SUMMARY

The discrepancy between the rational hypothesis and reality of investment made the
researchers focusing on behavior and psychology, as an important part in financial theory. How
investors should behave and what are they doing, created the questions among the researchers
which is the platform of behavioral finance (BF). BF is formulated as a new branch of theory,
combining the knowledge of psychology, economics and other social sciences (Bernheim,
Douglas, 2008). When making decisions under uncertainty and risk conditions, people
experience the effect of different illusions, emotions, false perception of information and other
"irrational" factors (Guzaviciusa, et al, 2014).

First chapter introduces my research topic. Due to the integration of various scientific
knowledge, this research studies individual investors’ behavior as an alternative way to study the
stock market anomalies rather than efficient market theories. The author investigates the
tendency of Bangladeshi investors to hold losers too long and sell winners too soon which is
known as disposition effect (DE). Among the other behavioral heuristics, DE is the most
documented bias all over the world. Disposition effect is caused by a combination of prospect
theory, mental accounting, regret aversion, self-control issues and mean reversion.

The results demonstrate that Bangladeshi individual investor has a historical preference
for realizing their winning investments more than their losing one’s. This study also tests the
disposition effect of traders on the basis of acquired and inherent experiences and then judges the
role of investors’ personal and demographic characteristics on trading decision. The main
objective of this study is to find out the differences in this bias across individuals and their

relationship with personal characteristics.



On the basis of the findings of previous researches, I predict that differences in investor
sophistication and trading frequency are responsible for the variation in individual disposition
effect. Using financial and occupational variables as proxies for investor sophistication, I find
empirical evidence that wealthier individuals and individuals employed in professional
occupations exhibit a lower disposition effect. Consistent with experimental economics, trading
frequency also tends to reduce the disposition effect. This study provides guidelines for
investment advisors, regulators, and investment communities to utilize our findings and help
investors make better decisions. The study would be also useful for the investors group who are
actively involved in stock market and the group of people who are thinking to start investment in
stock market.

The next chapter presents an overview on the Bangladeshi stock market and the investors.
As an emerging market, Bangladeshi investors are less experienced. In the recent years,
Bangladesh capital markets have been witnessing a good growth phase. Two exchanges, Dhaka
Stock Exchange (DSE) and Chittagong Stock Exchange (CSE), have been more organized and
active during the recent years. As trading volume and amount are increasing rapidly, riskiness
and volatility have also gone up in the stock markets. Therefore, with the increasing size and
volatility of the markets, the need to study the psychology of individual investors in terms of risk
perception, investment, stock market environment, has become very important in order to predict
the future direction or future possible movement of the market.

The market capitalization, official procedures to maintain a BO account for foreigner and
Bangladeshi investors are described here. Investors demographic characteristics like sex, age,

account age, target profit, account value, education level etc. are presented here.



The following chapter reviews some literatures about the discovery of disposition effect.
Started with Shefrin and Statman (1985) a list of researchers has studied the presence of
disposition effect on the basis of hard evidence and influence of individual investor’s
sophistication. Recent researchers have tried to find out the factors or determinants that provoke
the magnitude of disposition effect.

Next, the data, methodology and hypothesis are provided. I calculate 125 individual
investors’ daily transactions using a large brokerage account database between 2011 and 2016 in
Bangladesh. Dhaka Stock Exchange and Chittagong Stock Exchange daily stock file are used for
price determination and for the calculation of loss and gain. Descriptive statistics and summary
statistics on investors are mentioned here. For calculation, I follow the odean’s (1998) method.
The main hypothesis is that investors tend to sell their winners and hold their losers. That means
proportion of gains realized (PGR) should be greater than proportion of losses realized (PLR). In
equation it is stated as: PGR > PLR (For the entire period). There are other three bilateral
hypotheses to be tested. Trading frequency is reversely related to the magnitude of the
disposition effect. (1) Trading frequency is reversely related to the magnitude of the disposition
effect. (2) Experience related to sophistication lowers the disposition effect. (3) Individual with
professional occupation and higher income show less DE than individual with non professional
and lower income.

The following chapter consists of empirical results and discussion. For finding out the DE,
I calculate PGR and PLR for the entire data set. [ also estimate PGR and PLR where the data is
partitioned by sex and trading activity. Disposition effect is calculated when the entire position in
a stock is sold and when no new stock is purchased within three weeks of sale. Calculation of

average returns provides an overview of evidence on the performance of all gaining and losing



stocks. Then I perform regression analysis to analyze the relationship between investor personal
and demographic characteristics and the disposition effect. From the findings, it is established
that Bangladeshi investors show a historical preference for gain realization. Male, aged and
wealthy investors are more inclined to realize gain. Again, professional and investors with high
income show more preference.

Finally the last chapter provides the conclusion of the findings of the study. The author
gives some recommendations on the strategies for the development of stock business and for

making profit of individual investors.
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