preferences.

Cited frequency: 113

Full Text: 11
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12, Title: Litigation Risk and the Financial Reporting Credibility of Big 4 versus Non - Big 4

Audits: Evidence from Anglo - American Countries

Author(s): Khurana, Inder K

Abstract: Prior research suggests that Big 4 auditors provide higher quality audits in the U.S. in
order to protect the firm's brand name reputation and to avoid costly litigation. In this study, we
examine whether the perceived higher quality of a Big 4 audit is related to auditor litigation
exposure or to reputation concerns. Specifically, we utilize an estimable proxy for financial
reporting credibility--the ex ante cost of equity capital to examine whether Big 4 auditors are
perceived as providing higher quality audits (relative to non-Big 4 auditors) in the U.S., and in the
less litigious (but economically similar) environments in other Anglo-American countries during
the 1990-99 period. We find that a Big 4 audit is associated with a lower ex ante cost of equity
capital for auditees in the U.S. but not in Australia, Canada, or the U.K. Our findings suggest that
it is litigation exposure rather than brand name reputation protection that drives perceived audit
quality.Cited frequency: 106

Full Text: 12

13. Title: The psychophysiology of real-time financial risk processing

Author(s): Lo, Andrew W AW

Abstract: A longstanding controversy in economics and finance is whether financial markets are
governed by rational forces or by emotional responses. We study the importance of emotion in the
decision-making process of professional securities traders by measuring their physiological
characteristics (e.g., skin conductance, blood volume pulse, etc.) during live trading sessions while
simultaneously capturing real-time prices from which market events can be detected. In a sample
of 10 traders, we find statistically significant differences in mean electrodermal responses during
transient market events relative to no-event control periods, and statistically significant mean
changes in cardiovascular variables during periods of heightened market volatility relative to
normal-volatility control periods. We also observe significant differences in these physiological
responses across the 10 traders that may be systematically related to the traders' levels of
experience.

Cited frequency: 102

14, Title: Acute stress modulates risk taking in financial decision making

Author(s): Porcelli, Anthony J AJ

Abstract: People's decisions are often susceptible to various demands exerted by the
environment, leading to stressful conditions. Although a goal for researchers is to elucidate
stress-coping mechanisms to facilitate decision-making processes, it is important to first
understand the interaction between the state created by a stressful environment and how decisions
are performed in such environments. The objective of this experiment was to probe the impact of
exposure to acute stress on financial decision making and examine the particular influence of
stress on decisions with a positive or negative valence. Participants' choices exhibited a stronger
reflection effect when participants were under stress than when they were in the no-stress control
phase. This suggests that stress modulates risk taking, potentially exacerbating behavioral bias in
subsequent decision making. Consistent with dual-process approaches, decision makers fall back
on automatized reactions to risk under the influence of disruptive stress.
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Cited frequency: 101
Full Text: 13

15, Title: Can insurance increase financial risk? The curious case of health insurance in China
Author(s): Wagstaff, Adam A

Abstract: We analyze the effect of insurance on the probability of an individual incurring ‘high’
annual health expenses using data from three household surveys. All come from China, a country
where providers are paid fee-for-service according to a schedule that encourages the overprovision
of high-tech care and who are only lightly regulated. We define annual spending as ‘high’ if it
exceeds a threshold of local average income and as ‘catastrophic’ if it exceeds a threshold of the
household's own per capita income. Our estimates allow for different thresholds and for the
possible endogeneity of health insurance (we use instrumental variables and fixed effects). Our
main results suggest that in all three surveys health insurance increases the risk of high and
catastrophic spending. Further analysis suggests that this is due to insurance encouraging people to
seek care when sick and to seek care from higher-level providers.

Cited frequency: 97

Full Text: 14

16. Title: A framework for assessing the systemic risk of major financial institutions
Author(s): Huang, Xin

Abstract: In this paper we propose a framework for measuring and stress testing the systemic
risk of a group of major financial institutions. The systemic risk is measured by the price of
insurance against financial distress, which is based on ex ante measures of default probabilities of
individual banks and forecasted asset return correlations. Importantly, using realized correlations
estimated from high-frequency equity return data can significantly improve the accuracy of
forecasted correlations. Our stress testing methodology, using an integrated micro—macro model,
takes into account dynamic linkages between the health of major US banks and macro-financial
conditions. Our results suggest that the theoretical insurance premium that would be charged to
protect against losses that equal or exceed 15% of total liabilities of 12 major US financial firms
stood at $110 billion in March 2008 and had a projected upper bound of $250 billion in July 2008.
Cited frequency: 89

Full Text: 15

17, Title: Nucleus accumbens activation mediates the influence of reward cues on financial risk
taking

Author(s): Knutson, Brian B

Abstract: In functional magnetic resonance imaging research, nucleus accumbens (NAcc)
activation spontaneously increases before financial risk taking. As anticipation of diverse rewards
can increase NAcc activation, even incidental reward cues may influence financial risk taking.
Using event-related functional magnetic resonance imaging, we predicted and found that
anticipation of viewing rewarding stimuli (erotic pictures for 15 heterosexual men) increased
financial risk taking, and that this effect was partially mediated by increases in NAcc activation.
These results are consistent with the notion that incidental reward cues influence financial risk
taking by altering anticipatory affect, and so identify a neuropsychological mechanism that may
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underlie effective emotional appeals in financial, marketing, and political domains.
Cited frequency: 87

18. Title: Risk and Volatility: Econometric Models and Financial Practice
Author(s): Engle, Robert

Cited frequency: 83

Full Text: 16

19. Title: Liquidity risk management and credit supply in the financial crisis

Author(s): Cornett, Marcia Millon

Abstract: Liquidity dried up during the financial crisis of 2007-2009. Banks that relied more
heavily on core deposit and equity capital financing, which are stable sources of financing,
continued to lend relative to other banks. Banks that held more illiquid assets on their balance
sheets, in contrast, increased asset liquidity and reduced lending. Off-balance sheet liquidity risk
materialized on the balance sheet and constrained new credit origination as increased takedown
demand displaced lending capacity. We conclude that efforts to manage the liquidity crisis by
banks led to a decline in credit supply.

Cited frequency: 77

Full Text: 17

20, Title: Managing financial risk in planning under uncertainty

Author(s): Barbaro, Andres

Abstract: A methodology is presented to include financial risk management in the framework of
two-stage stochastic programming for planning under uncertainty. A known probabilistic
definition of financial risk is adapted to be used in this framework and its relation to downside risk
is analyzed. Using these definitions, new two-stage stochastic programming models that manage
financial risk are presented. Computational issues related to these models are also discussed.
Cited frequency: 76

Full Text: 18
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http://elib.cnki.net/DetailHot/HotView.aspx?subCode=J159-248
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http://projects.cnki.net/DetailView.aspx?t=2&pc=551952017
http://projects.cnki.net/DetailView.aspx?t=2&pc=551952017
http://projects.cnki.net/DetailView.aspx?t=2&pc=551952017
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http://projects.cnki.net/DetailView.aspx?t=2&pc=551952041
http://projects.cnki.net/DetailView.aspx?t=2&pc=551952041
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http://projects.cnki.net/DetailView.aspx?t=2&pc=551952060
http://projects.cnki.net/DetailView.aspx?t=2&pc=551952070
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