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FAAEC] vt vt dA7tA
nd#ole] F42 wizaiy o]y g A
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AA A AfFe] o) A##A, 12l Odean
(1998) & 7MRJAFAAEY FAAYARE Ed}od

oldden £448eY HA Folg ¥43
o olAE d& dFsta .

2 ATE AARAAE] F4vrieo] #a
AAITARE FFFANG A8t Feuet
AJAFAAEY viejdejE E4stns @t A

A, AQFAAEC] BAF49] o]} &4/33 )
et v deRqs dele @42 o

veke] A vieiAEE E4F APATEY 4
g d727. 2y AAFAAES] H gAY
2o AlAA o] g EE A7E ) o]y @
& FEste MARAAEY JAAE FerH
(heuristic)& #H3AE %3tn ot ZzAd
Eo|&o ZAT &A3NANT EAF2 A
o] o]FA e AFEHT &S olgt: W3
AdEd A TS Hel Fo] HhAA

D) € 27N EHE AARAAES] AR ERATAEL 22 712 F +2.66%°10.
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AR FolE & Yok B ATE AAEAASY
YA A EAgSs dug 5 9l

& THEoEAN AAFAAE
hg ol8lg 237 o 2ddaA S

4, v]2S 902G AAZ 2ANEE gae
2 539 griy Agd7rse et 744
27 AR5} Aolsitkes AolA $2luel A9
ExAE) Aol et AFe 2N F
28 FAFA AAEARES oldlistn Lo}
A 2AAF FAo] AAele wt ada ¥ 5
doh, 7o) FEE BFAF Hlsd S}

FAAZE AAERRT} M F28 FR2A
g AolM ExgAo] Aoldtt. olgd 228
ER2A ) Ao 2 Zhekstel AAFAA EX w
2 dsialele) zolz A7E Bt uAl Gk,

AR, $eue QAL AANA 713 9
g Ugs Fo| &3hm, ojd Hold Ay
BAL Jlmoz eaRIFAARs} F43 LA
o AA FAAY F 2 v]Fo] 2003d T &
A 60%°) ol2m itk B dTE F&3 ke
T PE LEAERAESY suje o] tate] 7| E
A7 #staa .

274 23348 Bold Ades AAFAAS
o AR wARE 243 A% HYRE oA
ge YUy T gukd d4doz Jehda 9l
o AAFAREY FARFELAIIEE o]Ad
Fa0] EAAAFTA o Mt Aoz Fon,
ol o) £AMAL Hlsle] BA ey}
A e Fe FANFe] FAHoR Fe
e kAN AR FaA vehkon Aw
A AAZA we} e wiYE ey

Ao X34 M2& 20054 4%

BasAddeze Aol oty &439
d9g & 0. mEM ddd Tl

o ZARA FEHeE ANHIA
W EA9 AT FAR Al st & AT
e Apdsd A9gs ANsta Ao AdFAA
2 ¥MZ2de & d7dA 434

uish o] AYACR AN A FAAE
o A% we uuAA EYGe tehlot, ¥
ARZFEY ASlE AZ3he

&4

ATES e Fedn. A 3HE o] 4
A% AgAT7eddA =dHes =29 A7,
i 2 e R B o i e v B = F i
g3 oS N d7dte] gk FF A7
of g AA S AAlstaat @t

I, OIEH HiZ X Mol

2.1 =2AHEQO|E(Prospect Theory)

