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Abstract 

We analyze all the stock transactions executed by the population of individual investors in the Colombian Stock Exchange 

between 2006 and 2016 (4,685,030 trades on behalf of 39,270 individual investors), and find that households 

underperformed the market on a gross return basis by between 4% and 4.3% per year (depending on whether alpha was 

estimated using the CAPM, the Fama-French or the Carhart model). The underperformance of households becomes even 

gloomier when transaction costs are considered. The average individual investor bias its portfolio towards small, low-

beta, and value stocks, and turns over 8.6 percent of its portfolio monthly. The most active traders underperform the less 

active traders even on a gross return basis.  
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Underperformance of Individual Investors and Trading Intensity:  

Evidence from Colombia 

 

Introduction 

On aggregate, investors must earn the market return before costs, and for every investor overperforming the 

market, there must also be another investor underperforming it. The analyses of the performance of individual investors 

has been the subject of a number of studies in developed markets. However, we still know relatively little about the 

performance of households in emerging stock markets. Our aim is to shed light on the performance of individual investors 

in Colombia, a stock market that is characterized by an active investor community, illiquidity (except for the largest 

companies), relatively high transactions costs, corporate governance issues, and presumably higher information 

asymmetries than in developed markets. 

We study the performance of individual investors in Colombia making use of a unique data set of transactions 

corresponding to 4,685,030 trades executed on behalf of 39,370 individual investors during the period 2006-2016. The 

database covers the complete trading history of all individual investors in Colombia during that period. This is an 

advantage of our study compared to other research whereby only a sample of traders (for example, traders belonging to a 

certain brokerage house) were used to examine the performance of individual investors. Our study also analyzes the 

performance of individual investors according to the intensity of their trading activity. The study allows to test the 

predictions of the rational expectations model proposed by Grossman and Stiglitz (1980) and compare them to those of a 

model in which investors suffer from overconfidence bias (Odean, 1998). For Daniel and Hirshleifer (2015, p. 1), 

“…Overconfidence means having mistaken valuations and believing in them too strongly”. 

The data that we use has the following positive features: It contains all the transactions executed in a specific 

stock market (the Colombian Stock Exchange), it comprises a relatively long period of time (between January 2, 2006, 

and January 29, 2016), and it allows us to identify all the transactions made by each individual investor on the database. 

Pedraza, Pulga and Vasquez (2017) have already used this database to analyze the trading behavior and performance of 

foreign investors with different management styles (we comment more about this study later). And whereas their paper 

focuses on the trading behavior and performance of foreign institutional investors compared to domestic institutional 
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investors, our study concentrates on the trading behavior and performance of individual investors on an aggregate level 

and in relation to the intensity of their trading.  

We find that households underperform the market on a gross return basis by between 4% and 4.3% per year 

(alphas vary only slightly depending on whether they were estimated using the CAPM, the Fama-French or the Carhart 

model). The underperformance of households becomes even more dismal when transaction costs are considered. The 

average individual investors bias its portfolio towards small, low-beta stocks, and turns over around 8.60 percent of its 

portfolio monthly. Also, the most active traders perform worse than less active traders even on a gross return basis. 

Section 1 presents the literature review of the study, where rational expectations and behavioral finance models 

on the expected performance of individual investors are discussed, and the associated empirical evidence is presented. 

Section 2 examines the data and presents the methodology followed in the study, Section 3 presents the results of the 

paper, including some robustness checks, and Section 4 offers the conclusions, potential extensions and implications of 

the study. 

 

1. Literature review 

The study of the trading behavior and performance of individual investors has gained an increasing interest 

during the past two decades. In research conducted through the late 1990s, the study of investor performance concentrated 

mainly on the performance of institutional investors and, more specifically, equity mutual funds. At that time, data on 

mutual fund returns was readily available and economists were testing whether investors were unable to earn superior 

risk-adjusted returns after a reasonable accounting for transaction and opportunity costs (Barber and Odean, 2013). On 

the institutional side of the market, most studies of mutual funds conclude that the performance of the average fund lags 

that of the aggregate market, and that only little evidence exists supporting the proposition that those few mutual funds 

that do outperform exhibit persistence. 

