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Motivation

®» Financial crisis=» Weak financial regulation

= Poor financial knowledge
Last global financial crisis = cost of financial literacy
Financially illiterate:

=» save less

= poor management of liabilities (Moore, 2003; Campbell, 2006; Genrardi, Goette and
Meir, 2013)

= Poor retirement plan (van Rooij, et al 2012)

= Vulnerable to market manipulation



Motivation....

Effect of financial literacy: huge literature on RCT based evidence

Types of training (intervention): financial literacy, accounting, business
consultancy, management training, etc.

Treatment groups: students, entrepreneurs, borrowers of NGOs, migrant
workers, remittance receivers, etc.

Results are mixed !

NO study on the effect of financial literacy on the performance of the
investors of the stock market !

Basic financial literacy (e.g. understanding of the stock market) is essential
for a well-functioning capital market

Role of financial literacy on stock market participation (Van Rooij et al.
2011)

Performance of the portfolio that matters



Motivation...

= Both developed and developing countries run regular training programs on
stock market

» |ndia: National Stock Exchange of India

®» Bangladesh: Security and Exchange Commission and DSE Training
Academy

» Sri Lanka: Capital Market Education & Training (CMET) of SEC

= No evaluation of such program !



Why Bangladesh?

®» The economy has already experienced two stock market debacles - in
1996 and 2010-11

» Share Market Inquiry Report, 2011: ‘Ignorance of the small investors’
» | ack of knowledge on ‘good’ vs ‘bad’ stock

» Overall financial literacy is low (Bill Gates Foundation, 2016)

» \Weak institutions: Investors are more prone to market manipulation

» \With small intervention = detectable impact

= Relevant context to study



Our paper (sneak peek)

®» |mpact of training on capital market on the trading behavior of stock
market investors in Bangladesh

» Partnership with 8 brokerage houses of Dhaka, Bangladesh

®» Randomly assign treatment (training) to treatment(209) and control (132)
groups (clients of the brokerage house)

®» Treatment: 3 day training on stock market

®» Access to daily transaction and monthly portfolio data of the selected
traders (outcome variables)

®» Results: trading frequency and diversification of portfolio



Experimental design and intervention

®» The brokerage houses: Lanka Bangla Securities Ltd. (Uttara), Lanka Bangla
Securities Ltd (Motijheel), Prime Bank Investment Ltd., Reliance Brokerage
Services Ltd., Modern Securities Ltd., IIDFC Securities Ltd., Mercantile Bank
Securities Ltd., and PFI Securities

=» Agreement:
1) Free training to their clients (only selected ones)
i) access to their clients’ daily transactions and monthly portfolios

i) help us prepare the training materials and conduct the training at their
premises.



Timeline of the experiment

List of participants
received, baseline
survey

Partnership with conducted, and
brokerage houses randomized
January 2016 July, 2016

Advertisement for
training sent out

May 15, 2016

Access to
transaction and
portfolio data

October, 2016

Training to
treatment group

August 14-Sept 4,
2016

Interesting case: Outcome data are available after treatment is

delivered !



The intervention (Training)

» Goal: the participants would learn how to pick a 'good' stock based on
fundamentals

®» Training material

- technical analysis: careful inspection of price charts and developing an
understanding of the patterns of price

- fundamental analysis: company’s fundamentals to find a stock’s intrinsic
value:

®» Concepts and ratios: Net asset value (NAV), NAV per share, earning per
share (EPS), dividend yield, price earning ratio, market price to book NAV
ratio, cash flow per share, etc.

» Use of various ratios to understand the intrinsic value of the share

» Understanding financial statements of the companies



Some tips...

Diversify your investments

Don’t wait for the highest price

Sell a share when your ‘target’ price is reached

Once you realize you may have made a mistake- sell!

Sell a share if you wouldn’t buy it at its prevailing price



Training....

®» The instructors: chief executives, head of research and senior managers of
the brokerage houses

®» Same teaching material

» Uniformity of teaching method: a one-day Training of the Trainer (ToT)
session for the instructors




