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ABSTRACT

This study aims to test whether the cognitive biases exist among experienced
experts in Taiwan stock market.The relationship between the experts’ perceptions on
the stocks and stock realized return is expected to generate.The data collected from
the annual survey of company reputations conducted by Common Wealth Magazine
from 1997 are used in this study.The financial data, including weekly stock return,
weighted market return, book to market equity ratio, transaction volume, turnover
ratio and price earning ratio, are collected from TEJ database.The fix effect model
is then used to estimate the effect of respondents’ perceptions on good companies or

good stocks.

The empirical results indicate that companies that are perceived as good
companies have the special characters, like larger size, higher transaction volume,
higher price earning ratio and lower book-to-market ratio.The results also illustrate
that the experienced investors rank stocks as if they believe that good stocks are
stocks of good companies.Moreover, the study shows that these investors rank
stocks as if they are indifferent to market risk (beta) ,while this is the major factor
which causes the high stock return.Therefore, it is concluded that the cognitive
biases lead investors to the belief that good stocks are stocks of good companies.It
also makes companies that are perceived as good companies or good stocks will not

have high stock returns.
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1997~ feayass 20.77 0.53 0.56 0.623 0.554 173.19 0.260 14.356 1.043 14.364

i?oz o 5992 6.20 597 5910 -0.272 0.26 0.047 0.005 0.007 8.023
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5 AVG 230
AVG
1 2 3 4 5 6 7 8 9 10 11
0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
P 0.996 0.996 0.996 0.996 0.996 0.996 0.996 0.996 0.996 0.996 0.996
-0.053 0.027 0.002 0.002 0.028 -0.005
P 0.223 0.545 0.961 0.968 0.521 0.909
In 0.341 0.333 0.289 0.403 0.319 0.345
P 0.000%* 0.000* 0.000* 0.000* 0.000* 0.000%*
In -0.212 -0.045 -0.083 0.055 -0.022 0.025
P 0.000%* 0.484 0.205 0.473 0.735 0.768
0.010 0.008 0.005
P 0.002* 0.022+ 0.207
0.017 0.104 0.077
P 0.649 0.023+ 0.120
0.002 0.001 0.001
P 0.001%* 0.059 0.101
. 1.491 49.513 13.566 9.421 0.207 11.747 16.880 14.222 14.213 13.709 10.440
P 0.223 0.000 0.000 0.002 0.649 0.001 0.000 0.000 0.000 0.000 0.000
R? 0.006 0.178 0.056 0.040 0.001 0.049 0.183 0.202 0.202 0.196 0.219
R? 0.172 0.188 0.188 0.182 0.198
* 1% + 5%

B - HIF) A2 5 OLS ff 3 & 4+ po ff 5
i A% T IFE S E A

Fr ~ B AT

— ~

FIRAD U

HER LR R S

Yt’FPI?JZAF"I iﬁgrzﬁ Pt F—TJJ F = ¥ EJ!
SR S R RV B
B 'F% EL AV 22 il fq"fdii_?} =R
ISEN ﬁj’fﬁ o ﬁ'sf?{: TPJI?J‘[:’ F|*¥] Fama and
French (1993 ) FEhpy = [N =]
AT A TR O 2 I TR
B+ 07 2 RO R B S
F PR F P SRR B
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6 sic 2l 230
SIC
1 2 3 4 5 6 7 8 9 10 11
0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
P 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
-0.015 0.049 0.025 0.023 0.050 0.016
P 0.741 0.273 0.589 0.616 0.257 0.724
In 0.316 0.293 0.249 0.365 0.280 0.311
P 0.000* 0.000* 0.000* 0.000* 0.000* 0.000%*
In -0.258 -0.105 -0.143 -0.001 -0.083 -0.029
P 0.000* 0.100 0.030+ 0.985 0.197 0.735
0.010 0.007 0.004
P 0.005%* 0.025+ 0.234
0.051 0.108 0.083
P 0.170 0.018+ 0.095
0.002 0.001 0.001
P 0.001* 0.071 0.118
F 0.110 41.632 20.691 8.195 1.897 11.888 16.035 13.520 13.701 12.972 9.991
P 0.741 0.000 0.000 0.005 0.170 0.001 0.000 0.000 0.000 0.000 0.000
R? 0.000 0.154 0.083 0.035 0.008 0.050 0.176 0.194 0.196 0.187 0.212
R? 0.165 0.179 0.182 0.173 0.191
* 1% + 5%
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7 VLTI 230
VLTI
1 2 3 4 5 6 7 8 9 10 11
0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
P 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
0.032 0.075 0.042 0.018 0.076 0.013
P 0.594 0.201 0.478 0.763 0.193 0.820
In 0.424 0.316 0.257 0.475 0.304 0.435
#p 0.000%* 0.000* 0.002* 0.000* 0.000* 0.000%*
In -0.514 -0.345 -0.396 -0.118 -0.325 -0.133
P 0.000* 0.000* 0.000* 0.232 0.000%* 0.233
0.011 0.010 0.003
P 0.017° 0.0227 0.529
0.189 0.238 0.220
P 0.000%* 0.000* 0.001%*
0.003 0.001 0.001
P 0.001* 0.199 0.271
. 0.286 40.109 49.439 5.774 15.038 11.225 23.027 18.926 22.622 17.736 15.381
P 0.594 0.000* 0.000* 0.017" 0.000* 0.001* 0.000* 0.000* 0.000* 0.000* 0.000%
R2 0.001 0.150 0.178 0.025 0.062 0.047 0.234 0.252 0.287 0.240 0.293
R2 0.224 0.238 0.274 0.226 0.274
* 1% + 5%
5 6
R’ 6% 8%
5 6 3
17.8% 7 3



8 230
AVG SIC VLTI
-0.0004 -0.0003 0.0006 0.0005
AVG 1.1949%*
VLTI 0.6455% 0.6212*
SIC 1.156%
F 768.8662 580.8165 F 768.8662 580.8165
p 0.0000 0.0000 p 0.0000 0.0000
R? 0.7713 0.7181 R? 0.7703 0.7169
* 1%
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9 230

1 2 3 4 5 6 7 8 9 10 11

0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000

P 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000

0.043 0.039 0.034 0.032 0.040 0.030

P 0.000* 0.000* 0.000* 0.000* 0.000* 0.000*

In -0.019 -0.009 -0.019 0.012 -0.010 0.003

P 0.016+ 0.291 0.037 0.210 0.241 0.757

In -0.016 -0.013 -0.021 0.017 -0.011 0.010

P 0.060 0.160 0.024+ 0.116 0.234 0.423

0.002 0.002 0.001

P 0.002* 0.001%* 0.116

0.036 0.031 0.027

P 0.000%* 0.000* 0.000%*

0.000 0.000 0.000

P 0.423 0.307 0.491

. 55.133 5.927 3.584 9.806 55.246 0.645 19.099 17.938 21.867 14.590 15.224

P 0.000* 0.016* 0.060* 0.002* 0.000* 0.423 0.000* 0.000* 0.000* 0.000* 0.000*

R2 0.195 0.025 0.015 0.041 0.195 0.003 0.202 0.242 0.280 0.2006 0.291

R2 0.192 0.228 0.267 0.192 0.272

* 1% + 5%
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