Barber and Odean (2000) conducted a seminal study in which they analyzed the position statements and trading 

activity corresponding to 78,000 households at a large discount brokerage firm between 1991 and 1996. They found 

evidence suggesting that overconfidence leads to excessive trading. While Barber and Odean (2000) found that there is 

very little difference between the gross performance of households that trade frequently and those that trade infrequently, 
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they also determined the existence of a significant difference in returns when transaction costs (e.g., commissions, market 

impact, bid-ask spreads, and transaction taxes) are taken into account. More specifically, whereas households that trade 

frequently earned a net mean annual return of 11.4 percent, those investors that trade infrequently earned 18.5 percent. 

These results are consistent with models where trading originates from investor overconfidence, and are inconsistent with 

models in which trading arises from rational expectations. Barber and Odean (2000) also find that, after accounting for 

transaction costs, individual investors significantly underperform relevant benchmarks. They also conclude that: 

Households trade common stocks frequently, trading costs are high (around 3% in commissions and 1% in bid-ask spread), 

and households tilt their investments toward high-beta, small stocks.  

Barber and Odean (2013) provide a synopsis of research on individual investors and their stock trading behavior 

and document that the behavior of individual investors detrimentally affect their financial well being because they: 

underperform standard benchmarks, suffer from the “disposition effect” (they tend to sell winning investments while 

holding on to their losing investments), are heavily influenced by past return performance and limited attention in their 

purchase decisions, avoid past behaviors that generated pain while repeating past behaviors that coincided with pleasure, 

and tend to hold undiversified stock portfolios.1 The disposition effect is often cited as one of the main determinants of 

the performance recorded by individual investors.  

Previously, Grossman and Stiglitz’s (1980) had developed a rational expectations model in which a group of 

investors choose to invest passively and others choose to acquire costly information. And while in equilibrium all investors 

have the same expected utility, active, informed investors earn higher pre-cost returns. These higher pre-cost returns are 

needed to compensate investors for the expenses associated to information gathering and processing, and are no longer 

abnormal when they are accurately accounted for. In a large, liquid market, information costs will probably explain only 

small abnormal returns. 

According to Lee, Shleifer, and Thaler (1991) investor sentiment is normally attributed to individual, retail 

investors. Individual investors tend to place small trades, and their purchases and sales must be correlated if they are to 

substantially influence prices (Barber, Odean, and Zhu, 2009). These authors use transaction data and identify buyer- or 

seller-initiated trades to study the trading of individual investors. They find that individual investors herd, small trade 

                                                            
1 The following authors have also offered reviews dedicated to behavioral economics and finance: Rabin (1998), Shiller (1999) 
Hirshleifer (2001), Daniel, Hirshleifer, and Teoh (2002), Barberis and Thaler (2003), Campbell (2006), Benartzi and Thaler (2007), 
and Subrahmanyam (2008). 
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order imbalances forecast future returns, small trade order imbalance is correlated with order imbalance based on trades 

(from retail brokers), and, over a weekly horizon, small trade order imbalance reliably predicts returns.  

Barber, Lee, Liu and Odean (2009) analyze the performance of individual investors in Taiwan (the world’s 12th 

largest stock market) using a unique and complete dataset, which contained the entire transaction data, the identity of each 

trader and underlying order data for the period 1995–1999. They find that trading in financial markets by individual 

investors causes economically large losses and that nearly all of the losses can be traced to their aggressive orders. They 

also construct portfolios that mimic the buying for and selling of each investor and find that while individuals lose, each 

group of institutional investors being analyzed (corporations, foreigners, dealers, and mutual funds) wins. Furthermore, 

most of the losses by individuals and the gains by institutions occur within a few weeks of trade. 

In another important country study, Linnainmaa (2010) uses data from the Finnish Stock Exchange between 

1998 and 2001 to identify whether an investor has placed a market or a limit order, a feature that was made possible by 

the characteristics of the Finish dataset. Linnainmaa (2010) finds that individual investors underperform informed traders 

because the later select their limit orders. More specifically, the returns on individual investor trades that originate from 

limit orders lose 0.51% on the day following a trade and 3.3% over a 63 day-period. However, whereas individual 

investors in Finland lose money on executed limit orders, they make money on executed market orders. When gains and 

losses are combined, the profits are not statistically different from zero. However, the evidence from Taiwan, which has 

an electronic limit order market, differs from the evidence from Finland. 

