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1. Survey Questions (Chinese Version)

This section presents the Chinese version of our full survey. Figure Al shows the cover page
of the survey, and the full text of the survey follows.
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2. Survey Questions (English Version)

We translated the original Chinese survey into English, with slight modifications made to

accommodate the different institutional details of the U.S. market. This translated version was used

for a smaller survey of U.S. investors on Amazon Mechanical Turk. The English version of the

survey is attached below.
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How do you assess the level of your financial literacy?
Very low

Low

Slightly low

Fair

Slightly high

High

Very high

Decline to answer

Normally, which of the following assets displays the highest fluctuation over time?
Savings accounts

Bonds

Stocks

Do not know

Decline to answer

Which of the following statements is correct? If somebody buys a stock of firm B in the
stock market:

He owns a part of firm B

He has lent money to firm B

He is fully liable for firm B's total debts

Do not know

Decline to answer

Normally, when the market interest rate falls, the price of an existing bond will:
Go up

Remain the same

Go down

Do not know

Decline to answer
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What is the P/E ratio?

Price per share/Earnings per share
Price per share/Dividend per share
Price per share/Book value per share
Do not know

Decline to answer

Which of the following statements about mutual funds is correct?

All mutual funds invest in stocks

Mutual funds can invest in multiple asset classes, such as stocks and bonds
Mutual funds pay fixed returns based on their past performance

Do not know

Decline to answer

From Question 2 to 9, how many questions do you think you have answered correctly?

coONOYOT R WNEFE O

Do not know
Decline to answer

What fraction of retail investors do you think earned higher returns than you in 2018?
Lower than 10%
10% to 20%

20% to 30%

30% to 40%

40% to 50%

50% to 60%

60% to 70%

70% to 80%

80% to 90%
Higher than 90%
Do not know
Decline to answer

We now ask you to make predictions about the U.S. stock market over the next year.
What do you think is the expected return for the S&P 500 Index over the next year?

15
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As a follow-up question, we ask you to predict the upside potential for the S&P 500
Index. Assume that with 10% chance the return of the S&P 500 Index over the next year
will be higher than a certain level. What do you think this level will be?

As a follow-up question, we ask you to predict the downside potential for the S&P 500
index. Assume that with 10% chance the return of the S&P 500 Index over the next year
will be lower than a certain level. What do you think this level will be?

. Suppose you purchase 100 shares of stock A at $100 per share and then sell all the shares

at the same price. Based on your trading experience, what’s your estimated total
transaction cost (including the commission fees) in $?
0-5

5-10

10-15

15-20

20-25

25-30

30-35

35-40

40-45

45-50

50 or more

Do not know

. Decline to answer

. How often do you consider transaction costs when you trade stocks?

Never

Rarely
Sometimes

Often

Always

Do not know
Decline to answer

. Do you agree the following statement? The bid-ask spread is one form of transaction

cost. (The bid-ask spread is the difference between the lowest ask price and the highest
bid price.)

Agree

Disagree

Do not understand what the bid-ask spread is

Do not know

Decline to answer

16
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Do you agree with the following statement? When I trade stocks, | often wish to select
those stocks whose price would rise sharply in a short period time so that | can make a lot
of money quickly.

Strongly agree

Agree

Neutral

Disagree

Strongly disagree

Do not know

Decline to answer

. Do you agree with the following statement? When | trade stocks, | often think of them as

lotteries: I am willing to accept small losses in exchange for the possibility of a big
upside.

Strongly agree

Agree

Neutral

Disagree

Strongly disagree

Do not know

Decline to answer

. Normally, if the price of a stock in your portfolio rose substantially since you bought it,

which of these two actions would make you feel happier: holding on to the stock, or
selling that stock?

Holding on to the stock

The same

Selling the stock

| am indifferent to price changes

Do not know

Decline to answer

. Normally, if the price of a stock in your portfolio dropped substantially since you bought

it, which of these two actions would make you feel more painful: holding on to the stock,
or selling that stock?

Holding on to the stock

The same

Selling the stock

| am indifferent to price changes

Do not know

Decline to answer

Do you agree with the following statement? | feel excited about getting to know new
stocks and new firms.

Strongly agree

Agree

17
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1.

2.

3.

Neutral

Disagree
Strongly disagree
Do not know
Decline to answer

. Do you agree with the following statement? | feel excited about the stock market moving

up and down.
Strongly agree
Agree

Neutral

Disagree
Strongly disagree
Do not know
Decline to answer

When you decide to trade a stock, how often do you believe that you know the stock
better than others?

Never

Rarely

Sometimes

Often

Always

Do not know

Decline to answer

When you decide to trade a stock, how often do you worry that other investors know
about the stock better than you do?

Never

Rarely

Sometimes

Often

Always

Do not know

Decline to answer

Do you agree with the following statement? After a stock’s price keeps rising for a while,
| usually believe that the price will rise even further in the future.

Strongly agree

Agree

Neutral

Disagree

Strongly disagree

Do not know

Decline to answer

18



24. Do you agree with the following statement? After a stock’s price keeps dropping for a
while, I usually believe that the price will drop even further in the future.

Strongly agree

Agree

Neutral

Disagree

Strongly disagree

Do not know

Decline to answer

GMmMoUoOw>

N

5. When you decide to trade a stock, how often are you influenced by your family members,
friends, or other acquaintances?

Never

Rarely

Sometimes

Often

Always

Do not know

Decline to answer

GMmMoOw >

N

6. When you decide to trade a stock, how often are you influenced by your investment
advisors?

Never

Rarely

Sometimes

Often

Always

Do not know

Decline to answer

EMmMUOw»

N
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. When you decide to trade a stock, how often is it that you need to rebalance your
portfolio?
Never
Rarely
Sometimes
Often
Always
Do not know
Decline to answer

GTMMOO >

. When you decide to trade a stock, how often is it that you need money somewhere else?
Never
Rarely
Sometimes
Often
Always

mooOw>R
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Do not know
Decline to answer

. Suppose you are the only income earner in the family, and you have a good job

guaranteed to give you your current income every year for life. You are given the
opportunity to take a new, equally good job. With a 50% chance it will double your
income, and with a 50% chance, it will cut your income by 20%. Would you take the new
job?

Yes

No

Do not know

Decline to answer

. Suppose the chances were 50% that it would double your income and 50% that it would

cut it by 1/3. Would you take the new job?
Yes

No

Do not know

Decline to answer

. Suppose the chances were 50% that it would double your income and 50% that it would

cut it by 1/2. Would you take the new job?
Yes

No

Do not know

Decline to answer

20



3. Distribution of respondents across brokers and provinces

Table Al reports the distribution of respondents across brokers and provinces. By design,
respondents were evenly distributed across the ten brokers, with only slight variation. In terms of
geographic variation, areas that are more financially developed (e.g., Guangdong, Zhejiang,

Jiangsu, and Shanghai) are more represented in our sample.