AR Rl dTe HEAHoR JUEECE
(expected utility theory)® F4o2 H7jsof
gou, F8o|E9 7124 Hd A rU&
4Sdge JAMESH R A5 & fle F
74Ae) i) 7k T3 g AR JAEA )
© $4 i degd dAse gesn feld
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A JAEHE dohe JHHelE, ERe AlEA
e 73 EAE § e RE dUES e A
E5to FeldQd 44E ke Aot a2y 9
2R A= AEE Fe) X (bounded rationality)
o JAstq JAZEFE Fh(Simon, 1979)E
Aol H]Fo] & o o] slujggol 2 71
2 Aeroz AR Esivdz & 4 9o
Schoemaker(1982) %= 7| A 808 S o] &4 u}
Ao #3449 gl AFATES AET 2
N JAMAR o] ZIHE LT oste] o] F
£5A B3ce AR sEadnh gk 49
o JAEARA A i E Lo B Ned el
/d (descriptive validity)oll AZgt o] 2o] 715
i e AAet

Kahneman and Tversky(1979)& £&84X43}
A9 JAAFolEo 2N AL EY hete
2 AXNE Z22AHE|E(prospect theory)ollAl
AAZ A Adeatae] slgjagol g9 HelEdl
Audde 454 A7FEAHRE ANn Yo =
ELHEC|EY VALY Ao]HL T2 A
HEo|2e| 7X| ¥4 (value function: v(-))et 9
AR 7VgA 8 (decision weighting function:
0(+))8 EAA gt} slojadol2e &
el aFete A Eee BHEHY AW E
HMRYog sl o]4geHe 2E 8 (concave)
Fe2A A0S agn SN e
5% (convex) FHEZAM AFFFA LS JeR
B, 7]€717t o]lddgoBg &g o
7te Fert dot? o2 @ AR EFE o)A
de AYAE B2(EL)d HE YT 299

A4e Be 2% AR ng5Mad)e 9 2 4

A
L

A
]
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e

Ho

o
o

< Yehdch AZA7A ) oehd £HAM o
MEge e 299 oldd P 1o o ¥
Hj Hxe o]21 gIth(Tversky and Kahneman,
1991: Kahneman, Knetschm., and Thaler,
1990).

z2adecl2e oA} LY B4
Qs B¢ BIWAt WAz TEeD
A BRGA N = Hke H2EF S A o
ABAAAE desee A0S FT. B
AdA AAR A= AZR Ut AR &S
B2 HS Mase oY Ee £z ERY

o E® 990 MEHA g BHREH Ao
SEEEERL LY

B Tty APl F
FHoR EIPstn e 84 FF BAdA ujA
A7le FYE 339 HPYEA o]& Hid
AdMe B8 GAER A 7 EeS QA
AR AT TE ALstd Hog 34 XN E
Zre ke AF AHEA dd
AHGANM T8 AL 45 FHd s
AgsAU 2ested A S A3 AeAA
(mental account)& AAshe HA ot} Al
% (Tversky and Kahneman, 1981: Thaler,
1985)& AABZAL A, F4 59 AFH 2
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Agetn, &R oYL dtR SAZRE #
e W AR E4E diE oY Ags ol
A e 7397t dubA ot (Thaler, 1985).
Tversky and Kahneman(1981)& 42449
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of Frldke AHdE Z7lde ¢80 & 2o F
717k AgHAR, wiAE AFde ded B
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(loss aversion) &
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E2AUE0| 2L AL EMNY JASKAES] ohz Yel

412 A% (mental account)s 3t FEFHTH
WM FARES wiuigAE E4stn ok
FARAAELE 2t 50 distd SH9AY AH
AR S HRsle ZE2AEC|EY HDV|EAH
7EXEgo] st wjujjAAR S A Ed &
A FEFAY Mo Bdr|EH ] He viFtA
of vlgle] Asdld &G Fuo X FEe 9
ate Rzl AP A JAEA ) o|2A 2
Bgo] molxA "ok FERA nddo|Y
F2Ao g AR AQ JAERE L g 5T
o|JAEE oujgitt wid FAo stAo] st
st mlAd#EEH o] DA FAAbe £4999
EE3 A gd st gAEA S A HEz
AEFTHY JAEA o|2A 2 FEo| FA
ot nAddEd FAd g 4PF7H A A
e EAFAL AL Bidte ARE ZsA