Most empirical research shows that individual investors behave differently from investors in rational 

expectations models. For example, many apparently uninformed investors trade speculatively, actively, and to their 

detriment, and most individual investors hold undiversified portfolios. Furthermore, when viewed as a group, individual 

investors make systematic (not random), buying and selling decisions. A salient finding in the literature consists in that 

most research concludes that the average long-run performance of individual investors is poor even before costs. However, 

and contrary to the long-run evidence, the returns obtained by individual investors over very short horizons (up to a week) 

seem to be fairly strong. For example, Kaniel, Saar, and Titman (2008) find that the stocks bought by individuals in the 

10 days preceding an earnings announcement outperform, on average, by about 1.5% those sold in the two days around 

the earnings announcement.  
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There exist great variation in performance across individual investors, and this cross-sectional variation in 

performance can be traced to cognitive abilities (Korniotis and Kumar, 2009a conclude that smarter investors outperform 

others by about 3.6% per year), IQ (Grinblatt, Keloharju, and Linnainmaa, 2010, determine that in Finland the spread in 

returns earned by low versus high IQ investors is a significant 2.2% per year), experience (Campbell, Ramadorai and 

Ranish, 2014, document that both investment experience and feedback from investment returns affect investor behavior, 

performance, and favored stock styles), age (Korniotis and Kumar, 2009b, find that investment performance declines with 

age), optimism (Kaplanski, Levy, Veld, and Veld-Merkoulova, 2015, find that individuals having a more positive 

sentiment also have higher return expectations and a higher intention to buy stocks), and gender (Barber and Odean, 2001, 

find that men perform worse than women and link these results to the fact that men trade more often than women because 

they are more prone to overconfidence). The cross-sectional variation in performance has also been linked to investment 

skill, investment style, and location. 

A few notable studies find evidence that individual investors overperform the market. For example, Ivkovich, 

Sialm and Weisbenner (2005) find evidence that individual investors that have relatively concentrated portfolios 

outperform those individuals that are more diversified. Ivkovich and Weisbenner (2005) show that individuals outperform 

the market when they buy the stocks of companies that are close to their homes (compared to the stocks of far-away 

companies). Finally, and as commented before, Kaniel, Saar and Titman (2005) find that stocks that are heavily purchased 

by individuals in one month generate positive excess returns in the subsequent month. A criticism to the previous findings 

consists in that, given the low diversification of many of the accounts of these studies; one would expect substantial cross-

sectional variation in performance by chance (even if there are no differences in skill, Barber and Odean, 2013).  

We still know little about the performance of individual investors in emerging markets (with the exception of 

Taiwan, which is nonetheless a relatively large market within the emerging markets, and one where day-trading is very 

prominent). Also, is this performance affected by the intensity of trading activity? These are the questions that we try to 

answer in this study, focusing in the case of Colombia. 
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2. Data and Methodology 

The dataset that we use was provided by the Colombian Stock Exchange and contains all the stock transactions 

executed between January 2, 2006, and January 29, 2016.2 The dataset includes the date and time of each transaction, the 

transaction price, the number of shares traded, the name of the company, whether the order was a buy or a sell trade, a 

stock identifier, and a broker ID. As commented by Pedraza, Pulga, and Vasquez (2017), who used this data to compare 

the performance of domestic versus foreign institutional investors in Colombia, a key aspect of the dataset, and one that 

is very relevant for us, is that every purchase and sell record has a distinctive investor ID number that allows the 

identification of each transaction executed on behalf of each investor throughout the whole sample period. It is important 

to point out here that most of the existent empirical literature often proxies the transactions performed by individual 

investors as those that correspond to small trades. However, we have the advantage that we can identify whether a 

transaction corresponds to an individual or to an institutional investor because we have a distinctive investor ID.  

The initial dataset includes all the buy and sell stock trades, and excludes repurchase agreements and shares 

tendered for short sales.3 4 We also excluded stocks for which there were a total of less than one thousand transactions 

during the sample period, investors that transacted less than 20 times during the whole sample period, as well as 

transactions that were below 154,500 Colombian Pesos (between around USD 500 and USD 750, depending on the 

exchange rate of the respective date). Stocks that did not trade during three months or more were also excluded. Finally, 

we excluded those investors that did not perform trades for periods of at least 24 months. We are left with 39,370 

individual investors. Also, stock prices were adjusted for splits and other corporate events that affected their nominal 

value. 

