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THE INFLUENCE OF STOCK ATTRIBUTES
ON INDIVIDUAL EQUITY INVESTOR'S BEHAVIOR

Behavioral finance investigates the role of psychological and economic principles on investor
behavior, which traditional finance lacks. Although plenty of researches have been conducted on
trading behavior of individual investors, research on the influence of stock attributes on equity
investor's behavior is sparse. This study bridges this gap by analyzing the stock related attributes
that influence the investment behavior of individual equity investor. The study proposes a conceptu-
al model to examine the influence of stock attributes on individual equity investor's behavior.
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Myxamman Taasxa Hacim Ymman, Impan Ani, Myxamman Ilapadar Baxin

BILIMB PI3HOMAHITHUX XAPAKTEPUCTUK AKIIII HA
IHOBEAIHKY ITPUBATHHNX IHBECTOPIB HA PUHKY

Y cmammi npodemoncmposano, axum “uHoM noeedinkoei (hinamcu euevaromv 6nAU6
HCUXO0A02IMHUX MA eKOHOMIMHUX (hakmopie Ha noeedinKy ineecmopié Ha puHKy. Xoua noeediHky
npueamuux ineecmopis Ha HoH0060My PUHKY 00CAI0NHCEHO OOCUMb WUPOKO, BNAUE PI3HOMAHIMHUX
Xapaxmepucmuk aKuiti ma camux 06 €Kmie iH6eCmyeaHHs HA NPUGAMHUX IHBECINOPIE NPAKMUYHO
He docaioxcero. Jlana cmamms 3anoHIo€E uell npodia WAAXomM anaizy pisHomanimuux gaxmopie
eénauey Ha noeedinky npueammux ineecmopie. IIpedcmaeaeno Konuenmyaavny modeas
OUIHIOBAHHA BNAUBY YCbO20 HAOOPY hakmopie Ha noeedinKy npueamHux iHéecmopie Ha PUHK).
Karouoei caosa: xapakmepucmuku axyiti; npueamuuil ingecmop; no8ediHKoei (iHaucu.

Puc. 1. Jlim. 45.
Myxamman Taasxa Hacum Ynnan, Umpan Amu, Myxamman Illapadar Baxun

BJIMSTHUE PA3JINMYHLIX XAPAKTEPUCTUK AKIIUIA HA
INOBEAEHUE YACTHBIX THBECTOPOB HA PbIHKE

B cmamve npodemoncmpuposano, kaxum oopazom nogedenteckue puHarco! uzyHarom ausHue
HCUX0402UHMeCKUX U IKOHOMUHECKUX (haKmopoe HA noeedeHue UHEeCcnOpos Ha puitke. Xoms nogedeHue
YACMHBIX UHBECMOPO8 HA (YOHO0BOM DbiHKE UCCAe008AHO 0060AbHO WIUPOKO, GAUSAHUE PAMUMHBIX
Xapaxmepucmux aKuuil u camux 006eKnoe UHGeCMUPOGAHUsl HA YACHHbIX UHBECTNOPO8 NPAKMUYECKU
He uccaedogano. Jlannas cmames 3anoansiem 3mom npobea nymem aHAAU3A PAMUMHBIX (haKmopos
GAUAHUA HA nogedeHue 4acmuvix uneecmopos. Ilpedcmasiena konuenmyaavHas modeav oueHKU
GAUAHUA BCe20 Habopa ghakmopoe Ha noeedeHue HacMHbIX UHBECINOPOG HA PbIHKe.

Karoueevie caosa: xXapakmepucmuku a/cuuﬁ; YaACMHbLIL uHeecmop; noeedenueckue @MHGHCbl.