A Bh FAL oYt £42 BESE 3
e l2H0 BUrFYel E BA BHAAY
F47H4% @AY FAHEE vaste Ao
2 398t 9wdoz A ERAHE v
ol 92z j47tAe BAsAR vase 33
o feh Tev AR Aole] meh AN Y
AANAE vmE HEE oY S FYz o
3ol 4 4 9t} S 5o, AATARSS B
N24e] e e dAstA L vasd,
eAds AARENE & FRTAASS A
F43NE T ¢ 2E 99 F A9 1)
AEAA AAIAE o)t BTG OR ol
W AA EdeE $98 AR e 4 9
o A EAASO] A4 ieAHY A% AR
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¢ At Aot ALQFAAEY wfuiF Azt F4
Al plAle S AAFARE] AN 2}
Aot HFI A 71 AFAASG AR} F

& FAAEE v =3 vehie
7t w2k 239 Aot ARRA BHAM®E ¥
A wei o] EAdGE dgdrdde F
ARG Aol At E MY mj=A
F2 RE ANGHARAA FFE Ly ol
gt

(28 DA Fa27t F4 5 o 7Ho] &
@l En. g F 7HHo] dsad it
A3 dA7H4e Aol wlddeld Glo] €
of AHAN B3} setergo] FUsn 7HH st

oJgtE At Asshd vlAde]
oL G28 Gl 2ui7t HA% FdT FER
Al wiertA o2 sty njd ol Aletzl
a3 QEG e A Erel oiet Fud
Hle v(G2)<2v(GD)ol22 FAAke vld#ol
9 (Gl) 8% Hstd F42 vizsiA | @
d ol F 7HFo| stgatd wirtA ) A7
o) ztode] nA&EA Ll1o) g}, sHde] AL 3t
gald nAPEA LS 128 247t YT 7Aoo
Fedtd wietA S s Retd nAdEAde Alg
Ak, EAFGAA B2 Py o AT
(L2)>2v(LDE oviste2 Fxxe njddsdd
L1 A8E dstn $4¢ A% Biste 943
gt Ao MPAFEL o]dd el 2
3 dejo XSy, EAGddE BEET
o Mg, 28z o]gg e vstq £49Y

T 7HA o] njdgo]

7
o

TFEV

)
)

—_

Lo
A

o
=
=2
=5
Bl

(ag 1) FEH Ik

v

o ARG

|

L2 L1
&y _ ol

v\Gl G2

Rt b
L
s

608

ZUStAT M34A mM2% 20054 48



qoM Jtete 712718 Fe /s B4
met dshe szoAldg el HgAgE £43
H8¥oz dmsta YUch(Shefrin and Statman,
1985; Odean, 1998).

2.2 MPAR

o

z2AHEC RS wt gyl Eaﬂ o|YEHE 4
g3 2HAYFEN, 2AYFE, AFIA F
ofell A Trgt Ayt °]-r°17<]-!- Ak, PE
g gdgd g AHEARATF (behavioral
finance)e A= Shefrin and Statman(1985)0} A
74 @72 & 4 3tk Shefrin and Statman
(1985)2 APATES P5Hety Hwdos
Ay Hsta, FHAEAACE Folo F48 $942
o Faehs BAAEY #9498 23 249
HE o g o]9lo] Wl AfdE W RA %
st E4o) HAEle Aol 7] Bedke
H A A vl =48 (disposition effect)S VFERH
g skt olg @ v A ojEAge o —r°¥
ATl Fog FWHo] Holew o dAFE
AZAA FAA BHAM FHIete wnd x7)
Q—TLF—T} FARAEY] FAN=YRE NAFFA
;ﬁe- ‘_T"ai e ‘T‘ 5115}