Data summary and balance tests

®» Socioeconomic and demographic characteristics

| wnoesampe Ireatment-Control

Variable Mean SD Mean SD Mean SD Difference pvalue

ge of the resp 37.46 9.16 36.55 9.04 38.04 9.2 15 0.15
Having a master degree 0.64 0.48 0.62 0.49 0.65 0.48 0.02 0.68
Gender (1=Male 0.95 0.21 0.95 0.21 0.96 0.21 0 0.94
Marital Status (1=Married 0.73 0.44 0.74 0.44 0.73 0.45 -0.01 0.85
Total Income 58199.46 63019.11 54794.75 65273.47 60379.81 61596.53 5585.07 0.43
Income from Primary occupation 44595.02 51188.77 41020.77 5311455 46883.94 49914.93 5863.17 0.31
Income from secondary occupation 13604.44 18374.01 13773.98 15925.42 13495.87 19821.18 -278.1 0.89
Number of family members invest in stock market 0.38 0.65 0.34 0.59 0.4 0.69 0.07 0.37
Major in : Business 0.5 0.5 0.52 0.5 0.49 0.5 -0.04 0.53
Major in : Science 0.18 0.38 0.18 0.38 0.18 0.39 0.01 0.9
Primary Occupation : Business Sector 0.39 0.49 0.35 0.48 0.42 0.49 0.07 0.19
Primary Occupation : Service Sector 0.56 0.5 0.62 0.49 0.52 0.5 -0.09 0.1
Secondary Occupation : Business Sector 0.56 0.5 0.62 0.49 0.52 0.5 -0.09 0.1
Secondary Occupation : Service Sector 0.04 0.19 0.05 0.23 0.02 0.16 -0.03 0.16
Sample size 341 132 209




Experience in stock market

- wiholesample Treatment-Control

Differenc  P-
Variable Mean SD Mean SD Mean SD e value

In which year did you start business in share market? 2007.08 5.3 2007.36 5.34 2006.9 5.29 -0.46 0.44
How much was your Investment at the beginning 448070.6 1114960 360796.2 716172.1 503960.6 1306746 143164.4 0.25
In which year did you start transaction at this brokerage

house? 2011.26 3.51 2011.41 3.75 2011.17 3.36 -0.24 0.54

How much capital did you start with when you started
business at this broker house 742927.9 1665803 607857.7 1213739 829426.1 1897548 221568.4 0.24




Self-assessed knowledge on financial market and financial products

Whole Sample Treatment-Control
Differenc
Variable Mean SD Mean SD Mean SD e P-value

Rate your understanding between 1 to 5 about
Financial Market and Financial product 2.96 0.89 3.02 0.79 2.92 0.95 -0.1 0.31

Rate your understanding between 1 to 5 about Stock
share 3.23 0.88 3.28 0.84 321 0.9 -0.07 0.48

Rate your understanding between 1 to 5 about bond 2.4 1.12 2.55 1.06 2.31 1.16 -0.24 0.06

Rate your understanding between 1 to 5 about
mutual fund 2.83 1.09 2.92 1.01 277 1.14 -0.14 0.25

Sample size 341 132 209



Behavior: risk and confidence

1 wholesample | control | Treatment | __ Treatment-Control |
D Mean SD Mean SD Mean SD Difference  pvalue

Would you describe yourself as someone who tries to avoid

risks (risk-averse) or risk taking 5.57 2.39 5.43 2.23 5.66 2.48 0.22 0.4

How would you rate your willingness (0 to 10) to take risks in
the in financial matters 4.78 2.56 4.74 2.54 4.81 2.57 0.07 0.8

How would you rate your willingness (0 to 10) to take risks in

our current prof 49 2.75 4.98 2.72 4.85 2.78 -0.13 0.68
How would you rate your willingness (0 to 10) to take risks
about your health issue 3.63 3.17 3.62 3.37 3.65 3.05 0.03 0.93
How would you rate your willingness (0 to 10) to take risks in
share market business 5.66 2.53 5.49 2.45 5.77 2.58 0.28 0.33

How would you rate your confidence level? Please answer on
a scale from 0 to 10. 7.12 2.15 7.17 22 7.1 2.13 -0.07 0.76

How would you rate your confidence (0 to 10) about share
market business? 6.51 2.25 6.27 2.32 6.67 2.19 0.4 0.12

How would you rate your confidence (0 to 10) about your
current profession? 6.79 2.57 6.68 2.7 6.86 2.49 0.19 0.52

How would you rate your confidence (0 to 10) about business? 6.43 2.36 6.22 2.37 6.57 2.34 0.35 0.18

How would you rate your confidence (0 to 10) about buying
Land/house? 5.8 3.15 5.65 3.11 5.89 3.17 0.24 0.5

Everyone knows that you are a successful businessman at
stock market 2.85 1.26 2.83 1.18 2.86 131 0.03 0.85

Sample size 341 132 209




Financial literacy: numeracy, interest rate, present value,
nominal and real value, bank, stock, bond

| WholeSample Treatment-Control
Mean SD Mean SD Mean SD Difference  P-value

11.06 222  10.96 2.04 1111 2.32 0.15 0.54



Sample period of outcome variables: 8 months before and after training (16 month

window)

Portfolio data: 3 points (beginning, middle, end)
transaction data: daily

=>» construct : daily portfolio data

®» Sample portfolio

[IDFC Securities Ltd.