Panel A: By Broker Respondents Percentage
Guotai Junan Securities 1,519 11.8%
CITIC Securities 1,410 11.0%
Haitong Securities 1,390 10.8%
China Merchants Securities 1,372 10.7%
Huatai Securities 1,350 10.5%
Guosen Securities 1,252 9.8%
China Securities 1,203 9.4%
Shenwan Hongyuan Securities 1,169 9.1%
GF Securities 1,111 8.7%
China Galaxy Securities 1,051 8.2%
Panel B: By Province/Region

Guangdong 1,674 13.1%
Zhejiang 1,201 9.4%
Jiangsu 1,138 8.9%
Shanghai 1,135 8.9%
Hubei 629 4.9%
Beijing 622 4.9%
Fujian 600 4.7%
Hunan 572 4.5%
Shandong 542 4.2%
Henan 531 4.1%
Sichuan 530 4.1%
Anhui 463 3.6%
Jiangxi 388 3.0%
Hebei 385 3.0%
Liaoning 331 2.6%
Chongging 284 2.2%
Heilongjiang 250 2.0%
Guangxi 230 1.8%
Shanxi 222 1.7%
Shaanxi 198 1.5%
Others 931 7.2%
Total 12,856 100%

Table Al Distribution of Survey Respondents Across Brokers and Provinces
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4. Relationship Between the Financial Literacy Score and the Time Taken to

Complete the Survey

Figure A2 plots the distribution of the total amount of time spent on the survey: it took a
median respondent about eight minutes to complete the survey, and 95% of respondents finished
within 20 minutes. However, we find that respondents who spent less than three minutes on the
survey experienced a sharp drop in their financial literacy score, suggesting that they may have
shirked during the survey. In the main analysis of the paper, we dropped these observations, which

reduced our sample size to 11,268.
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Figure A2 Relationship Between Financial Literacy Score and the Time Taken to Complete the Survey
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5. Construction of Variables

Table A2 provides a detailed description about the construction of each variable we use in the

paper.

Variable

Definition

Over-placement, performance

Over-placement, literacy

Miscalibration of uncertainty

Underestimation of transaction cost

Do not consider transaction cost

Do not think bid-ask spread is a

cost

Extrapolation, up

Extrapolation, down

Gambling preference, blockbusters

1: self-assessed performance rank among the investor population in
2017 is higher than her actual rank
0: otherwise

1: self-assessed score in the financial literacy test is higher than her
actual score
0: otherwise

Investors are asked to estimate how much the stock market will go
up (down) with 10% probability within the next year. The difference
between these two estimates gives the 80% confidence interval of
an investor's forecast for the market's next year return.

1: confidence interval is narrower than 76%, the estimated
confidence interval from the historical data

0: otherwise

Investors are asked to estimate the total transaction cost from
buying 10,000 RMB worth of stock and then selling everything at
the same value.

1: answer falls below the estimated true cost (15 to 26 RMB)

0: otherwise

1: answers “Rarely” or “Never” when asked how often she
considers transaction costs when trading a stock
0: otherwise

1: answers “Disagree”, “Do not understand what the bid-ask spread
is”, “Do not know” or “Decline to answer” when asked if she agrees
that the bid-ask spread is one form of transaction cost

0: otherwise

1: answers “Strongly agree” or “Agree” when asked if she believes
stock price will rise even further in the future after it keeps rising for
a while

0: otherwise

1: answers “Strongly agree” or “Agree” when asked if she believes
the stock price will drop even further in the future after it keeps
dropping for a while

0: otherwise

1: answers “Strongly agree” or “Agree” when asked if she aims to
make a lot of money quickly through stock investment
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Gambling preference, lotteries

Realization utility, winners

Realization utility, losers

Sensation seeking, novelty

Sensation seeking, volatility

Perceived information advantage

Dismissive of others’ information

Social influence

Advisor influence

Portfolio rebalancing needs

0: otherwise

1: answers “Strongly agree” or “Agree” when asked if she often
think of stocks as lotteries
0: otherwise

1: answers “Selling the stock” when asked if the price of a stock in
her portfolio rose substantially since she bought it, which of these
two actions make her fell happier: holding on to the stock, or selling
that stock?

0: otherwise

1: answers “Selling the stock” when asked if the price of a stock in
her portfolio dropped substantially since she bought it, which of
these two actions would make her feel more painful: holding on to
the stock, or selling that stock?

0: otherwise

1: answers “Strongly agree” or “Agree” when asked if she feels
excited about getting to know new stocks and new firms
0: otherwise

1: answers “Strongly agree” or “Agree” when asked if she feels
excited about the stock market moving up and down
0: otherwise

1: answers “Often” or “Always” when asked how often she believes
that she knows the stock better than others when she decides to
trade a stock

0: otherwise

1: answers “Rarely” or “Never” when asked how often she worries
that other investors know about the stock better than she does when
she decides to trade a stock

0: otherwise

1: answers “Often” or “Always” when asked how often she was
influenced by her family members, friends, or other acquaintances
when she decides to trade a stock

0: otherwise

1: answers “Often” or “Always” when asked how often she was
influenced by her investment advisors when she decides to trade a
stock

0: otherwise

1: answers “Often” or “Always” when asked how often it is because

she need to rebalance her portfolio when she decides to trade a stock
0: otherwise
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Liquidity needs

Risk aversion

Expected future one-year market
return

Financial literacy, dummy

Other variables

1: answers “Often” or “Always” when asked how often it is because
she need to rebalance her portfolio when she decides to trade a stock
0: otherwise

Investors are asked if they would be willing to give up their current
stable jobs for other jobs with higher expected income but also
higher uncertainty in three hypothetical scenarios.

1: answers “No” in all three questions

0: otherwise

Investors' prediction for the future one-year market returns, ranging
from 1 (lower than —50%) to 22 (higher than 50%).

1: scores 7 or higher out 8 questions designed to test her financial
literacy
0: otherwise

Definition

Turnover

Raw return

Net return

Volume-weighted Past One-month
Count of Up-limit Hits Based on
Initial Buys

For each month, we calculate an investor's turnover ratio as the total
value of buy and sell orders divided by the maximum value of
investment in that month. We then take the time series average of
monthly turnover ratios weighted by monthly maximum value of
investment.

For each month, we calculate an investor's raw return as raw profit
divided by the maximum value of investment in that month. We
then take the time series average of monthly raw returns weighted
by monthly maximum value of investment.