27 ?‘i:r‘a% olgig HA A vz aFS F4
AgAA FA7HAT AgFol %o ARAAS U
Bithe 272 dFsn du. uF FAAR)
A Lakonishok and Smidt(1986)% 44349
FHEC] B AgFE sy Jdoes A0 e
A8 e, Ferris, Haugen, and Makhija
(1988)< 3070 F8 F%9 7HA+E3 Aol
o AFHIAE Jehdte FHARE Ax&n
Atk & F4A1 % (Bremer and Kato, 1996)
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*

HABIIE x34A ®25 20054 49

E2ABE0|R LAY HAT Yol

FXxES UHEﬁEH

AME= T2 277 Jepda gtk a3y 44
ARFEE B¢ BHL /RASEAAEY vxeid
AP g vjAAQ 2ol A4 Utte Aol
A BAZ I digk giAAE AYES wjAE] of
ot

FAMAT A FARAE 5T vi=g9
o wiidel FAANG AxY BHAM HIF
71*]7‘4 TR Eoletd, NAFAAEY =gy E
2 PN¢ dF2E 0dean(1998, 1999)

2 81 ot m= AAFEAREY 3
‘\"‘i—?"} Odeand AUFAAEY o]J4d
EALAE S vuAZ LS BA=(Grinblatt
and Keloharju, 2000), ¢]22}¥(Shapira and
Venezia, 2001), 5 (Brown, Chappel, Silva
and Walter, 2002) 5 g uel FAA AN
T AR vehim i AA ZA=e) AEA]
T AAAER AZE3 Qe AAFAAES
AL B AHgd wEPdde Agd A
oMz dFHa o Weber and Camerer,
1998: Weber and Zuchel, 2001: Chui, 2001).
AJFARAEL 71#FAA T HAFAR A
€ A% dgste ARt Sol vsto vaz 33
R A e FE RolAw, ugANE BE
FAAE 2EAA dRez ddun o
(Shapira and Venezia, 2001). v Al7tzA
=AYAL(CBOT) AEARFAAEY viojaiols
4% Locke and Mann(2000)2 H|HA# o
EAg%o] dxbEQl @AolA g, BExpel o A4
Eo FAREY &Adq) ETI'7]7}°] RS
A FALEo] R FAATY SAvjn) B
1Zte] 7V Z2A Jebdch. weEld F21589 A
AL Wi g AR ohle of
B (mediator) o 98 s Aog B & ik

rmh

\l

N
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3.1 JHeIEAREe) HIckyE oheaY

AFATEL o 747 Wiz Hgy4 iz
A¥E 432 Urh. Shefrin and Statmann
(1985)#% Shapira and Venezia(2001)& |9
ARFAT SHAAETA Y HAE RIS vt
o HAdE 3% W, Odean(1998)2 Y|
BAA xS ojqdded &AHEEY 3}
olzA FAsAt. EH7Izte] deulne oY
Z7] Adste v &4 Y] Bedde vy
33 =g 7124 Fo AT AFWY
A wizojabd el nAy APHPE FA)3

A dol izase §9¢ FReldE 259
BPgolt, B ArddE Seue F4A%
AVEANEE BEFY HEIARHN B3R
4e deie A2 A3 Aokl BRI
% olo) ¥ £448E T M 2APEE BF
A 89}

Odean(1998)<] ©]2}& & (Proportion of Gains
Realized: PGR)# &44¥8(Proportion of
Losses Realized: PLR)2 T35} Zo| AAtdic}

o194

d&(PGR)

1

0
]

o (EHBFEFE
3 549 vzt o](
o, wddol(&d)FErE ert 2AE ¢
A B3 vjddol(&4d) FEFoIT. A
FAAARS ol Y &) HBFETe nlAddol
(Ed)F3re AAZFH BE AR 2A F4
Ho] AR o]AUA LT EANFEo] ANAY Y

ol=e] ALE5RE AA fE Ao &4
FHE AR A S 2] AT A
7b BAsH dd. ol g ARAEAE ARz
i} SAFYS PIEfsteds ATl 2
gee 4%l doh. 2 fAvet A5AEL
FHFA AZEL B ARG o] AR
Aol AJAFEAAES Feief e &