We do not know the exact portfolio that each investor has in the data set. Therefore, and similar to the procedure 

followed by Pedraza, Pulga and Vasquez (2017), we created investor portfolios assuming a zero initial holding condition 

                                                            
2 We would like to thank Adriana Cardenas and other members of the Colombian Stock Exchange Research Committee for kindly 
providing the data. 
 
3 Short-sales were allowed in the Colombian Stock Exchange during the period of analysis. However, investors had to close short 
positions by the end of each trading day, and therefore we were not able to use short sale information in our study, as this information 
is not observable in the database.   
 
4 When the price of a stock changes more than 10% relative to its reference price, the Colombian Stock Exchange suspends trading in 
that stock for 30 minutes. Also, all transactions in the exchange are suspended until the next trading day if the COLCAP index declines 
more than 10% during a trading session. The COLCAP is a value-weighted index. As of the first quarter of 2018, it included 25 
companies, the largest of which was Ecopetrol (12.70% of the total market capitalization of the index), followed by Bancolombia 
(12.13%).  
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for each investor the first date that he or she appears in the dataset. We then added daily stock holdings to each investor 

over time. For each investor we identified negative holdings at the end of the whole period of the dataset, and add that 

value to the zero initial holdings in order to account for the short-sell ban. Errors in our measure from differences in initial 

conditions would decline over time if portfolio turnover is large enough and considering that the sample period spans 10 

years. Finally, we obtained stocks returns, share prices, trading volume, and bid-ask spreads from Bloomberg, Datastream 

and the Colombian Stock Exchange. 

We measure investor turnover as the maximum between the sum of monthly buys and sells by an investor, 

divided by the value of the portfolio.  

We calculate three measures of risk-adjusted performance. First, we calculate alpha starting with the CAPM 

Model (Jensen’s alpha). We estimate the following monthly time-series regression in which we regress the monthly excess 

return earned by each individual investor (r - rf) on the market excess return. 

𝑟 𝑟 𝛼 𝛽 𝑟 𝑟 𝜀 

Where rf is the risk-free-rate, and (rm - rf) is the market excess return. 

Second, we employ an intercept test using the three-factor model developed by Fama and French (1993), also 

known as the three-factor alpha. Thus, to evaluate the performance of individuals in aggregate, we estimate the following 

monthly time-series regression: 

𝑟 𝑟 𝛼 𝛽 𝑟 𝑟 𝛽 𝑆𝑀𝐵 𝛽 𝐻𝑀𝐿 𝜀 

Where, as before, rf is the risk-free-rate, (rm - rf) is the market excess return, SMB is calculated as the return on a 

value-weighted portfolio of small stocks minus the return on a value-weighted portfolio of large stocks, and HML is 

calculated as the return on a value-weighted portfolio of high book-to-market stocks minus the return on a value-weighted 

portfolio of low book-to-market stocks. Barber and Odean (2000) argue that one should place particular attention on the 

Fama–French intercept tests, considering that individual investors tend to bias their portfolios toward small stocks, and 

that the three factor model offers a reasonable adjustment for this small stock bias. 

 The third intercept test is performed using the Carhart four-factor model. This intercept is known as the four-

factor alpha. The Carhart four-factor model adds a momentum factor to the three-factor model of Fama and French. 
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Momentum (WML) is the tendency for stock prices to continue to rise when a stock price is increasing and to continue to 

decrease when stock prices are declining. Momentum is calculated constructing a zero-cost portfolio that is long the 

previous 12-month return winner stocks and short the previous 12-month loser stocks. It is the monthly premium on 

winners minus losers. 

𝑟 𝑟 𝛼 𝛽 𝑟 𝑟 𝛽 𝑆𝑀𝐵 𝛽 𝐻𝑀𝐿 𝛽 𝑊𝑀𝐿 𝜀 

 The portfolios for the factors (i.e., market, SMB, HML and WML) for Colombia were calculated by Pedraza, 

Pulga, and Vasquez (2017), who kindly provided these data to us. The risk-free-rate that we employed is the one-month 

Colombian T-bill rate. 

