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Abstract
This article studies the relationship between giving financial advice and the disposition effect in an online
trading environment. Our empirical findings suggest that leader traders are more susceptible to the dispo-
sition effect than investors who are not being followed by any other trader. Using a difference-in-differences
approach, we show that becoming a first-time financial advisor increases the disposition effect. This finding
holds for investors who engage in foreign exchange trading and for investors who trade stocks and stock
market indices. The increased behavioral bias may be explained by leaders feeling responsible to their fol-
lowers, by a fear of losing followers when admitting a poor investment decision, or by an attempt by newly
appointed leaders to manage their social image and self-image.

Keywords: Social trading, peer advice, disposition effect, online trading platforms.

JEL Classification: D14; G11; G23; G24.

∗Financial support by the Fritz Thyssen Association (Grant number 20.16.0.018WW) is gratefully ac-
knowledged. We thank eToro for providing access to the database and supporting the research project.
Matthias Pelster thanks the W. R. Berkley Corporation for supporting work on this paper within the Vis-
iting Scholars Program at the School of Risk Management, Insurance, and Actuarial Science at St. John’s
University. We thank Grettel Romero Gonzalez, Laurent Lazar, Sonja Warkulat and Thang Quang Nquyen
for outstanding research support. We thank the editor Carol Alexander, an anonymous associate editor, two
anonymous referees, and participants of the research seminar at St. John’s University and the Social Finance
and Financial Technology Conference in Edinburgh for valuable comments and suggestions. A previous ver-
sion of this research was titled “Social media interactions and biases in investment decisions” and presented at
the CEPR European Workshop on Household Finance in Copenhagen 2017 and the Financial Management
Association Europe Meeting in Lisbon 2017. We are grateful for comments from Lena Jaroszek, Nargess
Kayhani, Daniel Czaja, and other participants. Any remaining errors, misrepresentations, and omissions are
our own. Please address correspondence to Matthias Pelster.
†Corresponding author: Paderborn University, Warburger Str. 100, 33098 Paderborn, Germany, tele-

phone: +49 5251 60 2927, email: matthias.pelster@upb.de
‡St. John’s University, 101 Astor Place, New York, USA, email: hofmanna@stjohns.edu



Download English Version:

https://daneshyari.com/en/article/7356446

Download Persian Version:

https://daneshyari.com/article/7356446

Daneshyari.com

https://daneshyari.com/en/article/7356446
https://daneshyari.com/article/7356446
https://daneshyari.com

