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Abstract:

An extensive literature going back to De Long et al. (1990) views individual investors as noise traderswith low information and
behavioral biases, who can move prices away fromthe intrinsicvalue. The goal of this study was to assess theinteraction be tween
individual investors andstock returns in the Iranian stock market along the following dimensions: First, the relation between the
individuals’ intensive trading and the past returns was evaluated to see whetherthose investors were momentum or contrar ian
traders. Second, the predictability of subsequent short-termreturns by the individual investors’ intensive trading was investigated.
The individuals were foundto havereacted to high past returns with more trading in the consecutive weeks. Morespecifically, the
short-termreturns of'stocks could predict the eruption in the individuals® intensive trading, but notnecessarily their directions
(buyingor selling). However, contrary to some studies, no relation was found between theshort-termreturns and the individual
investors’ intensivetrading.

Keywords: Trading behavior, Individual investors, Short-Term returns, Momentumand contrarian trading, Emerging markets.

Introduction:

One of the controversial questions among researchers has been always the relation between individual investors’ behaviors and stock
returns. Several studies have examined whether past stock returns affect individual investors’ trading behaviors and whether their
trading behaviors affect future returns. Our goal was to assess the short-horizon relations between stock returns and individual
investors' behaviors in the context of the Iranian stock market.

Method and Data:

In this research, tradings of the individual and institutional traders were studied by using the data obtained from the “RahavardNovin
3” database and Tehran Stock Exchange (TSE) library. The data included 10 years of the daily individual and institutional buy and
sell volumes for a large cross-section of the TSE-listed stocks between January 2009 and September 2017.

Following Kaniel et al. (2008), a daily measure of net individual investor trading was defined by subtracting the value of the shares
sold by the individuals from the value of the shares bought and standardized by the average daily Rial volume. Net Individual
Trading (NIT) for Stock i on Day t can be defined as follows:
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Individual buy Rial volume; , — Individual sell Rial volume; ,

NIT;, =
Lt Average daily Rial volume in previous year;,

where the denominator is Stock i’s average daily Rial volume for the year ending on Day t—1. For most of the work on the short-
horizon predictability of returns, the measure was acarecated to weekly frequency to be compatible with the previous literature.

The first method. which investicated the dvnamic relationshio between NIT and returns. we looked at the nast maanitude of NIT for
each stock in order to determine whether the NIT was “intense.” Specifically, every week, we put each stock into 1 of the 10 decile
portfolios formed by comparing the NIT value of the stock that week to the NIT values of the same stock in the previous 9 weeks.
When the NIT measure of that week was more nedative than the NIT measures of the same stock in the previous 9 weeks, the stock
was put into decile 1 (most intense sellina) and when the NIT measure was more positive than the NIT measures of the same stock in
the orevious 9 weeks. the stock was put into decile 10 (most intense buvina) for that week.

In our second method, the predictability of weekly returns was examined by using a double-sorting strateay and forming 25
portfolios by independentlv placina the stocks into 5 auintiles based on their weekly returns and 5 quintiles based on their NIT decile
rankinos for the week. Furthermore, to assess whether the NIT-return relationship was independent of volume, the analysis was
repeated by placing the stocks of each week into 5 aquintiles of NIT and 5 quintiles of turnover. Assianing a stock into a turnover
auintile in a aiven week was similar in nature to the wav the stocks were assianed into NIT auintiles each week (the turnover of stock
in a certain week was compared to that of the same stock in the previous 9 weeks). Twenty five portfolios were formed as the
intersection of the 5 turnover quintiles and the 5 NIT quintiles and their excess returns in the followina week were calculat ed.

Finally, in the third method, to examine the turnover, NIT, and past returns simultaneously, Fama and M acBeth (1973) regressions
were estimated, where the returns in Week t were regressed on the returns, NIT, and turnover in Week t-1.

Findings:

The individual investors were found to have tended to trade intensively after positive stock returns. In other words, the past returns of
the stocks could predict theindividual investors’ intensive trading volume, but not the directions of the trades (in terms of buying and
selling). Furthermore, the individuals’ intensive net tradings were not predictive of future returns.

Conclusion anddiscussion:
The individual traders in Iran’s stock market were neither momentum nor contrarian traders but seemed to be trend followers. Also,
the individual investors’ intensive net trading did not seem to be associated with future stock returns.
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Table (2) Summary Statistics of Individual and Institutional Trading
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Table (3) Summary Statistics of Individuals’ Trading Imbalances from September of 2009 to September of 2018
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Table (4) Summary Statistics of NIT in Portfolios of Intense Buying or Selling by Individuals Imbalances from
September of 2009 to September of 2018
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Figure (1) Relative Time-Series Mean of Trading Portfolios’ Prices in the Previous Intervals of Individual
Intensive Trading
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Table (7) Return Predictability: Fama—MacBeth Approach
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