1. Introduction. Decision-making is a complex process and efficiency of deci-
sions depends upon emotional stability of a decision maker. Investors in no exception
are induced by his/her intuitive feelings and emotions in making decisions in uncer-
tain and complex situations. Hirshleifer and Shumway (2003) found an interesting
significant correlation between local weather and investor behavior. This can be
attributed to the field of behavioral finance, which promotes the integration of psy-
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chological factors on financial decisions at capital markets. Behavioral finance is one
amongst the latest developments in the field of finance which is challenging the long
held theories of traditional finance that explains the behavior of investor and move-
ments at capital markets. Muth (1961) presented efficient market hypotheses (EMH)
which states that financial markets are 'informationally efficient' and an investor can-
not earn abnormal returns consistently, and that existing stock prices incorporates all
the prevailing information. These theories fail to explain the statistical anomalies of
price movements at stock markets and draws unrealistic and narrow view of market
participation as described by Malkiel et al. (2005).

This study contributes to the existing literature on behavioral finance. Firstly,
majority of existing literature on behavioral finance roam around institutional
investors due to their high contribution into financial markets and less focus has been
given to individual investors. This study investigates the behavior of individual equity
investors. Individual equity investors are very important particularly for those stock
exchanges that are known for their speculative bubbles and marketing making prac-
tices by large investors. In countries like Pakistan stock exchanges do not follow
macroeconomic movements as identified by Ali et al. (2009) and stock exchanges are
not considered safe for investment. Secondly, prevailing research in individual
investor investigates the effects of cognitive bias on investor decision-making, e. g.
Odean (1999) found that an individual investor lean to trade aggressively, take more
risks, and make poor investment decisions. Thirdly, there is a need to integrate
investor behavior and consumer behavior. An investor being also a consumer of com-
pany's products considers the significance of investing in the same corporation.
Aspara and Tikkanen (2008) noted that same investors who engage in trading stocks
of a particular corporation also adopt behavior of consumption of products of the
same corporation.

2. Theoretical Discussion and Development of Conceptual Model. Ample litera-
ture is available on behavioral finance discussing the effects of psychological factors
on individual investors' behavior. For instance, the works by Tyevsky and Khneman
(1992); Nagy and Obenberger, (1994); Shiller (1999); Hodge (2000); MacGregor et
al. (2001); Shanthikumar and Malmendier (2003); and Statman et al. (2008) dis-
cussed the role of various psychological affects on investment decisions. However, less
work is available so far identifying company-related factors motivating investors to
invest ain particular company. Some recent researches, e.g., Frieder and
Subrahmanyam (2005); Helm (2007); and Aspara and Takkanen (2010) created the
interface between marketing and behavioral finance to test the relationship between
corporate reputation, product design, perceptions of a company and its brands with
investor behavior. Let us consider the theoretical relationship of individual stock
attributes on investor behavior.

2.1. Dividends Yields and Investor Behavior. Lee (1992) and Barber and Odean
(2006) held that dividend events induce retail investors attention-driven buying and
that retail investors exhibit abnormal behavior following dividend announcement.
Lee (1992) also found that small traders buy after earning surprises, weather good or
bad and that they react later than large investors do. Shefrin (2000) inserted that
investors enthusiastically and actively sought those stocks that offer higher dividend
and growth, termed as value stock. Allen and Michealy (2003) asserted that dividend
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could affect the activity of a stock at a market. Brave et al. (2005) reported that indi-
vidual equity investors prefer dividend-paying stocks. Current research also hypothe-
sizes that individual equity investors are influenced by higher dividend announce-
ments and yields in their investment decision process.

Proposition 1: Individual equity investor decision-making is positively influenced by
higher level of dividends and yields offered by a stock.

2.2. Management Team Competency and Investor Behavior. Management compe-
tency is another attribute that individual equity investor may consider in making his/her
investment decisions. Competent management holding good skills is indispensable for
the growth of business at higher level of success. Competency and commitment of man-
agement can be ensured by a share ownership and other performance based induce-
ments. Managers with demonstrated talents having successful career records convey a
clear message to investors to take advantage. Murphy and Soutar (2004) investigated the
effects of management competency as one of the strongest attributes that influences
investment behavior of individual equity investors. Ali et al. (2010a) also stressed the
importance of knowledgeable employees to achieve better organizational outcomes.