AATAA ] B §FA

&d)S 48 39

A7sE BN dgusde 23aRt ¢
£ B £58 I3E 4T 4

M 11 ololddze) BRRgvIte S44d
o U710 vislo] B
0248 & (PGR) & &4 &(PLR)
By g,

7Hd 1-2:

3.2 £43ju|et HHs|EA H|nEN

Bt A =432 Shefrin and Statman
(1985)% Odean(1998)% H|¥¢ B2 MgA+
A3E T = o dubAQ 4ol & £ 3
o a2y o2t HdAA e dAUQl
0 =28 AR &489d8 HF33Ad
o] ZEHOZ AAHI & ojn #io|
7V AR =98 AREE AFste Ao g A

: ]
i,

3) 2R AL Odean(1998)elM Admsta gl
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zgauEolEy &

) ATE AAEY wpt glrh o] Rope) e
A 9472 38E Odean(1998)% ¥AA W=
wdd WAos ZzadEedey BFS
AR AR AL
2 AAstn Yom, o)F s AP o] o}
ATANE FPsE AR e A G AFE Hol
2 4 oo B A7dNE R ge vy
R tg 4 ANY HFAAELY uA
MR BN Yate] AR ZAd w4
43 segoz Relsld 2 Ao welde
2 229 =g vla B3 vgAAd o
3 M ARG =4 272 AzHow 7y
a7} #oh,
£A30EAe Z2adEC R WA
Ao w2 JANAH AR W F7
Adge Tz rdeclEnE WALCl FAATO
45729 AT SR BElsA
dg Aeld] sAstn Utk £AHFANTY AT
AR wPd AT Aol BeFAY
o AAgdn 249 4 e £435 78
t gl FRHARLL =R o} vj5i}
ARE A4 Fsstie A odd dAad
e Bo A% de A7t e7ETa AT
AN AHATEL 2= HgAA Hjsag
©Y712 (single period) AN HIdn
L DY s sie] 2Ho] oA, B
FARAH BA ojEAEH o] w1
A8 AN vizge Ao 3
FEolt, 2 45 Aol ¥ A
bz 2ested E9A AadARos 4
Ne Agsel T98 AeAgez 9
S& oAEAZTI 2R (Thaler,
), FAMTE AAARS Fao] @A 9w

238 & gde 4

o

2o g
to in ol m‘.g £
N R o% o
rlo

o
% 1
o o

= owd oy rr

o
rir

—_
O
o
ot

AASAT 347 H22 20054 4%

Az saat el EXiXlEe| of T Wel

g AR 4&e "XA EcH(Thaler and
Johnson, 1990). MAFAAEL FAAHE W
Bate FAdA dA BiFAd hg oAt
A< A€o FAPYE o712 (multiperiod)
o 24 A&Hozw vhEHe AR HAlBR
Gd71Z 7Pl HIske AS 49 el

o] A7E & Yok FAFAGHY o] EE
Edol A Bhotn sle seo e ndd
&3 54 APAdez A¥gAY S99 A
AR Ralgd e v oA g A
olg(MitiAA) F&E MAA dot.

713t 23 o) e &4o] wAHE AR

JAFAATHL @A o=JAtdAd JgE n)x|
T AR -9, VEdes ddrit
AR REHQ TR AHEO| 2o AT w9
dZol r|zte g FAs e A7t 8o}, Thaler
and Johnsen(1990)& FARIE9 AAFEAAT
7b A AR vixle Qo] dig AgA A
3 2y, FAREL 34'71 &Aool EAlte AS
el o9 ke 42 5HE JHUAYE <
Aete g, BA °]°1°] EAste A5 dA9
o]g g &4 FYT AEAFoE Addde
A%e JEIT. AQSAAY BHA ERAYB}
A mAddEEdH 24 7 599 AeAFez ¥
g A= @AY i AA e e dEgF
&4 94 go] A dert €. a2y 3
A FAG T Al nAddEee] U A
Bog A AdHE 4%, = AYAH £
AHoR 5”*51\_ 35 £A39 AL st
*”ﬂ—qd FAAE] wlddo| o et
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HAEAS Beldo] EARES NZE &4 o
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Loss Aversion of Prospect Theory and Individual
Investors’ Disposition Effect

