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Literature suggests the existence of framing effect throughout decision-makers when forecasting stock price vs
stock return, thereby making estimates of price and return heterogeneous, although these two values must be
equivalent representing each other. However, the solution to the mentioned anomaly is understudied. In our
experiment, we try to shrink the effect down by suggesting the treatment group jointly forecast price and return.
We compare their forecasts with those who are subject to forecast either price or return only (control groups).
Results hypothetically confirm that the jointly estimated price and return by the treatment group are significantly
equivalent - though not necessarily mathematically equal
– while the separately estimated price and return by control groups significantly deviate from each other.
Therefore, results hypothetically, economically confirm that the joint forecasts lie somewhere in between the two
separate forecasts.

Keywords: Framing Effect, Return, Price, Forecast, Solution.

How to cite the article:
A. Eyni, Possibilistic Think of Both Price and Return to Mitigate Framing Effect on Forecast (working paper), J.
Practical Audit., 2021; 2(6): 07-12,

1. Introduction
Normative theorists have developed several
prescriptive theories on how the rational decisionmaker must take optimum decision to come up
with the best trade- off between risk and return,
e.g. Expected Utility Theorem (Bernoulli, 1954),
etc. Having said that, in practice, many anomalies
are observed which show eye- catching biases
from those classical theories, e.g. Prospect Theory
(Kahneman & Tversky, 1979), Myopic Loss
Aversion (Benartzi & Thaler, 1995), etc.
Behavioural finance, in specific, tries to understand
these anomalies, provide social/psychological
explanations to these irrationalities, and predict
behaviour based on the findings. Of the major
limitations suggested by behavioural studies are
cognitive biases that can lead exertion of irrational
decisions and judgments (Haselton, Nettle, &
Andrews, 2015). Several fallacies are classified
under cognitive bias of which is Framing Effect
(Tversky & Kahneman, 1981; Kahneman &
Tversky, 1984; Quattrone & Tversky, 1988).

Framing Effect is considered as cognitive bias
where different wordings to shape up facially
different but logically equivalent questions may
trigger inconsistent and sometimes completely
contradictory answers (Rabin, 1988). This bias can
take place among investors in financial markets,
thereby making loss after a wrong decision,
judgement, or forecast. Glaser, Langer, Reynders,
and Weber (2007), and Glaser, Iliewa, and Weber
(2019) showed that this can easily happen by just
switching the word ‘price’ to the word ‘return’ in
the question they asked from participants, while
having kept the rest of the information provided
unchanged. Price and return should normally be
consistent with each other, that is
However, the latter studies reveal a surprising
contradiction, where this two-way logic between
price and return does not hold when participant
forecast future stock price and return.
Other pieces of research on this topic have also
showed significantly influential role of framing
effect in making deviated economic decisions and

J. Practical Audit. Acc., 2021; 2(6): 07-12

|7

investment approaches. For instance, Weber,
Keppe, and Meyer-Delius (2000) found out that
negative versus positive framing effect can develop
different market prices. Hence, framing effect is
able to stimulate different trading patterns
(Kirchler, Maciejovsky, & Weber, 2005).
Given this shortcoming, many well-known survey
inventories that directly elicit price or return
forecast are prone to record inaccurate answers by
framed participants. Glaser et al. (2007) argue that
this is the case. Of these surveys “are the
Duke/CFO Business Outlook survey, the Surveys of
Consumers of the University of Michigan, and the
UBS/Gallup survey” (Glaser et al, 2007), etc.
These findings indeed necessitate seeking
solutions to the problem. Financial environment is
subject to various uncertainties, and psychological
effects (e.g. framing effect) deteriorate the
situation. Therefore, the less existence of
destructive factors and the effects, the more
accurate judgments, predictions, and investment
decisions are made, thereby lowering the loss.
Here, we try to introduce a measure to alleviate the
framing effect in the occasion of financial decisionmaking which can be stretched to other similar
circumstances as well.
Having said that, this is not the first study to find a
way to overcome framing effect. For instance,
Druckman (2001) performed a study in this topic.
Results of his experiments show that, if decisionmakers are provided with some “credible advice”,
they can largely, or even completely, overcome
framing effect. By credible advice he means, some
additional advice on how to make a given decision.
Glaser et al. (2007) also suggest relevant education
as a remedy to framing effect. These findings are in
line with each other in a broad context.
In this study, we seek a more to-the-point, rather
than general, tactic to lessen the framing effect in

the instance of forecasting price or return.
Exploiting Druckman’s (2001) finding, the
question is, can incorporating a piece of credible
advice help investors predict future price/return
less affected, or even unaffected, by framing effect?
However, this is just a general way of iterating our
measure based on Druckman’s finding that shows
the fundamentals of the present research idea and
hypotheses. Later, we will elaborate on what, in
exact, we consider as credible advice in our
research and how we will insert it to our study.