Proposition 2: Individual equity investor decision making is positively influenced by
management competency of corporate managers.

2.3.Industry/Sector and Investor Behavior. Literature supports that industry
structure is a key factor for growth and effects firm performance and hence provides
an incentive for investors to invest in that industry. Industry structure includes inten-
sity of competition among rival firms. Intense competition in any industry can cause
prices go lower than costs and industry wide losses. Factors contributing to intensity
of rivalry in an industry include diversity of competitors, firm concentration, entry
and exit barriers and excess capacity (Scherer, 1980; Porter, 1980). Dreux (1992), and
Wright et al. (2001) also held that growing industries are evaluated as an attractive
investment opportunity by equity investors.

Proposition 3: Individual equity investor decision making is positively influenced by
growth perceptions of an industry or a sector to which a corporation belongs.

2.4. Knowledge about Company and Investor Behavior. Knowledge about compa-
ny's products and services and personal experience of consuming corporate products
is another important attribute that individual equity investor incorporates in their
investment decision-making. Similarly, satisfied and loyal investors purchase more
products of the same corporations. Murphy and Soutar (2004) found that investors
prefer the stocks of those corporations for which they have personal experience or
knowledge, they also play more value for knowing company's products.

Proposition 4: Individual equity investor decision-making is positively influenced by
personal experience or knowledge of a corporation's products.

2.5. Price Trends and Volatility and Investor Behavior. Individual investors usual-
ly buy stocks having upward price trends and sell stocks having downwards trends
without having sufficient fundamental and technical analysis, this is called "herding
behavior" in behavioral finance. Antonides and Van Der Sar (1990) suggested that
investors are less likely to buy stocks with prices moving downward and sell stock
whose prices are moving up. Lucey and Dowling (2005) investigated the relationship
between equity prices and investor behavior and argued that equity prices have recip-
rocal effects on investor behavior.
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Proposition 5: Individual equity investor decision-making is positively influenced by
trends and volatility of stock prices.

2.6. Market Status and Investor Behavior. Market status refers to growth potential
of a corporation as compared to its competitors in the same industry; these highly
growing stocks are also known as blue chips and are preferred options for investment.
Equity investors evaluate the factors that are important for success of a business and
discover the areas in which a firm occupies long-term comparative lead on other firms
in the same industry or sector. This competitive lead may be towering share at a mar-
ket, intellectual property, strong brands or technological advantage. The theoretical
model of the study is presented in Figure I.

Proposition 6: Individual equity investor decision-making is positively influenced by
the competitive status of a corporation at a market.

Dividend
Mgt. Team Competence
Industry /Sector
Knowledge about Company
Price Trends and Volatility

Market Status Individual Equity Investor

Behavior

Principal Place of Operations
Corporate Reputation
Corporate Social Performance

| Source of Recommendation
| Investor Relations Mgt.

Firm Visibility /Publicity
Figure 1. Conceptual Model

2.7. Source of Recommendation and Investor Behavior. Theories of behavioral
finance assume that individual equity investors are not always rational and do not
incorporate industry, fundamental and technical analysis in their investment decisions.
This has also been documented by many researches that individual investor mostly rely
on recommendations of stock brothers, fellow traders or friends. Stockbrokers are gen-
erally the preferred sources of recommendations on which individual equity investors
base their decisions. This also separates investors from speculators; investors rely on
their own technical or fundamental parameters whereas speculators base their invest-
ment decisions on speculations and rumors prevailing at a market.
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Proposition 7: Individual equity investor decision-making is highly influenced by
recommendations from various sources.

2.8. Principal Place of Operations and Investor Behavior. Another attribute that
an individual investor considers while investing his/her money in stocks of any cor-
poration is the principal place of operation of that corporation. Individual investors
tend to be more loyal to their economy and avoid investing in those companies which
are not based in their homeland. Murphy and Soutar (2004) also found in their sur-
vey on Australian investors that an individual investor prefers to invest in the compa-
nies based in Australia rather than located abroad.