Monthly raw profit = ending portfolio balance + value of sell
orders + dividends — beginning portfolio balance — value of buy
orders

For each month, we calculate an investor's net return as net profit
divided by the maximum value of investment in that month. We
then take the time series average of monthly net returns weighted by
monthly maximum value of investment.

Monthly net profit = ending portfolio balance + value of sell orders
+ dividends — beginning portfolio balance — value of buy orders —
comission fees — stamp duty

For each month, we first calculate the past one-month # of up-limit
hits of the stock for each initial buy transaction and then take the
transaction value weighted average across all initial buy orders. We
then take the time-series average value weighted by monthly initial
buy values. A stock purchase is considered as an initial buy if the
investor holds zero share of the stock before the purchase.
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Volume-weighted Past One-quarter
Count of Up-limit Hits Based on
Initial Buys

Volume-weighted Past One-month
Return Based on Initial Buys

Volume-weighted Past One-quarter
Return Based on Initial Buys

Volume-weighted Past One-month
Return Volatility Based on Initial
Buys

Volume-weighted Past One-quarter
Return Volatility Based on Initial
Buys

After

Treated

For each month, we first calculate the past one-quarter # of up-limit
hits of the stock for each initial buy transaction and then take the
transaction value weighted average across all initial buy orders. We
then take the time-series average value weighted by monthly initial
buy values. A stock purchase is considered as an initial buy if the
investor holds zero share of the stock before the purchase.

We first calculate the past one-month return of the stock for each
initial buy order and then take the average for all initial buy orders
in a month weighted by the transaction value. We then calculate the
time-series average weighted by the total value of monthly initial
buy orders. A stock purchase is considered as an initial buy if the
investor holds zero share of the stock before the purchase.

We first calculate the past one-quarter return of the stock for each
initial buy order and then take the average for all initial buy orders
in a month weighted by the transaction value. We then calculate the
time-series average weighted by the total value of monthly initial
buy orders. A stock purchase is considered as an initial buy if the
investor holds zero share of the stock before the purchase.

We first calculate the past one-month return volatility of the stock
for each initial buy order and then take the average for all initial buy
orders in a month weighted by the transaction value. We then
calculate the time-series average weighted by the total value of
monthly initial buy orders. A stock purchase is considered as an
initial buy if the investor holds zero share of the stock before the
purchase.

We first calculate the past one-quarter return volatility of the stock
for each initial buy order and then take the average for all initial buy
orders in a month weighted by the transaction value. We then
calculate the time-series average weighted by the total value of
monthly initial buy orders. A stock purchase is considered as an
initial buy if the investor holds zero share of the stock before the
purchase.

The dummy equals one for the period from October 2018 onward
and zero otherwise.

We randomly assign 500 targeted branches of brokerage firms into
treated and control groups. Investors in the two groups receive
questionnaires that are otherwise identical except for one difference:
the questionnaire for the treated group include educational content
about how frequent trading negatively affect their investment
performance. The dummy equals one if an investor is in the treated
group and correctly answered the follow-up question designed to
test if the respondent understands the content of the message. The
dummy equals zero if an investor is in the control group.

Table A2 Definition of Variables
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6. Comparison Between Chinese and U.S. investors

To study the differences between Chinese and US investors, we run the English version of our
survey on Mechanical Turk with a small sample of 400 investors. The results are reported in Table
A3. American investors are more “sophisticated” in three aspects: they consider transaction cost
more often when they trade, they are less dismissive of others’ information advantage, and they
have a closer relationship with their advisors. At the same time, on several fronts, American retail
investors are more prone to behavioral biases than their Chinese counterparts: they exhibit stronger
gambling preferences, are more prone to realization utility and sensation seeking, and display

slightly stronger extrapolative beliefs.

Survey question China sample US sample Difference
# of responses 12,856 400

Over-placement, literacy 0.25 0.20 0.04**
Miscalibration of uncertainty 0.67 0.88 -0.21%**
Do not consider transaction cost 0.51 0.25 0.26***
Do not think bid-ask spread is a cost 0.42 0.40 0.02
Extrapolation, up 0.32 0.40 -0.08***
Extrapolation, down 0.33 0.35 -0.02
Gambling preference, blockbusters 0.36 0.52 -0.16***
Gambling preference, lotteries 0.30 0.52 -0.22%**
Realization utility, winners 0.35 0.55 -0.20%**
Realization utility, losers 0.23 0.41 -0.18***
Sensation seeking, novelty 0.26 0.74 -0.48***
Sensation seeking, volatility 0.28 0.65 -0.37***
Perceived information advantage 0.18 0.15 0.03
Dismissive of others’ information 0.45 0.25 0.20***
Social influence 0.14 0.12 .02
Advisor influence 0.08 0.31 -0.22***
Portfolio rebalancing needs 0.18 0.21 -0.03
Liquidity 0.12 0.19 -0.06***
Risk aversion 0.19 0.29 -0.09***

Table A3 Differences in Survey Responses between Chinese and American Investors
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7. Comparison Between the Pre-merged Sample and the Merged Sample

Table A4 reports the comparison between the pre-merged sample and the merged sample. The
merged sample represents the 6,013 investors we are able to locate in the Shenzhen Stock
Exchange’s centralized database. Overall, the merged sample and the pre-merged sample are very
similar in their survey responses. For certain responses such as risk aversion and return
expectations, the difference is significant, but the magnitude is generally small. Overall, we don’t

find strong evidence that our merging process is biased towards certain investor groups.

Merged Pre-merged

Survey question sample sample Difference
Over-placement, literacy 0.24 0.26 -0.02**
Miscalibration of uncertainty 0.67 0.66 0.01
Underestimation of transaction cost 0.68 0.67 0.00
Do not consider transaction cost 0.52 0.50 0.02*
Do not think bid-ask spread is a cost 0.41 0.43 -0.01
Extrapolation, up 0.32 0.31 0.01
Extrapolation, down 0.34 0.32 0.02*
Gambling preference, with prob. weighting 0.37 0.36 0.00
Gambling preference, without prob. weighting 0.31 0.30 0.01
Realization utility, winner 0.36 0.35 0.01
Realization utility, loser 0.23 0.22 0.01
Sensation seeking, novelty 0.25 0.26 -0.01
Sensation seeking, volatility 0.28 0.28 0.01
Perceived information advantage 0.17 0.18 -0.01
Dismissive of others’ information 0.46 0.45 0.01
Social influence 0.14 0.14 -0.01
Advisor influence 0.08 0.09 -0.01**
Portfolio rebalancing needs 0.17 0.19 -0.02%**
Liquidity 0.11 0.14 -0.03***
Risk aversion 0.20 0.18 0.02***
Expected future one-year market return 9.92 9.25 0.67***

Table A4 Comparison between the Pre-merged Sample and the Merged Sample
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8. Additional VValidation Exercises

In the main text of the paper, we report evidence from the validation exercises for gambling
preferences. In this section, we present evidence from three other validation exercises: one for
extrapolative beliefs, one for risk aversion, and one for return expectations.

