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This Paper in Context
Behavioral/Household Finance: Interesting behaviors in household portfolio choice

◦ E.g. Too much trading, underdiversification, disposition effect, underperform index funds (Barber & Odean (2013))

◦ Interpretation: Suboptimal due to non-standard preferences or deviations from full-information rational expectations

◦ Open question: Do these behaviors aggregate to impact asset prices?

- Do large groups of households (by AUM) exhibit these patterns?
- Do sophisticated investors trade against and undo these patterns?
- Hard to answer “What would prices look like if households behaved differently?”

Demand System Asset Pricing: New methods to study implications of heterogeneous investor demand

◦ Most studies focus on U.S., institutional investors due to data availability (Koijen & Yogo (2019))

- SEC Form 13F: Stock-level holdings for institutional investors with ≥ $100 million AUM

◦ Limitation: Lack granular data on households

- Usually included in residual sector with non-13F institutions

This paper: Apply demand system to granular household holdings data in Norway
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Summary

Great data

◦ Norwegian Central Securities Depository

◦ Observe all owners of every listed security on Oslo Stock Exchange

- 13F data in U.S.: 30% of market share held by investors outside data

Estimate Koijen & Yogo (2019) asset demand system

Main result: Households contribute significantly to volatility

◦ 26% of (value-weighted) cross-sectional volatility

- Second most after institutions (39%)
- More than market share (18%)
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Overall: Very Interesting Paper
Great data on household holdings

Paper nicely shows that, at a high level, household demand impacts asset prices

◦ Is this surprising?

- Happens in many models, even if households are not the marginal investors
- As long as intermediaries face some frictions

◦ Contribution is quantitative

But do interesting behaviors in household portfolio choice quantitatively matter for asset prices?

◦ Should we include these behaviors in asset pricing models?

◦ Or are they a “side-show”?

Discussion: Suggestions on how to exploit granularity of data to deepen the analysis

◦ Do behaviors from literature extend to broader household sample?

◦ What are asset pricing implications of these behaviors?
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Do Behaviors from Literature Extend to Broader Household Sample?
Do these Norwegian households

◦ Trade too much, underdiversify, display the disposition effect, underperform index funds, etc.

What proportion of household AUM behaves like this?

Is there interesting heterogeneity?

◦ Paper: Gender, wealth, age

◦ Potentially: Education, market experience, industry of employment

Are these behaviors quantitatively important for household portfolio choice?

◦ Koijen & Yogo (2019): Significant portion of demand not explained by common stock characteristic

◦ Do these behaviors explain latent demand?
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What are Asset Pricing Implications of These Behaviors?

Asset demand system enables quantification via counterfactuals

Can quantify impact of these behaviors on prices, volatility

◦ Shut down excessive trading by households→ How much lower is cross-sectional volatility?

◦ Shut down the disposition effect for households→ How much less price-elastic do they become?

◦ Shut down heterogeneity across households (all invest like richest)→Which stocks benefit?

These analyses address: Do interesting behaviors in household portfolio choice matter for asset prices?

◦ Inform how we model households in asset pricing theories
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Minor Comments

Why is beta calculated with respect to an equal-weighted (not value-weighted) market index?

Why use only latent demand in price-informativeness regressions?
◦ Investors’ loadings on stock characteristics may also have information about their beliefs

◦ Koijen, Richmond & Yogo (2024) predict cash flows using entire demand shifter term

Time-series variation in latent demand is difficult to interpret
◦ Estimated latent demand is relative to the cross section (i.e. demeaned within investor-quarter)

- So across time, total residual preference or belief for this stock may rise while latent demand falls

◦ Shows up in two places:

- Stock fixed effects in price-informativeness regressions
- May consider Koijen, Richmond & Yogo (2024) cross-sectional approach

- Decomposition of which sectors drive aggregate changes in latent demand
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Conclusion

Very interesting paper

Granular household holdings data

◦ Can assess if behaviors documented in behavioral and household finance literatures aggregate to impact asset prices

Main comments

◦ Suggestions on how to exploit granularity to deepen the analysis
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