Proposition 8: Individual equity investor decision-making is positively influenced by
principal place of operations of a corporation.

2.9 Corporate Reputation and Investor Behavior. Many authors in different fash-
ions have defined corporation reputation. Fombrun (1996) believed corporate reputa-
tion as a set of collectively held beliefs about a company's ability and willingness to sat-
isfy interests of various stakeholders. Gotsi and Wilson (2001) presented a general def-
inition and stated that corporate reputation is "stakeholders overall evaluation of a
company over time". Bromley (2002) held that corporate reputation is a socially shared
impression, a consensus about how a firm will behave in any given situation. Corporate
reputation can be used to gain favor of various stakeholders including customer,
employees, and investors. For instance, Ali (2011) found significant influence of cor-
porate reputation on customer satisfaction and retention in the cellular industry of
Pakistan.

Proposition 9: Individual equity investor decision-making is positively influenced by
corporate reputation.

2.10. Corporate Social Performance and Investor Behavior. Majority of literature
is connecting CSR with improved financial performance of an organization, e.g.,
Klassen and McLaughlin (1996); Judge and Douglas (1998) argued that corporate
environmental considerations improve business performance. Hull and Rothenberg
(2008) found strong association between CSR accomplishments and corporate finan-
cial performance. Other researches on CSR included the influence of CSR on cus-
tomer behavior. Researchers found that CSR influences customer purchase behavior,
for instance, Luo and Bhattacharya (2006); Ali et al. (2010b) investigated the effects of
corporate social responsibility on customer purchase intentions. Studies were conduct-
ed to analyze the effects of CSR on employee behavior. For instance, Ali et al. (2010c)
also investigated the influence of corporate social responsibility on shaping employee
commitment. Ali et al. (2011) found strong association between corporate social
responsibility, investor satisfaction and investor loyalty in the context of Pakistan.

Proposition 10: Individual equity investor decision-making is positively influenced
by social performance of corporations.

2.11. Investor Relations Management and Investor Behavior. Investor relations
management experts believe that good investor relations contribute to fair evaluation
of firms by investors. Trueman (1996) and Bushee and Miller (2005) argued that good
investor relations are beneficial for attracting investors and they lower costs of capital
for corporations. Normally, individual retail investors are considered less important
for relationship management and more focus is given to large institutional investors.
Bushee and Miller (2005) found in their survey that individual investors are difficult
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to target for investor relations management services because they are hard to manage
due to their large numbers and low quantity of stock holdings.

Proposition 11: Individual equity investor decision-making is positively influenced
by investor relations management at a corporation.

2.12. Firm Visibility, Publicity and Investor Behavior. Firm visibility, publicity and
advertising are also important factors that influence decision making of individual
investors. Companies frequently appear in the media not only to attract customers,
but also to communicate important messages to potential investors. The objective is
to memorize the name of a corporation by potential investor and build strong image.
Barber and Odean (2008) showed that small investors are more prone to buy atten-
tion clutching stocks. Grullon et al. (2004) showed significant positive relationship
between annual advertising budget with breadth of share ownership and firm's liquid-
ity, suggesting that investors seem to hold shares of those companies with whom they
are more familiar.

Proposition 12: Individual equity investor decision making is positively influenced by
visibility or publicity of a corporation.

Conclusion. The objective of this study was to propose a conceptual model of
stock attributes in individual investment. The theoretical discussion confirms the
causal relationship between stock attributes and individual investors' decision-mak-
ing behavior. The literature survey proves the strong influence of dividend, manage-
ment team competence, knowledge about a company, industry or sector to which
corporations belong, investors' knowledge about a company's products or services,
growth trend in share prices, firm's competitive status at a market, investment rec-
ommendations by friends, brokers or other sources, firm's principal place of opera-
tions, corporate reputation, corporate social performance, investor relations man-
agement, and firm visibility in the media influence the investment behavior of indi-
vidual equity investors. The study proposes empirical investigation of this conceptual
model through a structured investor survey and use of structural equation modeling
technique to test the propositions quantitatively.
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