We measure extrapolative behavior by the volume-weighted past return among all the stocks
bought by an investor. Table A5 reports the results when regressing transaction-based
extrapolative behavior on survey-based extrapolative beliefs, where, in measuring extrapolative
behavior, Panel A uses the past one-month return and Panel B uses the past one-quarter return.
Indeed, investors who report having extrapolative beliefs exhibit stronger extrapolative behavior:
on average, the stocks they purchase experience 1% higher returns in the preceding month and
more than 2% higher returns in the preceding quarter, and this holds in both pre-survey and post-
survey samples. The two measures of extrapolation have equally strong explanatory power for
extrapolative behavior.

Table A6 reports the relationship between risk aversion and the average return volatility of
stocks in the portfolio. Overall, investors with a higher risk aversion tend to hold stocks with less
volatility. This further validates that survey-based risk aversion is useful for explaining portfolio-
level characteristics. The results are robust to alternative specifications of return volatility and
different sample periods.

Table A7 reports the relationship between return expectations and changes in stock holdings.
Consistent with the evidence from Giglio et al. (2020), we find that higher return expectations
indeed lead to an increase in stock holdings. However, we also reaffirm their finding that the
sensitivity of holding changes to return expectations is small in magnitude. Note that, unlike Giglio
etal. (2020), which studies holdings of passive funds at Vanguard, we study holdings of individual

stocks, which are arguably traded more actively.
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Panel A: Volume-Weighted Past One-Month Return Based on Initial Buys

Full sample Pre-survey Post-survey
(2018:01 — 2019:06) (2018:01 — 2018:09) (2018:10 — 2019:06)
Extrapolation, up 0.011**  0.011** 0.012***  (0.013*** 0.011* 0.011*
(2.170) (2.134) (2.689) (2.902) (1.668) (1.704)
Extrapolation, down 0.014***  0.013*** 0.012***  (0.012*** 0.014**  0.014**
(2.751) (2.640) (2.655) (2.691) -2.142  -2.142
Male -0.014*** -0.014*** -0.012*** -0.012*** -0.014** -0.014**
(-2.854) (-2.816) (-2.740) (-2.697) (-2.284) (-2.237)
Controls NO YES NO YES NO YES NO YES NO YES NO YES
R2 0.001 0.017 0.002 0.018 0.002 0.016 0.002 0.016 0.001 0.017 0.001 0.017
N 4,142 4,142 4,142 4,142 3,432 3,432 3,432 3,432 3,550 3,550 3,550 3,550
Panel B: Volume-Weighted Past One-Quarter Return Based on Initial Buys
Full sample Pre-survey Post-survey
(2018:01 — 2019:06) (2018:01 — 2018:09) (2018:10 — 2019:06)
Extrapolation, up 0.020**  0.020** 0.019***  (0.022*** 0.026** 0.028***
(2.406) (2.419) (2.999) (3.446) (2.451) (2.597)
Extrapolation, down 0.021***  0.020** 0.020***  0.021*** 0.021** 0.021**
(2.615) (2.532) (3.112) (3.316) (2.032) (2.091)
Male -0.028*** -0.028*** -0.037*** -0.036*** -0.030*** -0.029***
(-3.685) (-3.638) (-5.848) (-5.801) (-3.113) (-3.031)
Controls NO YES NO YES NO YES NO YES NO YES NO YES
R2 0.001 0.023 0.002 0.023 0.003 0.033 0.003 0.033 0.002 0.021 0.001 0.02
N 4,136 4,136 4,136 4,136 3,428 3,428 3,428 3,428 3,544 3,544 3,544 3,544

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A5 Validating Extrapolative Belief Using Trend-Chasing Behavior

Note: This table studies the relationship between survey-based extrapolative beliefs and transaction-based trend-chasing behavior. Trend-chasing behavior is measured as the buy-
volume (in RMB) weighted average of past one-month (Panel A) or one-quarter (Panel B) returns of stocks based on the stocks an investor purchases in a given sample period. A
stock purchase is considered as an initial buy if the investor holds zero share of the stock before the purchase. Each panel presents OLS regression results based on three sample
periods: full (January 2018 through June 2019), pre-survey (January 2018 through September 2018), and post-survey (October 2018 through June 2019). Extrapolation-up
(Extrapolation-down) equals one if an investor answers “Strongly agree” or “Agree” when asked if they believe stock price will rise (drop) even further in the future after it has risen
(dropped) for a while. Otherwise, extrapolation-up (extrapolation-down) equals zero. Control variables include age, gender, wealth, income, trading experience, account size, and
education. T-statistics are based on robust standard errors are reported in parentheses.
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Panel A: Average Past One-month Volatility Based on Stock Holdings

Full sample Pre-survey Post-survey
(2018:01 — 2019:06) (2018:01 — 2018:09) (2018:10 — 2019:06)

Risk aversion -0.068*** -0.054** -0.041 -0.033 -0.084*** -0.069**

(-2.932) (-2.327) (-1.342) (-1.075) (-3.071) (-2.515)
Male 0.043** 0.052** 0.029

(2.185) (2.125) (1.035)

Controls NO YES NO YES NO YES
R2 0.002 0.027 0.001 0.016 0.002 0.016
N 4,381 4,381 3,807 3,807 3,956 3,956

Panel B: Average Past One-quarter Volatility Based on Stock Holdings

Full sample Pre-survey Post-survey
(2018:01 — 2019:06) (2018:01 — 2018:09) (2018:10 — 2019:06)

Risk aversion -0.065*** -0.050** -0.059* -0.048 -0.077*** -0.062**

(-2.614) (-2.001) (-1.771) (-1.433) (-2.662) (-2.125)
Male 0.046** 0.062** 0.021

(2.200) (2.306) (0.674)

Controls NO YES NO YES NO YES
R2 0.002 0.029 0.001 0.018 0.001 0.014
N 4,381 4,381 3,807 3,807 3,956 3,956

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Table A6 Validation of Risk Aversion