 

3. Results 

 We first comment on a few characteristics and statistics of the Colombian Stock Exchange. During the sample 

period 2006-2016, the aggregate stock market capitalization of Colombia ranged between a minimum of 34% of GDP in 

2005 and a maximum of 73% in 2012 (ending at 35% in 2015), and the number of listed firms started in a total of 68 in 

2005 and ended in 65 in 2015. According to evidence presented by Pedraza, Pulga and Vasquez (2017), between 2006 

and 2010 domestic individual investors accounted for 46% of all stock transactions (in total value) in the Colombian Stock 

Exchange, and for 27% between 2011 and 2016. 5 The decline between the two sub-periods could be attributed to the 

effects of the global financial crisis of 2008-09 on subsequent years, which might have affected individual investors 

harshly than institutional investors, and the negative effects of the bankruptcy of Interbolsa, the largest stock brokerage 

in Colombia and responsible for handling around 25% of all the transactions of the Colombian Stock Exchange, in late 

2012 (OECD, 2017). This brokerage firm had close to 20,000 clients and its demise affected the confidence of investors 

in the system.  

Table 1 shows the descriptive statistics of our database. A total of 4,685,030 trades were executed on behalf of 

39,370 individuals. The mean number of trades is 133.64, and the median is 45. The number of trades is strongly skewed 

                                                            
5 Domestic institutions (corporations, pension funds, mutual funds, brokerage firms, and others) were responsible for 50% of all the 
transactions (in total value) between 2006 and 2010, and 27% between 2011 and 2016. Finally, foreign investors accounted for 4% and 
17% of all the transactions in the periods 2006-2010 and 2011-2016, respectively. The participation of individual investors among 
foreign investors was negligible. 
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to the right, similar to the cases of volume and trade size. This skewed to the right behavior has also been documented by 

Barber and Odean (2000) for the U.S., and by Barber, Lee, Liu and Odean (2009) for the case of Taiwan, among other 

studies, wherein a small percentage of all the households is responsible for a large fraction of all the trades and volume 

executed. Mean commissions were 2.47% (median was 2.19%). Mean commission decline as the volume increases, as 

the commissions charged by brokerage houses decrease when the total volume traded by the investor increases. Monthly 

mean turnover is 8.60, a number that is slightly higher than the figure reported by Barber and Odean (2000), which was 

around 6.0.  

Results for the panel regressions on the three measures of risk-adjusted performance (CAPM, Fama and French 

or 3-factor model, and Carhart or 4-factor model) are presented in Table 2. Whereas Panel A of the table presents the 

results for the gross return performance of individual investors in aggregate, Panel B shows the net returns results. Results 

from the three models clearly indicate that households underperform, even in terms of gross returns (recall that, in turn, 

Barber and Odean, 2000, had found that there was very little difference between the gross performance of individual 

investors that traded frequently and those that traded infrequently). The alphas range from -0.33% per month to -0.36% 

per month on a gross return basis, and the underperformance is even worse when transaction costs are included. The six 

alphas are statistically significant at 1%. The underperformance by individual investors represents between 4% and 4.3% 

on an annualized basis. These results certainly indicate that individual investors in Colombia would have earned higher 

returns if they had invested in the aggregate stock market. Finally, we also found that only 6.73% of the population of 

households was able to earn a positive alpha net of transaction costs. 

We now turn to the analysis of the coefficient estimates on the market, size, book-to-market, and momentum 

factors. On aggregate, individual investors tend to bias their portfolios toward small stocks, as suggested by the positive 

and small coefficients on SMB for both the three and four-factor models (results significant at the 1% level). Furthermore, 

the market beta for stocks held by households is less than one, which is intriguing and suggests that individual investors 

hold a portfolio of stocks that differs in some respects from the market portfolio. Individual investors in Colombia have 

a slightly negative exposure to the HML factor, and a slight tilt toward momentum (WML), both coefficients being 

significant at the 1% level in all specifications. We can compare these results to those presented by Pedraza, Pulga, and 

Vasquez (2017) for institutional investors in Colombia. The exposure of these investors (both domestic and foreign) to 

the factors on the CAPM and the Carhart model (the two models that they use) show, as opposed to our case, are higher, 
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although still lower than one, exposure to the market factor, and a small and negative exposure of institutional investors 

to the SMB factor, consistent with institutional investors tilting their portfolios toward larger companies. 