TRECNO - 238
Head Office : Eunoos Trade Centre ( Level-7), 52-53 Dilkusha C.A., Dhaka- 1000
Tel: 88-02-9560526, Fax: 880-2-9570756, Email: info@iidfcsecurities.com, Web: www.iidfcsecurities.com
Portfolio Statement

Account No g | Date  : 31-Jul- 2016
Name 1 | DSEX  :4525.35
Contact No . - Status  : Active
BL | osptgEms T::TntltySaIable Ave(l::aoiet Lol MaRr:;teet VRN Gai:?zt?izse) Gaintlf‘/o o:-lolding
1 UNITEDAIR (A) 342 342 25.70 8,790.66 5.50 1,881.00 -6,909.66 -78.60 100.00
Non Marginable Securities Total 8,790.66 1,881.00 -6,909.66

Grand Total 8,790.66 1,881.00 -6,909.66  -78.60

PE
Ratio

40.71

40.M



Sample transaction

[IDFC Securities Ltd.

TREC NO - 238
Head Office : Eunoos Trade Centre ( Level-7), 52-53 Dilkusha C.A., Dhaka- 1000
Tel: 88-02-9560526, Fax: 880-2-9570756, Email: info@iidfcsecurities.com, Web: www.iidfcsecurities.com

Transaction Ledger
Date: From 01-Aug-2016 To  30-Apr-2017

AccountNo - (NN

Name :
Address
Transaction . .

Date Type Particulars Quantity Rate Total Amount = Brokerage Net Amount Balance
1-Aug-2016 Opn Bal Opening Balance 00.000 0.00 0.00 355.02
1-Aug-2016 Charges Paid Settlement Transfers 00.015 -128.64 0.00 -128.64 226.38
2-Aug-2016 Sale (DSE) BDTHAI (A) 1,400 23.200 32,480.00 113.68 32,366.32 32,592.70
2-Aug-2016 Sale (DSE) ABB1STMF (A) 6,850 05.500 37,675.00 131.86 37.543.14 70,135.84
2-Aug-2016 Sale (DSE) ATCSLGF (A) 2,000 10.100 20,200.00 70.70 20,129.30 90,265.14
2-Aug-2016 Buy (DSE) FAMILYTEX (A) 3,000 08.100 24,300.00 85.05 -24,385.05 65,880.09
3-Aug-2016 Buy (DSE) ABB1STMF (A) 10,000 05.400 54,000.00 189.00 -54,189.00 11,691.09
4-Aug-2016 Sale (DSE) FAMILYTEX (A) 2,000 08.600 17,200.00 60.20 17,139.80 28,830.89
4-Aug-2016 Buy (DSE) ABB1STMF (A) 5,000 05.400 27,000.00 94.50 -27,094.50 1,736.39

8-Aug-2016 Sale (DSE) FAMILYTEX (A) 1,000 08.600 8,600.00 30.10 8,569.90 10,306.29



Estimation

» Difference-in-difference

Yie = Bo + f1Aftery + B,Treatment; + B3 After *» Treatment;; + f,Control; + u;;

®» Qutcome variables: frequency of trade, portfolio performance, portfolio
diversification

®» Control: age, education, income, amount of investment, financial literacy,



Common trend assumption

» Dalily sale, volume
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Daily buy, volume
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Dally sale, value
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Daily buy, value
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Buy/sale ratio, volume
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Unrealized gain/loss (%)
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Portfolio value
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Regression results (mpact of training on trading frequency, volume)

(1) (2) (3)
Daily sales * Daily purchases Daily transactions

Treated ® -1320.4= -1293 %% -2593.9%*
(-2.85) (-2.87) (-2.87)
Post Treatment © 175.4 419.1 593.2
T o t d t ) (0 19 (1 15 (173

raining tenas 1o Increase

g Treated * Post Treatment 9 1715.9* 1908.9* 3626.1*
the volume of sale, buy (1.93) (1.89) (1.91)
and total transaction Date -0.361 1017 -1.378
(-0.27) (-0.90) (-0.57)
Age of the respondent © 14.08 17.58 31.70
(0.61) (0.72) (0.67)

Starting level of capital 0.000250 0.000236 0.000488
(1.02) (0.95) (0.99)
Total Income 0.0137 0.0161 0.0298
(1.22) (1.25) (1.23)
Family invest 270.3 292.6 554.2
(0.88) (0.88) (0.88)
Trading years -130.4% -134.3 -263.8
(-1.69) (-1.55) (-1.62)