Note: This table studies the relationship between investors’ risk attitude and return volatilities of the stocks they buy. The dependent variables are buy-volume (in
RMB) weighted average of past one-month (Panel A) or one-quarter (Panel B) return volatilities of stocks an investor purchases during various sample periods.
The return volatility is defined as the standard deviation of daily returns. A stock purchase is considered as an initial buy if the investor holds zero share of the
stock before the purchase. Each panel presents results of an OLS regression based on three sample periods: full (January 2018 through June 2019), pre-survey
(January 2018 through September 2018), and post-survey (October 2018 through June 2019). The key independent variables are dummies that indicate if an investor
is strongly risk averse or not. It equals one if an investor answers “No” when asked if she would be willing to quit her current stable job for a higher expected pay
but higher risk one in all three hypothetical scenarios. Otherwise, the dummy equals zero. Control variables include age, net worth, income, trading experience,
account size, and education. T-statistics are based on robust standard errors are reported in parentheses.
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Panel A: Change in Stock Holdings During the 6-month Window Around the Survey

Return Expectation
Male
Controls

R2
N

Full sample Pre-survey
(2018:07 — 2018:12) (2018:07 — 2018:09)
0.006* 0.007* 0.005** 0.005***
(1.781) (1.836) (2.363) (2.603)
0.113%** 0.032

(3.209) (1.596)
NO YES NO YES
0.001 0.053 0.002 0.042
3,122 3,122 3,174 3,174

Post-survey
(2018:10 — 2018:12)

0.003 0.003
(1.496) (1.391)
0.037*

(3.209)

NO YES
0.001 0.021
3,159 3,159

Panel B: Change in Stock Holdings During the 18-month Window Around the Survey

Return Expectation
Male

Controls
R2
N

Full sample Pre-survey
(2018:01 — 2019:06) (2018:01 — 2018:09)
0.030** 0.029** 0.015*** 0.012**
(2.084) (2.106) (2.614) (2.186)
0.359*** 0.046
(2.760) (0.820)
NO YES NO YES
0.001 0.099 0.002 0.077
3,187 3,187 3,143 3,143

Post-survey
(2018:10 — 2019:06)

-0.005 -0.005
(-0.631) (-0.572)
0.162**

(1.969)

NO YES
0.000 0.041
3,225 3,225

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A7 Validation of Survey Expectations

Note: This table studies the relationship between investors’ one-year market return forecasts and portfolio changes. The dependent variables are percentage
changes in investors’ total stock holdings during various sample periods. Panel A looks at investors’ portfolio changes in the 6-month window around the
survey, and Panel B examines a longer 18-month window around the survey. The key independent variables are investors’ forecasts of one-year ahead
market return. Its discrete values range from 1 (corresponds to less than -50%) to 21 (corresponds to 45% to 50%). Each panel presents results for an OLS
regression based on three sample periods: full (January 2018 through June 2019), pre-survey (January 2018 through September 2018), and post-survey (October

2018 through June 2019). Control variables include age, net worth, income, trading experience, account size, and education. T-statistics are based on robust
standard errors are reported in parentheses.
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9. Robustness Checks for Horse-race Results

In this section, we present additional evidence for the horse race by considering alternative

empirical specifications and subsample analyses.

9.1. Including Branch Fixed Effects

Table A8 reports the results for the horse race when we include branch fixed effects. As the

table shows, virtually all the results are unchanged, and gambling preference and perceived

information advantage remain the most powerful explanatory variables for trading. One caveat is

that the significance of gambling preference drops from significant at the 1% level to 5%, and the

only trading motive that is significant at the 1% level in this specification is perceived information

advantage.

Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual rank of 2017 performance

Over-placement, performance

Financial literacy, dummy

Over-placement, literacy

Miscalibration of uncertainty

Do not consider transaction cost

Underestimation of transaction cost

Do not think bid-ask spread is a cost

Extrapolation, up

Extrapolation, down

Realization utility, winners

Realization utility, losers

4347+
(5.085)
12.718%*
(2.120)
7.161%
(1.687)
-5.285
(-1.183)
-3.009
(-0.723)
-5.980
(-1.506)
2,111
(-0.513)
-9.364%*
(-2.438)
0.306
(0.059)
-2.718
(-0.555)
5.039
(1.246)
-2.224

Gambling preference, blockbusters

Gambling preference, lotteries

Sensation seeking, novelty

Sensation seeking, volatility

Perceived information advantage

Dismissive of others’ information

Social influence

Advisor influence

Portfolio rebalancing needs

Liquidity

Risk aversion

Expected future one-year market return
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10.570%*
(2.428)
-1.882
(-0.402)
8.506*
(1.651)
5.671
(1.207)
14.511%**
(2.642)
4.016
(1.059)
-7.979
(-1.499)
-12.094
(-1.632)
8.706
(1.558)
-6.778
(-1.111)
-2.313
(-0.506)
0.514



(-0.490) (1.311)

Gender: male 22.262*** Branch fixed effects YES
(5.998) N 4,648
Controls YES R2 0.177

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A8 Horse Race with Branch Fixed Effects

9.2. Bootstrapped Standard Errors

Table A9 reports the results for the horse race using bootstrapped standard errors. Significance

is virtually unchanged.

Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual performance in 2017 4.198*** Gambling preference, blockbusters 11.764***
(5.314) (2.808)
Overplacement, performance 11.549** Gambling preference, lotteries -1.159
(2.018) (-0.265)
Financial literacy, dummy 7.065* Sensation seeking, novelty 6.598
(1.829) (1.356)
Overplacement, literacy -2.621 Sensation seeking, volatility 3.632
(-0.643) (0.824)
Miscalibration of uncertainty -2.989 Perceived information advantage 15.660***
(-0.827) (2.973)
Do not consider trading costs -3.989 Dismissive of others’ information 2.942
(-1.168) (0.822)
Underestimation of trading costs -4.029 Social influence -7.839
(-0.987) (-1.496)
Do not think bid-ask spread is a  -9.456*** Advisor influence -12.089*
cost
(-2.667) (-1.896)
Extrapolation, up -1.255 Portfolio rebalancing needs 12.571**
(-0.256) (2.285)
Extrapolation, down -1.208 Liquidity needs -7.651
(-0.253) (-1.247)
Realization utility, winners 7.049* Risk Aversion -2.943
(1.824) (-0.743)
Realization utility, losers -2.321 Expected 1-year market return 0.709**
(-0.468) (2.274)
Gender: male 21.488*** Controls YES
(6.236) N 4,648
R2 0.089

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A9 Horse Race with Bootstrapped Standard Errors
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9.3. Subsample Analysis
9.3.1. Small investors

Table A10 reports the horse-race results for small investors, that is, investors with a maximum
account balance of less than 100K RMB by the end of 2017. Again, gambling preference and
perceived information advantage remain the most powerful explanatory variables for trading, and
their coefficients increase in magnitude. This suggests that these factors are more powerful among

small investors. Furthermore, over-placement based on performance becomes insignificant.

Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual rank of 2017 performance 3.486*** Gambling preference, blockbusters 11.266***
(4.238) (2.695)
Over-placement, performance 7.020 Gambling preference, lotteries -1.097
(1.202) (-0.240)
Financial literacy, dummy 6.339 Sensation seeking, novelty 9.929**
(1.564) (1.974)
Over-placement, literacy -3.591 Sensation seeking, volatility 0.677
(-0.828) (0.149)
Miscalibration of uncertainty -2.434 Perceived information advantage 20.687***
(-0.603) (3.705)
Do not consider transaction costs -4.714 Dismissive of others’ information 3.099
(-1.224) (0.819)
Underestimation of transaction costs -3.770 Social influence -9.454**
(-0.946) (-1.973)
Do not think bid-ask spread is a cost -7.993** Advisor influence -10.549*
(-2.175) (-1.666)
Extrapolation, up -2.014 Portfolio rebalancing needs 8.959
(-0.391) (1.598)
Extrapolation, down 0.055 Liquidity needs -6.621
(0.011) (-1.127)
Realization utility, winners 8.877** Risk aversion -4.704
(2.253) (-1.066)
Realization utility, losers -3.351 Expected future one-year market return 0.771**
(-0.752) (1.981)
Gender: male 23.338*** Controls YES
(6.481) N 4,241
R2 0.094

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A10 Horse Race for Small Investors
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9.3.2. Large investors

Table A1l reports the horse-race results for large investors, that is, investors with a maximum
account balance greater than 100K RMB by the end of 2017. Unlike in the sample of small
investors, in this sample of large investors, the most significant explanatory variables are

overconfidence based on performance and portfolio rebalancing needs.

Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual rank of 2017 performance 10.499*** Gambling preference, blockbusters 23.300
(3.017) (1.517)
Over-placement, performance 52.447** Gambling preference, lotteries -6.862
(2.589) (-0.372)
Financial literacy, dummy 26.847* Sensation seeking, novelty -26.370
(1.722) (-1.335)
Over-placement, literacy 11.502 Sensation seeking, volatility 32.999*
(0.586) (1.734)
Miscalibration of uncertainty -9.376 Perceived information advantage -29.456*
(-0.563) (-1.873)
Do not consider transaction cost -5.314 Dismissive of others’ information 6.487
(-0.370) (0.495)
Underestimation of transaction cost -2.900 Social influence 17.155
(-0.219) (0.619)
Do not think bid-ask spread is a cost -29.042* Advisor influence -12.954
(-1.795) (-0.413)
Extrapolation, up 0.645 Portfolio rebalancing needs 45.272**
(0.033) (2.044)
Extrapolation, down -12.854 Liquidity needs -37.934
(-0.684) (-1.453)
Realization utility, winners -11.929 Risk aversion 7.232
(-0.749) (0.486)
Realization utility, losers 2.456 Expected future one-year market return 0.812
(0.134) (0.567)
Gender, male -4.092 Controls YES
(0.278) N 407
R2 0.165

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A1l Horse Race for Large Investors

9.3.3. More Invested Investors

We next split the main sample into two halves based on how much of an investor’s net worth

is invested in the stock market. For each investor, we first calculate the ratio of her entire portfolio
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value at the Shenzhen Stock Exchange to her reported net worth. This, however, does not take into

account her investment at the Shanghai Stock Exchange or mutual fund holdings. We then sort all

investors into two groups of equal size, where investors with the ratio above (below) the median

are considered more (less) invested in the stock market. Table A12 reports the horse race results

for the more invested investors. A notable observation is that, in this subsample, portfolio

rebalancing becomes a more important trading motive. This is consistent with these investors

having to move money in and out of the stock market more frequently. Another observation is that,

due to a smaller sample size, perceived information advantage is no longer significant, although

the magnitude remains large. Gambling preference remains significant.

Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual rank of 2017 performance 6.330*** Gambling preference, blockbusters
(4.937)

Over-placement, performance 16.820** Gambling preference, lotteries
(1.990)

Financial literacy, dummy 7.378 Sensation seeking, novelty
(1.207)

Over-placement, literacy -5.092 Sensation seeking, volatility
(-0.777)

Miscalibration of uncertainty -2.498 Perceived information advantage
(-0.407)

Do not consider transaction cost 2.893 Dismissive of others’ information
(0.502)

Underestimation of transaction cost -6.834 Social influence
(-1.116)

Do not think bid-ask spread is a cost -12.834** Advisor influence
(-2.277)

Extrapolation, up 1.858 Portfolio rebalancing needs
(0.234)

Extrapolation, down -5.378 Liquidity needs
(-0.737)

Realization utility, winners 9.048 Risk aversion
(1.499)

Realization utility, losers 3.985 Expected future one-year market return
(0.559)

Gender, male 28.625*** Controls
(5.070) N

R2

14.076%*
(2.264)
-3.279
(-0.476)
6.600
(0.853)
-2.396
(-0.343)
10.652
(1.319)
3.024
(0.517)
-1.485
(-0.178)
-4.972
(-0.432)
30.106%**
(3.228)
-16.607*
(-1.850)
-4.485
(-0.706)
0.661
(1.191)
YES
2,321
0.075

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A12 Horse Race for Highly Invested Investors
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9.3.4. Less Invested investors

Table A13 reports the horse race results for the less invested investors. In this subsample,
perceived information advantage is more important, while gambling preference remains significant.

However, portfolio rebalancing becomes an insignificant factor in explaining trading.

Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual rank of 2017 performance 2.038** Gambling preference, blockbusters 10.746**
(2.010) (2.145)
Over-placement, performance 2.517 Gambling preference, lotteries -0.619
(0.342) (-0.114)
Financial literacy, dummy 6.151 Sensation seeking, novelty 7.160
(1.231) (1.251)
Over-placement, literacy 0.289 Sensation seeking, volatility 7.705
(0.054) (1.412)
Miscalibration of uncertainty -2.247 Perceived information advantage 17.560***
(-0.452) (2.607)
Do not consider transaction cost -12.097** Dismissive of others’ information 3.420
(-2.576) (0.770)
Underestimation of transaction cost -1.534 Social influence -15.371***
(-0.329) (-2.925)
Do not think bid-ask spread is a cost -7.940* Advisor influence -15.509**
(-1.816) (-2.522)
Extrapolation, up -6.465 Portfolio rebalancing needs -2.057
(-1.095) (-0.333)
Extrapolation, down 4.402 Liquidity needs 0.166
(0.758) (0.023)
Realization utility, winners 4.430 Risk aversion -0.416
(0.944) (-0.077)
Realization utility, losers -9.229* Expected future one-year market return 0.837*
(-1.805) (1.697)
Gender, male 14.740%** Controls YES
(3.449) N 2,327
R2 0.106