Dong Chul Kim* - Won-Wook Choi** - Yoon Jong Lee***

Abstract

We explore the well-known behavioral heuristic, the disposition effect. The disposition effect
refers to the tendency to sell stocks that have appreciated in price, winners, and the
reluctance to sell those that have depreciated below their purchase price, losers. Previous
studies in behavioral finance have documented the existence of the disposition effect in
laboratory experiments, real world environments, and various countries.

The purpose of this study is to examine whether such an asymmetric investor behavior also
exists in the Korean stock market and to extend the existing literature by distinguishing the
competing explanations of such an behavior in sales decisions. While the question of whether
there is a disposition effect has been settled, the question of why there is such an effect in the
first place has been neglected in prior studies. Understanding what derives the disposition
effect might help us understand better individual investors decision making processes of stock
sales. The existing literature attributes the disposition effect to mean reversion or loss
aversion, but it fails to distinguish explanatory powers between them.

Mean reversion, which is a bias in return expectations, implies that investors expect lower
returns for stocks above average returns and the converse holds for stocks below average
returns. Mean reversion implies the negative autocorrelation of returns. If investors act on
such biased expectations of future returns, it results in the disposition effect. When an investor
expects lower returns after high returns, he is more likely to sell winners. When an investor, on
the contrary, expects higher returns after lower returns, he is more likely to hold on to losers.
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** Associate Professor, School of Business, Yonsei University.
*** Doctoral Student, School of Business, Dongguk University.
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Another more widely cited explanation for the disposition effect is loss aversion which is
based on the prospect theory's asymmetric value function. Loss aversion is one of the most
important implications of the prospect theory. Loss aversion posits that investors have the
tendency to seek risk when faced with possible losses, and to avoid risk when a certain gain is
possible. Such an asymmetric value function around a reference point induces investors not to
sell losing stocks. Empirical evidence shows that investors do indeed hold on to losers and sell
winners.

Once the disposition effect is confirmed in the Korean stock market, it is possible to explore
the conditions under which the effect is prevalent, and what investor characteristics are
correlated with the bias. Our secondary objective is to identify individual differences in the
disposition effect and explain this with underlying investor characteristics. Building on the
findings in the existing literature, we hypothesize that investors trading experience, holding
period, investment amount, and trading vehicle are responsible in part for the variation in
individual disposition effect.

The data used in our research contains trading records of 10,000 individual investors
randomly selected from a medium-sized discount brokerage firm between 2001 and 2003. Our
result confirms that individual investors in the Korean stock market are subject to the
disposition effect. Our result also suggests the disposition effect is more promounced in
downward markets than in upward markets. Loss aversion can explain the differential
disposition effect depending on the market directions, but mean reversion cannot. We propose
that loss aversion is the more appropriate decision heuristic that represents the underlying
processes of individual investors’ sales decision.

Analysis of individual differences shows mixed results. Consistent with our prediction,
investors who hold stocks relatively longer show less disposition effect. This implies that the
disposition bias ameliorates over time. In other individual characteristics, however, we find no
significant relationships or the opposite resuits to what we predicted. Trading frequency as a
proxy of trading experience and online vs. offline variable provide no statistically significant
explanatory powers for the disposition bias. Traders with larger investment tend to show more
pronounced disposition effect.

Key words: prospect theory, loss aversion, disposition effect, mental account.
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