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on whether this theory meets the stan-
dards described above—consistency, 
meaningfulness, and applicability. As  
a student of both classical finance and 
behavioral science, I found myself nod-
ding in agreement as the authors plainly 
articulated concepts that were familiar 
but previously abstract. 

CONSISTENCY
Various market premiums and anomalies 
have been well-documented, but to date 
they have been explained only through 
two extreme lenses. The classical finance 
lens generally interprets them as risk 
premiums and behavioral finance 
explains them as errors or biases. The 
key to the popularity theory is that it is 
consistent with both lenses. It recognizes 
the classical relationship between risk 
and return, but it also considers a 
broader set of rational preferences such 
as liquidity, tax efficiency, and reducing 

In the book Popularity: A Bridge 
between Classical and Behavioral 
Finance, the authors propose a theory 
that the popularity—a deliberately cho-
sen substitute for the word demand—of 
an asset is “a broad umbrella under 
which nearly all market premiums and 
anomalies fall.” They show this by ratio-
nally expanding beyond the traditional 
limitations of classical finance and also 
by drawing from certain pecuniary char-
acteristics of behavioral finance. This 
new framework is then tested empirically 
and further developed into a predictive 
model called the popularity asset pricing 
model (PAPM). 

The book does an exceptional job 
explaining the rationale behind the  
theory. It explains popularity as a con-
cept, as a bridge between classical and 
behavioral finance, and as a theory with 
empirical evidence. This review focuses 

Agood theory ought to have a few 
obvious qualities to distinguish 
it from a bad one. A new theory 

should be consistent, both internally with 
its own moving parts and externally with 
related theories already established. It 
should provide meaningful explanations 
for the phenomenon it attempts to 
describe. And it’s only as useful as far 
as it offers applicability to practitioners 
in its day-to-day use. Frankly, good 
theories are really hard to come by. 
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POPULARITY-BASED EXPLANATIONS OF PREMIUMS AND ANOMALIES
Premium/Anomaly Characteristic  
or Dimension of Popularity Popularity-Based Explanation

Equity premium Stocks are riskier than safe assets. Risk is unpopular.

Size Small-cap stocks are riskier than large-cap stocks. They are also less liquid, less well-covered, 
and have lower investment capacity.

Value Value stocks are often out of favor (unpopular), are less well-known, and/or operate in the 
less glamorous industries.

Liquidity Investors prefer more liquidity to less.

Severe downside risk Investors dislike large losses.

Low volatility/beta Active managers prefer high-beta stocks in hopes of outperforming benchmarks.

Momentum Attention-causing events create interest, which increases trading activity and liquidity and 
results in an unsustainable virtuous mispricing circle.

ESG Investors tend to avoid sin stocks and seek out responsible investments.

Competitive advantage, brand,  
and reputation

Stocks of companies with desirable attributes—competitive advantage, grand power, or com-
pany reputation—are sought out beyond their economic benefits.

Source: Based on Idzorek and Ibbotson (2017, exhibit 1)

Table
1
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tail risk. The theory also recognizes 
behavioral errors and biases but consid-
ers other rational investor preferences 
such as holding companies with durable 
brands or strong environmental, social, 
and governance characteristics. 

The idea that the popularity of an asset 
affects its pricing, and thus its return, is 
not new. But as the authors point out, 
popularity is often overlooked in the 
math of financial models. For this rea-
son, the authors examine empirical 
evidence to discover whether popularity 
provides an explanation for well-
documented market premiums and 
anomalies (see table 1). They find (and 
explain in great quantitative detail) that 
the results are consistent with the popu-
larity theory. In some cases, such as the 
direction and magnitude of the equity 
risk premium, it actually offers more 
clarity than previous explanations. 

In the authors’ words: 

A popularity-based asset pricing 
theory can be advanced either from 
a classical efficient market view, in 
which one assumes the market is  
efficient at pricing the rational dimen-
sions of popularity, or from an irratio-
nal view. In both interpretations of 
popularity, the winners hold the 

unpopular stocks (or other securities) 
and those who hold popular stocks 
are willing or unknowing losers.

MEANINGFULNESS
There’s no doubt that classical finance 
dominates the way in which academics 
and investment professionals think about 
asset prices. The Nobel prizes awarded 
for those models speak for themselves. 
And although behavioral finance has 
been earning its own credibility in the 
Nobel prize arena, it has not yet provided 
a full framework for understanding asset 
prices. Therefore, the authors’ attempt to 
embrace both sides of the spectrum (see 
figure 1) in a simple, coherent, and intui-
tive popularity framework is meaningful. 

It’s worth pointing out again that the 
reason the theory already seems so 
familiar to experienced professionals is 
they already recognize that securities 
have both risk and nonrisk characteris-
tics. They know that investors buy assets 
for financial and nonfinancial reasons. 
The innovation in this book is the frame-
work for quantifying it. 

APPLICABILITY
Finally, a new theory’s applicability to 
day-to-day use is the defining measure 
of its worth. Although the perfect mea-
sure of a security’s popularity doesn’t 

exist, the authors attempt to capture sev-
eral characteristics in their PAPM model. 
Those characteristics include the 
following:

 A The value of a brand
 A The company’s sustainable competi-

tive advantage (or economic moat)
 A Reputation

Although they admit these characteris-
tics are previously unstudied, the case 
is made convincingly with empirical 
data that they’re fairly good predictors 
of the effects of popularity. Simply put, 
the more popular the security, the lower 
the return; and the less popular the 
security, the higher the return. 

The PAPM is applicable in its current 
form with the characteristics described 
above. However, like any other good 
theory, it is open to more scientific eval-
uation. The definition of popularity, and 
the availability of data to measure it, 
strikes me as the area that’s least devel-
oped by the authors. Practitioners have 
an opportunity to improve upon this 
model, stimulating new thinking and 
research. 

I’m eager to follow how the definition of 
popularity evolves, how it’s measured, 
and ultimately how effective it is as the 
market pursues superior returns. 

Devin Ekberg, CFA®, CIMA®, CPWA®, is chief 
learning officer and managing director of 
content development at Investments & Wealth 
Institute. Contact him at dekberg@i-w.org.
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VENN DIAGRAM OF NEOCLASSICAL ECONOMICS,  
BEHAVIORAL ECONOMICS, AND POPULARITY

Source: Based on Idzorek and Ibbotson (2017, exhibit 2)
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