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Prospective utility and equity premium puzzle*

Eom, Cheoljun?
Ph.D., School of Business, Pusan National University

Abstract

This study empirically investigates the new explanation on the equity premium puzzle by
combining the myopic loss aversion and prospective utility based on Benartzi and
Thaler(1995)* s approach in the Korean stock markets. In a perspective different from
existing domestic studies, the existence of equity premium puzzle is verified by figuring
out the evaluation periods (assets’ holding periods) that makes the investment
attractivencss between risky asscts (stocks) and risk—-free asscts (bonds) identical. According
to results, the evaluation period in which the prospective utility of risky assets (stocks)
and risk-free assets (bonds) becomes the same in the Korean stock markets is verified as
7 to 9 months. Consequently, these results suggest that the equity premium puzzle through
the myopic loss aversion may be explained by that investor’ s investment into the
risk-free assets (bonds) is due to a short-term and more frequent evaluation periods for
risky assets (stocks).

Keyword : Equity premium puzzle, Myopic loss aversion, Prospective utility, Bootstrap
simulation
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