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Fig. 1 Description on economic facts of China and the United States
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Table 1 The general equilibrium model of excess liquidity and global imbalances
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Table 2 The ten propositions in this paper
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Fig. 4 Theoretical explanation of eight facts listed in figure 1
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Perceived risk and overconfidence of structured financial products investors

WANG Zong-run' CHEN Xi' DENG Song-hai’
1. Business School of Central South University Changsha 410083 China,
2. School of Mathematics and Statistics of Central South University Changsha 410083 China

Abstract: This paper quantifies the risk of structured financial products by the perceived risk measures based
on the standard measures of risk and then constructs risk perception and decision making models of individual
investors for structured products. Moreover the psychological bias of overconfidence is introduced to explore
the mechanism how the bias affects investors’ perceived risk. The paper finds that overconfident investors be—
lieve in private signals and underestimate the variance of noise in private signals which affects their expecta—
tion of the underlying asset price of structured financial products. Then the overconfidence bias leads investors
to overestimate the probability of getting a better return. With the increase of overconfidence the overvaluation
of the probability is intensified which eventually leads to lower perceived risk.
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Abstract: The paper builds a general equilibrium model to study excess liquidity and the global imbalances.

The impacts of factors such as excess liquidity savings consumption financial development and economic
growth on the world economy are analyzed and ten important propositions are proposed. The model can theoret—
ically explain phenomena in the world economy comprehensively scientifically and reasonably. The conclu—
sions obtained can not only cover the main viewpoints of the relevant literature but also reveal the development
logic of today’s world economy by infiltrating the theories into the four links of social reproduction. The United
States freely acquires the fruits of the development of world economy by makinguse of his international reserve
currency. The United States makes a profit from fictitious economy by exchanging with the real economies of
other countries according to his comparative advantage. This supports the excessive consumption in the United
States and leads to the US current account deficit which contributes to global imbalances. The United States
has the main responsibility for the financial crisis.
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