2. Background and Model
Suggesting a solution to the framing effect while
predicting price/return in financial market is the
driving force to conduct the present study. Glaser
et al. (2007; 2019) have contributed to developing
our intention. In 2007, they performed an
experiment where Business Administration
students participated. Half of the subjects were
explicitly asked to estimate future return and the
other half were, instead, asked to estimate future
price level. A set of seven time-series showing past
price development of stock indices were employed.
The study showed that, participants who were
instructed to forecast return predicted more
extreme future behaviour in line with the stock
overall past trend compared to those instructed to
forecast price level. In other words, for the time
series with upward trend, participant in the
return-mode questionnaire predicted a higher
return in the future compared to the price-mode
questionnaire
respondents.
Virtually
symmetrically, for the time series with downward
trend,
participants
in
the
return-mode
questionnaire predicted a lower return in the
future compared to the price-mode participants
(Glaser et al., 2007).

Fig 1: Framed Prediction of Stock Price versus Stock Return
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Observing this inconsistency, Glaser et all (2007)
cast doubt on the results of surveys which directly
elicit expected stock price level; such as
“Livingston Survey of the Federal Reserve Bank of
Philadelphia, or the ones which explicitly elicit
expected return, e.g. the Surveys of Consumers of
the University of Michigan, the UBS/Gallup survey,
and ZEW Bankprognosen survey” (Glaser et al.,
2007), etc. They also state that the surveys that ask
about price level are more subject to undergo
mean-reversion
than
their
return-mode
counterparts are.
In 2019, Glaser et al. conducted an extended study
on the topic. This time, in addition to asking about
future price or return, they tried to stimulate
framing effect via providing different sets of
information for return and price separately.
Results showed that, framing effect still holds;
however, this time, participants who were
provided with return charts (return-stimulus) and
instructed to estimate future return (return-task)
predicted lower returns than those who predicted
price level (price- task). On the contrary,
participants with price charts in hand (pricestimulus) predicted higher returns than those
predicted price level. This confirms that, in
addition to the way a given question is worded, the
set of information provided to the respondents can
also be a source of framing effect (Glaser et al.,
2019).
Overall, regardless of the stimulation method,
there is a clear difference between prediction of
return and prediction of price, which depends on
whether participants have some signs, or
information representing either return or price
level. Among all stimulus-task compositions,
prediction with highest accuracy was made by
price -stimulus/price-task participants and returnstimulus/return-task participants, which implies a
potential remedy to
the framing effect in forecasting price or return. In
other word, Glaser et al. (2019) imply that market
participants had better have return information
while estimating future return, and have price
information while estimating future price.
It should be said that, there are doubts on the
methodological approaches applied in these sorts
of experiment to determine framing effect. That
says, in these types of experiment, participants are
kept isolated from receiving further information,
advice, communication, etc. Therefore, the level of
framing effect captured in these experiments is
exaggerated (e.g. Reilly, 1982; Thaler, 1987).
Having said that, not always a relevant, wellformatted, informative set of information is at
hand. Additionally, the viewpoint Glaser and
colleagues (2007, 2019) maintain to overcome
framing effect is just a subjective view of solving
the problem, that is, predictors know what they