 

3.1. Performance and trading 

In the rational expectations model proposed by Grossman and Stiglitz (1980) investors will trade until the 

marginal benefit of transacting equates to or exceeds the marginal costs of the trade, including information costs. 

According to this model, active and passive investors have the same expected utility. On the other hand, in models in 

which investors suffer from overconfidence, investors will trade excessively, and trading, at the margin, will decrease 

their expected utility (see, for example, the model proposed by Odean, 1998). The overconfidence bias is suffered by 

investors that are absolutely confident of their decisions, leading to overestimations or exaggerations (for a review of the 

overconfidence bias, see Daniel and Hirshleifer, 2015). 

As explained by Barber and Odean (2000), in the model developed by Grossman and Stiglitz, active traders must 

earn higher expected gross returns to compensate their higher trading costs. Furthermore, this model predicts that the 

gross risk-adjusted return performance of the most active investors will be higher than that of investors having low 

turnover, but both types of investors will have similar net risk-adjusted returns. On the other hand, the overconfidence 

model predicts that the net return performance of investors with high turnover will be lower than that of investors with 

low turnover, while making no prediction about the differences in gross returns.  

To test these two competing models, we follow a procedure similar to that employed by Barber and Odean 

(2000), dividing the sample of investors into quintiles based on mean monthly turnover. We then proceeded to estimate 

the parameters of the CAPM, Fama and French’s three-factor model, and Carhart’s four-factor model for each turnover 

by quintile. Results are shown in Table 3 (once again, whereas Panel A of the table presents the results for the gross return 

performance of individual investors in aggregate, Panel B shows the net returns results). First of all, it is salient to observe 

that the gross return performance, which is negative for each quintile, deteriorates monotonically as one moves from the 

lowest to the highest trading turnover quintile of investors by turnover, regardless of the model used to measure 

performance. Whereas low trading intensity quintiles underperform by between 0.26% and 0.29% per month, high trading 

intensity quintiles do so by between 0.40% and 0.42%. The difference in gross return performance between high turnover 

and low turnover investors ranges from 1.5% to 1.7% (on an annualized basis), depending on the model. These results are 
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clearly at odds with the prediction of the model of Grossman and Stiglitz (1980) and can be accommodated to the model 

proposed by Odean (1998). In short, those households who traded the most were not only unable to earn higher gross 

returns, they underperformed investors who traded less on a gross return basis. The coefficient estimates reveal that high 

turnover households tilt their portfolios more heavily toward low-beta and momentum stocks and less heavily toward 

value stocks, than do the low turnover households.  

Finally, and as a robustness check to our main results, we used volume traded (in COP, or Colombian Pesos) as 

an alternative measure of trading activity, and we also divided the sample by quintiles based on trading commissions 

spent by investors. Once again, we estimated alphas for the CAPM, the Fama and French 3-factor model, and the Carhart 

4-factor model (results are available upon request). In the case of volume, and similar to the case of number of trades that 

we used as the base case before, we found that alpha is negative for each quintile, and declines as one moves from the 

lowest to the highest quintiles by volume, on both a gross and a net return basis, and regardless of the model. A similar 

result is found when we construct the quintiles based on trading commissions spent. 

These results reinforce the message that higher levels of trading activity are associated with inferior performance, 

even on a gross return basis. Individual investors are at an informational disadvantage compared to other investors (e.g. 

institutional investors) and may also suffer from behavioral biases, such as overconfidence. These features may well 

explain the inferior performance of households that has been documented in most of the literature. It could be contended 

that information asymmetries are more prevalent and severe in an emerging and relatively small stock market such as 

Colombia’s, than in developed stock markets. This argument, combined with lower levels of liquidity and higher 

transaction costs on average in emerging markets, may well predict that the underperformance of individual investors in 

emerging markets should be expected to be worse than the underperformance of households in developed markets, and 

that higher levels of trading activity by individual investors would be penalized, on average, with lower gross and net 

returns. For instance, in the case of the Colombian stock market, Karolyi (2015) finds that while this market fares 

relatively well in terms of legal investor protection, it still suffers from market capacity constraints, operational 

inefficiencies and corporate opacity. 
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4. Conclusions, possible extensions and implications 