Constant 262186.3* 270092.7 530515.5
(1.70) (1.57) (1.63)
Observations 92228 92228 92228

f statistics in parentheses
*p<0.10,* p<0.05,** p<0.0]



Daily sales, purchase
and total
transaction
iIncreased in value

Impact of training on trading frequency (value)

() (2) (3)
Daily sales *  Daily purchases Total transactions
Treated ° -0.0343* -0.0335** -0.0678**
(-2.62) (-2.59) (-2.61)
Post Treatment © 0.00484 0.00749 0.0123
(0.36) (0.57) (0.46)
Treated * Post Treatment ¢ 0.0436* 0.0465* 0.0901*
(2.04) (2.03) (2.04)
Date -0.00000236 -0.0000103 -0.0000126
(-0.07) (-0.33) (-0.20)
Age of the respondent © 0.0000744 0.000114 0.000189
(0.12) (0.18) (0.15)
Starting level of capital 9.32e-09 9.36e-09 1.87e-08
(1.26) (1.26) (1.26)
Total Income 0.000000357 0.000000387 0.000000744
(1.33) (1.41) (1.38)
Family invest 0.00444 0.00418 0.00852
(0.54) (0.50) (0.52)
Trading years -0.00329 -0.00300 -0.00628
(-1.67) (-1.50) (-1.59)
Constant 6.626 6.055 12.66
(1.69) (1.52) (1.60)
Observations 92228 092228 92228




Impact of training on gain, cost and market value

Unrealized gain
decreases due to
trainin

(1) (2) (3) 4)
Unrealised gain/loss * Realised gain/loss®  Total cost ! Market value 2
Treated © 3.058* 0.0422 0.0332 0.00298
(1.77) (0.55) (1.18) (0.13)
Post Treatment ¢ -1.167* -0.00172 0.0369 0.0584**
£ Q.LL: {ﬂ.ﬂg: il-l‘: rm\
Treated * Post Treatment © -2.1407* 0.0408 -0.0334 0.00931
(-3.54) (0.66) (-0.71) (0.23)
Date 0.00308*** -0.000176 -0.0000291 -0.0000310
(2.75) (-1.03) (-0.41) (-0.61)
Age of the respondent 0.149 -0.00219 -0.00624*** -0.00617***
(1.14) (-0.76) (-11.26) (-11.93)
Starting level of capital -0.000000261 2.10e-09 2.29e-08*** 2.49e-08***
(-1.07) (0.92) (4.15) (4.97)
Total Income -0.00000668 -0.000000153 0.00000187***  0.00000166***
(-0.96) (-0.53) (7.87) (8.43)
Family invest -0.610 -0.0364 0.0276*** 0.0283***
(-1.24) (-1.20) (3.31) (3.66)
Trading years 0.107 0.00408 -0.0149*** -0.0135***
(1.17) (1.59) (-8.63) (-9.07)
Constant -221.1 -1.972 30.32** 2742
(-1.18) (-1.59) (8.73) (9.18)
Observations 974068 14715 807437 993496




Impact of training on diversification

Training tends to
make portfolio less
concentrated to a
few sectors and
inant stock

(1) (2) (3)
Value of dominant stock ® Number of different sectors® Number of different stock®
Treated 4 0.0321 -0.491°* -1.163
(1.26) (-1.72) (-1.63)
Post Treatment © 0.0118 -0.168 -0.243
(0.92) (-1.31) (-0.98)
Treated * Post Treatment © -0.0313* 0.343* 0.392
(-1.80) (2.07) (1.05)
Date 0.0000336 -0.000895*** -0.00199***
(0.90) (-2.94) (-3.26)
Age of the respondent & -0.00364*** 0.0739** 0.175**
(-2.69) (4.62) 4.51)
Starting level of capital 2.40e-09 -2.29e-09 -2.18e-08
(0.24) (-0.02) (-0.10)
Total Income -0.000000675*** 0.00000497*** 0.00000641
(-4.92) (2.64) (1.57)
Family invest 0.00343 -0.0537 -0.230
(0.18) (-0.29) (-0.61)
Trading years -0.00606*** 0.0531** 0.0891
(-2.73) (2.05) (1.61)
Constant 13.00*** -105.2* -178.2
(2.91) (-2.02) (-1.60)
Observations 02049 02228 02228




Conclusion

®» Results are very preliminary

® First study on the impact of training on trading behavior of investors

Indications =
®» 1. training leads to an increase in trading

®» 2. training tends to diversify portfolio

» 3. training leads to holding losing stocks more