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A13 Horse Race for Less Invested Investors

9.4. Other Robustness Checks

Finally, we consider four additional robustness checks. First, we consider an alternative

measure of turnover, where, instead of value-weighting monthly turnover using monthly balance,
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we equal-weight monthly turnover. Results are reported in Table Al4. Second, we consider
including investors with zero holdings at the Shenzhen Stock Exchange, and their turnovers are
coded as zeros. Results are reported in Table A15. Third, we consider restricting to “active”
investors, who were actively trading prior to the survey. Results are reported in Table A16. Fourth,
we consider measuring turnover using transactions from January 2018 through September 2018,
and results are presented in Table A17. In all four sets of analyses, gambling preference and

perceived information advantage remain the most significant and powerful variables for trading.

Dependent Variable: Average Monthly Turnover Ratio (%), Equal-Weighted
(October 2018 — June 2019)

Actual rank of 2017 performance 2.928*** Gambling preference, blockbusters 10.715***
(4.125) (2.994)
Over-placement, performance 9.420* Gambling preference, lotteries -3.053
(1.890) (-0.791)
Financial literacy, dummy 5.658* Sensation seeking, novelty 6.868
(1.650) (1.589)
Over-placement, literacy -3.750 Sensation seeking, volatility 4.250
(-1.043) (1.085)
Miscalibration of uncertainty -2.915 Perceived information advantage 9.221**
(-0.839) (2.013)
Do not consider transaction cost -3.380 Dismissive of others’ information 2.805
(-1.021) (0.870)
Underestimation of transaction cost -1.707 Social influence -5.761
(-0.505) (-1.325)
Do not think bid-ask spread is a cost -8.431*** Advisor influence -7.642
(-2.677) (-1.367)
Extrapolation, up -1.613 Portfolio rebalancing needs 10.590**
(-0.368) (2.212)
Extrapolation, down -1.308 Liquidity needs -7.077
(-0.322) (-1.433)
Realization utility, winners 5.651* Risk aversion -1.457
(1.668) (-0.381)
Realization utility, losers -2.930 Expected future one-year market return 0.582*
(-0.773) (1.775)
Gender, male 18.187*** Controls YES
(5.889) N 4,648
R2 0.104

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table Al14 Using Equal-weighted Turnover as Dependent Variables
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Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual rank of 2017 performance

Over-placement, performance

Financial literacy, dummy

Over-placement, literacy

Miscalibration of uncertainty

Do not consider transaction cost

Underestimation of transaction cost

Do not think bid-ask spread is a cost

Extrapolation, up

Extrapolation, down

Realization utility, winners

Realization utility, losers

Gender, male

3.102%%*
(3.777)
12.285%*
(1.978)
1.566
(1.466)
-6.528*
(-1.690)
-3.109
(-0.845)
-3.042
(-0.900)
-3.029
(-0.848)
-8.722%%*
(-2.601)
-3.997
(-0.859)
0.911
(0.208)
6.896*
(1.931)
-1.569
(-0.385)
20.732%%*
(6.302)

Gambling preference, blockbusters

Gambling preference, lotteries

Sensation seeking, novelty

Sensation seeking, volatility

Perceived information advantage

Dismissive of others’ information

Social influence

Advisor influence

Portfolio rebalancing needs

Liquidity needs

Risk aversion

Expected future one-year market return

Controls

R2
N

12.040%**
(3.180)
-4.415

(-1.073)
6.264

(1.381)
5.351

(1.282)

14.163%**
(2.801)
-5.870

(-1.220)
-10.383**
(-2.327)
-7.451
(-1.264)
10.300%*
(2.009)
-3.872
(-0.732)
-4.405
(-1.106)
0.421
(1.194)
YES
0.101
4,937

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A15 Horse Race When Including Accounts with Zero Holdings
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Dependent Variable: Average Monthly Turnover Ratio (%)
(October 2018 — June 2019)

Actual rank of 2017 performance 4.989***
(5.726)
Over-placement, performance 11.929*
(1.937)
Financial literacy, dummy 8.265**
(1.979)
Over-placement, literacy -3.450
(-0.779)
Miscalibration of uncertainty -2.884
(-0.697)
Do not consider transaction cost -4.334
(-1.107)
Underestimation of transaction cost -3.570
(-0.878)
Do not think bid-ask spread is a cost -10.395%**
(-2.765)
Extrapolation, up -1.378
(-0.261)
Extrapolation, down 0.306
(0.062)
Realization utility, winners 7.171*
(1.763)
Realization utility, losers -4.156
(-0.908)
Gender, male 23.440***
(6.306)

Gambling preference, blockbusters

Gambling preference, lotteries

Sensation seeking, novelty

Sensation seeking, volatility

Perceived information advantage

Dismissive of others’ information

Social influence

Advisor influence

Portfolio rebalancing needs

Liquidity needs

Risk aversion

Expected future one-year market return

Controls
R2
N

12.148%**
(2.842)
-3.846
(-0.831)
6.538
(1.279)
5.366
(1.155)
15.954%**
(2.889)
1.897
(0.487)
-8.870*
(-1.733)
-11.379*
(-1.744)
13.537**
(2.332)
-5.889
(-0.966)
-3.349
(-0.742)
0.740%
(1.877)
YES
0.066
4,398

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Table A16 Horse Race Among Active Investors
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Dependent Variable: Average Monthly Turnover Ratio (%)
(January 2018 — September 2018)

Actual rank of 2017 performance

Over-placement, performance

Financial literacy, dummy

Over-placement, literacy

Miscalibration of uncertainty

Do not consider transaction cost

Underestimation of transaction cost

Do not think bid-ask spread is a cost

Extrapolation, up

Extrapolation, down

Realization utility, winners

Realization utility, losers

Gender, male

6.476%**
(8.726)
14.416%%%
(2.722)
4.260
(1.201)
-4.472
(-1.190)
-6.911*
(-1.845)
-1.993
(-0.578)
-4.171
(-1.146)

-10.033***

(-3.059)
-3.037
(-0.715)
5.305
(1.304)
4.057
(1.143)
-2.898
(-0.709)

19.623***

(5.991)