In this study, we have determined that individual investors in Colombia underperformed the market on a gross 

return basis by between 4% and 4.3% per year (depending on whether alpha was estimated using the CAPM, the Fama-

French or the Carhart model) between 2006 and 2016. These findings are even more disappointing to households when 

one considers that the COLCAP index declined by 5.8% per year during the period of study. These results were obtained 

after analyzing all the stock transactions executed by the universe of individual investors in the Colombian Stock 

Exchange. The underperformance of households becomes even bleaker when transaction costs are considered. We also 

found that that the average individual investor bias its portfolio towards small, low-beta, and value stocks, and turns over 

around 8.6 percent of its portfolio monthly. Finally, we also determined that the most active traders (measuring trading 

activity by either number of trades or volume) underperformed the less active traders even on a gross return basis.  

Our results are in conflict with Grossman and Stiglitz’s (1980) rational expectations model, but can be consistent 

with models in which investors suffer from overconfidence. And it could be argued that overconfidence is penalized 

harsher (in terms of lower gross and net returns) in emerging markets (which tend to be characterized by illiquidity, higher 

transaction costs, information asymmetries, and corporate governance issues), compared to the case of trading in 

developed capital markets, where most of the studies on the performance of individual investors have been undertaken.  

We could extend this study by analyzing whether individual investors that place limit orders underperform 

informed traders, following the study by Linnainmaa (2010) on the Finish Stock Exchange. In the case of the Bogota 

Stock Exchange, and before February, 2009, the market functioned as a continuous trading system from 8:00 to 13:00 on 

weekdays and investors were only permitted to place limit orders. However, after February 9, 2009, a new trading platform 

was introduced, allowing market and stop orders, and a batch auction was introduced during the last five minutes of each 

trading day (Pedraza, Pulga, and Vasquez, 2017). These features of the Colombian stock market allow us to conduct this 

study. Also, we could analyze whether individual investors that have relatively concentrated portfolios outperform those 

individuals that are more diversified, following the study by Ivkovich, Sialm and Weisbenner (2005). 

According to Wyman (World Economic Forum, 2016), over the last decade, retail investors were attracted to 

invest in the Bogota Stock Exchange through the launching of a number of “democratization” programs aimed at 

incorporating new investors to the stock market. For example, in 2007, Ecopetrol, the largest oil company in Colombia, 

sold stocks through an IPO to almost half a million new investors. A new IPO to small investors followed in 2011. While 
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programs such as Ecopetrol’s were successfully in attracting interest from individual investors, they also caused the 

portfolios of many of these investors to be undiversified. When oil prices declined in late 2014 and the stock prices of oil 

companies suffered as a result, investors experienced a loss of confidence in the market.  

To restore investor confidence in the stock market, the offering of broad financial education programs for small 

investors will be of upmost importance, as well as the reinforcement of regulation and the improvement of corporate 

governance standards. Regarding this latest issue, Wyman (World Economic Forum, 2016) comments that the Colombian 

stock exchange still faces a number of challenges that may be restraining the disposition to invest in the exchange (most 

notably, there exists a need to reinforce the protection of the rights of minority shareholders so that issuers can entice 

interest from a wide range of investors), notwithstanding important efforts that have already been made to improve 

corporate governance practices in Colombia (see OECD, 2017). Furthermore, there exists a need to improve liquidity so 

that transaction costs can be reduced, new investors be attracted, and systemic and liquidity risks decreased. The 

strengthening of the private pension system accompanied by an increased interest from foreign investors, as well as new 

democratization programs, will certainly help a long way to increase liquidity. 

 

 

 

 

 

 

 

 

 

 

 



15 
 

References 

Barber, B.M., Y. Lee, Y. Liu, and T. Odean (2009), “Just How Much Do Individual Investors Lose by Trading?” Review 

of Financial Studies 22:609-632. 

Barber, B.M., T. Odean, and N. Zhu (2009), “Do Retail Trades Move Markets?” Review of Financial Studies 22:151-

186. 

Barber, B.M. and T. Odean (2000), “Trading Is Hazardous to Your Wealth: The Common Stock Investment Performance 

of Individual Investors,” Journal of Finance 55:773- 806. 

Barber, B.M., T. Odean, and N. Zhu (2009), “Systematic Noise,” Journal of Financial Markets, 12:547-469. 