are to predict (price or return), and given these,
they subjectively retrieve the most appropriate
information in line with what they are going to
predict. However, firstly, in reality the lack of
information is ubiquitous, thereby uncertainty
about the probability of risky outcomes (Ellsberg,
1961; Rigotti & Shannon, 2005), which is of
inseparable characteristics of financial markets.
Therefore, even if we know what problem we are
to solve, we might not have the most appropriate
content and format of information to address the
problem.
Secondly, despite the popularity of belief in
rational-analytical approach in financial decisionmaking,
in
today
increasingly
volatile
environmental, intuition highly contributes to
financial performance (Khatri & Ng, 2000). In this
sense, as Khatri and Ng (2000) say, one may
intuitively synthesize limited isolated sets of data
into an integrated picture. Given this, it may be
virtually concluded that, intuition may be able to
desirably overcome barriers of making quality
decisions, e.g. via thinking more comprehensively.
Framing effect is an inner psychological cognitive
limitation, which defects the accuracy of a given
estimation (Bartels, 1998). Although we could help
framing effect by obtaining external measures such
as education, advice, relevant materials, etc., we
need to be able to tackle it internally (intuitively)
as well.
In this study, we apply and evaluate a measure to
internally improve forecast based on whatever
active and potential information and ability a
predictor currently has with no access to further
and/or edited information.
Earlier, a study conducted by Druckman (2001)
was mentioned. He suggests “credible advice” as a
tool decision-makers can be armed with, thereby
knowing more about how to make a given decision
better. This can be considered as an example of the
more general suggestion by Glaser et al. (2007),
where they offer education (financial education in
this case) as a way to mitigate framing effect.
Druckman (2001) shows that, preferences made
by Democrats and Republicans, who systematically
receive (credible) advice from their respective
parties, were just slightly affected or almost
unaffected by framing effects as opposed to
Independents who do not receive any party advice.
Using Druckman’s suggestion, we argue that, if
market participants can benefit from piece(s) of
credible advice, they may be able to cope with the
framing effect as well, thereby making more
accurate price/return forecasts. Comparatively,
regarding the study of Glaser et al. (2007), we
hypothesize that more accurate forecasts (less
framed or unframed forecast) must lie somewhere
between separate estimations by unadvised return
forecasters and price forecasters.
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Fig 2: Research Conceptual Model

Additionally, as it can be seen in Glaser et al.
(2007; 2019), it is possible that either of return or
price estimates is unaffected by framing effect
while the other one is framed. Hence, to stay in the
safe margin, we also consider it possible that one
of the return or price forecasts remains unaffected
by framing effect. Therefore, we include the two
extreme ends (unadvised return and price
estimations) in our hypothesized intervals. We
consider it unlikely that the unframed results lie
somewhere out of the two framed extremes.
It should be beard in mind that, we consider the
participants in the study by Glaser et al. (2007) as
forecasters without what Druckman (2001)
considers as credible advice. This is the case
because the participants were just provided with
the initial information (line charts) about the stock
past price behaviour in the questionnaires and
nothing more as advice.

Proposition 1. For line charts with upward price
trend, credibly advised prediction of price/return
is equal or greater than unadvised price forecast
and equal or smaller than unadvised return
forecast.
𝑈𝑈PF ≤ 𝐴𝐴F ≤ 𝑈𝑈RF

Proposition 2. For line charts with downward
price trend, credibly advised prediction of
price/return is equal or smaller than unadvised
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price forecast and equal or greater than
unadvised return forecast.
𝑈𝑈PF ≥ 𝐴𝐴F ≥ 𝑈𝑈RF

Furthermore, since both values are to be jointly
calculated by each subject in the treatment group,
the two forecasts are highly likely to be compatible
with each other, or in other words, the difference
between the two forecasts is likely to be negligible,
if at all not zero. The reason can be explained by
the possible correlation in this case, as the decision
maker may have sufficient knowledge of the field
so they know these two values should not deviate
from each other. Secondly, subjects may take their
own price forecast as reference point to calculate
the corresponding return. Therefore:
Proposition 3. The difference between price and
return forecasts in the treatment group
converges towards zero.

It should be clarified that this study does not
directly seek a remedy to lessen the gap between
the predictions and the future realized
price/return. It rather seeks a way to alleviate or
eliminate the inconsistency between predicted
price and return (framing effect), absence of which
may consequently lead more accurate predictions
compared to the future realized values (grey areas
in Figure 3).
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Fig 3: Visual Illustration of Hypotheses

3. General Discussion
Previous studies document framing effect in the
instance of forecasting future price or return using
price development of a given stock. This finding, in
fact, is the motivation to perform this research to
study a possible solution to alleviate the focal
discrepancy.
In this study, we examine if predicting both price
and return of a stock can significantly narrow
down the difference between the two values or
not. We also study if the joint values fall in between
the separate values or not.
Overall, we expect that this study is able to relax
the framing effect across the treatment group. As a
result, a practical suggestion for the financial
market activists would be that, whenever they are
to estimate future price of a stock, they had better
calculate the return as well, and the farther future
they are going to foresee the more careful they had
better be about the incorporation of both price and
return rather than just one of the two. Thinking
about the future return may potentially moderate
one’s opinion about the future price and vice versa.
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