Gambling preference, blockbusters

Gambling preference, lotteries

Sensation seeking, novelty

Sensation seeking, volatility

Perceived information advantage

Dismissive of others’ information

Social influence

Advisor influence

Portfolio rebalancing needs

Liquidity needs

Risk aversion

Expected future one-year market return

Controls
R2
N

10.812%**
(2.837)
-2.568

(-0.624)
-1.018
(-0.237)
6.988*
(1.717)
11.644%*
(2.476)
5.925*
(1.744)
-13.520%**
(-3.328)
-8.331
(-1.563)
8.235*
(1.654)
-5.508
(-1.006)
-2.366
(-0.605)
0.587*
(1.713)
YES
0.079
4,648

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1

Table A17 Horse Race Using Pre-Survey Turnover
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10. Gambling Preferences and Characteristics of Stocks Purchased

In the main text of the paper, we show that investors with a survey-based gambling preference

tend to trade more and perform worse than others. In this section, we examine the characteristics

of stocks purchased by different investors. Table A18 shows that investors with a survey-based

gambling preference tend to buy stocks that are smaller, have a larger market beta, and have larger

counts of daily up-limit hits, and higher past volatility and past returns. These stocks also perform

worse subsequently, confirming that investors with a gambling preference trade in the wrong

direction and their trading is excessive.

(October 2018 — June 2019)

Past 30-

day # of

Up-limit
Hits
1. Strongly disagree 0.6
2. Disagree 0.75
3. Neutral 0.83
4. Agree 0.89
5. Strongly agree 0.92

5-1 0.32%**

Past 30-day
Return
Volatility
(%)

3.25
3.39
3.49
3.56
3.55
0.30***

Past 30-

Return

3.03**

day
(%)
9.71
11.58
11.94
12.45
12.74

Size
(Billion
RMB)

43.73
3521
26.92
26.29
26.65
-17.08**

Beta

0.93
0.96
0.99
1.00
1.02
0.09***

B/M

0.62
0.62
0.61
0.61
0.62
0.00

Future

30-day

Return
(%)

-0.03
-0.87
-1.53
-1.36
-1.77
-1.74**

Table A18 Trading Characteristics for Investors Sorted on Gambling Preference, Blockbusters
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11. A “Nudge” Experiment

Among all 500 brokerage branches we distributed the survey to, we randomly selected 250
branches to include an additional “nudge.” The “nudge” asked the respondent to read a short article
that highlighted the negative consequences of excessive trading. As shown in Figure A3, the article
contained a detailed calculation of how much investors lose from frequent trading along with a
quote from Warren Buffett advising investors to buy and hold. Instead of presenting trading costs
as a fraction of total transaction value, we made it more salient by presenting the annualized fee
rate for a frequent trader. We also included a “validation” question after the article by asking the
respondent to calculate the total trading costs of a given level of turnover. Answers to this question

help identify those who have actually read the article and therefore were treated.
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192% of my Initial investment. I'f I do
so once a week, the annualized fee
rate will be as high as 8.32%!

More than 80% of the trading volume in the
Chinese A-share market comes from Individual
Investors, and many individual investors trade
very frequently, However, research finds that

Investors who trade more often tend to
erform worse,

Correct! Do you know that in the past 15
years, the average annual return of the
NN\CSI 300 Index was 8.96%.

- = -

Okay, what does It imply? %
e |

Let’ s assume that an Investor earns ths
market return before fees. If she reshuffles
once a month, the transaction fee erase one
fifth of her raw returns. If she reshuffles once
a week, the it will eat up almost all of her raw
returns. In reality, many retail investors earn
below lower than market returns even before
fees, so frequent trading might even lead to
egative net returns,

It is mainly due to two factors. First, frequen:
trading leads to high transaction cost. Second,
short-term trends of stocks returns are largely
unpredictable. Due to the lack of experience
and Information, individual investors do not
time the market well: they often buy high and
ell low, leading to losses.

Transaction cost explained:

Let’ s assume that your brokerage firm charges a
commission fee at the rate of 003% based on the
total transaction valve

Warren Buffet suggests that
the secret to a better return
on Investment Is to buy a stock
and then hold on to It. If you
trade stocks frequently, you
will not make money. I'f you buy
and sell stocks often,
brokerage commissions and

If you buy some shares and then sell all of them
at the same price, the transaction cost =
commission fee of the buy order (0039 }
commission fee of the sell order (003%) + stamp
duty (01%) 016% of your Initial investment

_ taxes will take away a
significant portion of your
returns. Therefore, It Is best to
buy and hold,

I got jt! If I reshuffle my entire
portfolio once a month, the
annualized fee rate will amount to

Figure A3 The “Nudge” to Reduce Trading Due to Transaction Costs

We study the effect of this “nudge” in a difference-in-difference framework; Table A19 reports
the results. Column (1) shows that the interaction term is small and insignificant, suggesting that
the treatment and control groups exhibit similar turnover rates one month after the survey. We
repeat this exercise in columns (2) and (3) by expanding the window to three months and six
months before and after the survey, and the interaction term remains insignificant. Overall, these
results suggest that the nudge had no effect on reducing trading. One might argue that the “nudge”

was not sufficiently strong and the treated group may not have read the article carefully. However,
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we identify an investor as treated only if they were in the treated group and answered the

“validation” question correctly.

Turnover Around the Survey (%)

1-month window 3-month window 6-month window
(€] (2 3

After*Treated 0.672 -5.971 -4.417

(0.119) (-0.944) (-0.675)
Treated -0.219 4.153 0.583

(-0.053) (0.911) (0.130)
After -2.858 -1.012 16.144%**

(-0.956) (-0.305) (4.612)
Controls YES YES YES
R2 0.056 0.058 0.056
N 6,628 6,628 6,628

t-statistics in parentheses; *** p<0.01, ** p<0.05, * p<0.1
Table A19: Comparing Turnover Before and After the Survey for the Control and Treatment Groups

Note: Before distributing the survey, we randomly assigned 500 targeted branches of brokerage firms into treated and
control groups. Investors in the two groups received questionnaires that were otherwise identical except for one
difference: the questionnaire for the treated group included a “nudge” that highlighted the negative consequences of
excessive trading. In this table, we study the effect of the “nudge” on investors’ trading frequencies using difference-
in-difference tests. The dependent variables from Columns (1) to (3) are investors’ average monthly turnover rates in
the one month, three months, and six months before and after the survey. The dummy, Treated, equals one if an
investor is in the treated group and correctly answered the follow-up question designed to test whether the respondent
understands the content of the message. The dummy, Treated, equals zero if an investor is in the control group. The
dummy, After, equals one for the periods after the survey month and zero for the periods before or in the survey month
(September 2018). Control variables include age, gender, wealth, income, trading experience, account size, and
education. T-statistics are based on robust standard errors and are reported in parentheses. See the Table A2 for more
details about variable definitions.
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