Barber, B.M. and T. Odean (2013), “The Behavior of Individual Investors”, Handbook of the Economics of Finance, 

Chapter 22, Elsevier B.V.  

Barberis, N. and R.H. Thaler (2003), “A Survey of Behavioral Finance,” in G. Constantinides, M. Harris, R. Stultz eds., 

Handbook of the Economics of Finance. (North-Holland: Amsterdam), 1051-1119.  

Benartzi, S. and R.H. Thaler (2007), “Heuristics and Biases in Retirement Savings Behavior,” Journal of Economic 

Perspectives. 

Campbell, J.Y. (2006), “Household Finance,” Journal of Finance 61:1553-1604.  

Campbell, J.Y., Ramadorai, T., and B. Ranish (2014), “Getting Better or Feeling Better? How Equity Investors Respond 

to Investment Experience”, NBER Working Paper No. 20000, March, 64 p. 

Daniel, K. D. and D. A. Hirshleifer (2015), “Overconfident Investors, Predictable Returns, and Excessive Trading”, 

Journal of Economic Perspectives, Vol. 29, N.4, Fall 2015, Columbia Business School Research Paper No. 16-15 

Grossman, S.J. and J.E. Stiglitz (1980), “On the Impossibility of Informationally Efficient Markets," American Economic 

Review 70:393-408. 

Hirshleifer, D. (2001), “Investor Psychology and Asset Pricing,” Journal of Finance 56: 1533-1597. 

Hirshleifer, D., S.S. Lim, S.H. Teoh (2009), “Driven to Distraction: Extraneous Events and Underreaction to Earnings 

News," Journal of Finance, 64:2289-2325. 

Ivkovic, Z., C. Sialm, and S. Weisbenner (2008), “Portfolio Concentration and the Performance of Individual Investors,” 

Journal of Financial and Quantitative Analysis 43:613-656. 

Ivkovic, Z. and S. Weisbenner (2005), “Local Does as Local Is: Information Content of the Geography of Individual 

Investors' Common Stock,” Journal of Finance 60:267-306.  



16 
 

Kaniel, R., G. Saar, and S. Titman (2008), “Individual Investor Trading and Stock Returns,” Journal of Finance 63:273-

310. 

Kaplanski, G., Levy, H., Veld, C., and Y. Veld-Merkoulova (2015), “Do Happy People Make Optimistic Investors?”, 

Journal of Financial and Quantitative Analysis,  vol. 50, issue 1-2, 145-168. 

Karolyi, A. (2015), Cracking the Emerging Markets Enigma, Financial Management Association Survey and Synthesis 

Series, 312 p. 

Korniotis, G.M. and A. Kumar (2009a), “Do Older Investors Make Better Investment Decisions?" Review of Economics 

and Statistics 93:244-265. 

Korniotis, G.M. and A. Kumar (2009b), “Do Portfolio Distortions Reflect Superior Information or Psychological Biases?" 

Available at SSRN: http://ssrn.com/abstract=1018668. 

Lee, Ch.., Shleifer, A. and R. Thaler (1991), “The Investor Sentiment and the Closed-End Fund Puzzle”, Journal of 

Finance, 1991, vol. 46, issue 1, 75-109. 

Linnainmaa, J.T. (2010), “Do Limit Orders Alter Inferences about Investor Performance and Behavior?" Journal of 

Finance 65:1473-1506.  

OECD (2017), Corporate Governance in Colombia, OECD Publishing, Paris, 128 p. 

Pedraza, A., Pulga, F. and J. Vasquez (2017), “Do Foreign Investors Underperform? An Empirical Decomposition Into 

Style and Flows”, Policy Research Working Paper, 8002, March, pp. 1-42. 

Rabin, M. (1998), “Psychology and Economics,” Journal of Economic Literature 36:11-46.  

Shiller, R.J. (1999), “Human Behavior and the Efficiency of the Financial System,” NBER Working Paper No. 6375.  

Subrahmanyam, A. (2008), “Behavioral Finance: A Review and Synthesis,” European Financial Management 14:12-29. 

Wyman, O. (2016), “Accelerating Capital Markets Development in Emerging Economies Country Case Studies”, World 

Economic Forum, White Paper, May, 26 p. 

 

 

 



17 
 

 



18 
 

 



19 
 

 


