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This study tests whether cumulative prospect theory (Tversky and
Kahneman, 1992) captures investors’ psychological evaluations of
individual stocks. It also tests the hypothesis that investors mentally
evaluate a stock based on the historical distribution of returns. This study’s
major empirical findings are as follows. First, when evaluated only on
positive terms (henceforth TK") of the past 36 monthly market excess
returns, cumulative prospect theory value shows a negative correlation
with subsequent returns. Second, a long-short portfolio sorted on TK*
earns a return of 1.197% on average per month and remains significant for
six months after the portfolio’s formation. Moreover, the return pre-
dictability of TK" remains significant even if we consider several well-
known control variables, such as beta, size, b/m ratio and momentum,
and skewness-related variables. Finally, we find empirical support for the
hypothesis that the probability weighting of cumulative prospect theory
plays an important role in investors® preferences for lottery-like stocks.
This study demonstrates that behavioral finance can be applied to the
Korean stock market using statistical analysis.
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GE 62 919 g weh oS &7 XZEZE T4 Aot e 98
4891 By dughs LY, B3 k] ghe teARolh W ol 32 129 2EER| S

whstil 539) EEEZY| 08 tlEsks B4 EEZe| 00| o8 Lhehiid, 71 54

H=

W 2 B3} ol S A|LJSt Size, Beta, Mom, Rev, Ltrev, Iliq of gt o]=

T
TEZP QO] T4 pOEL BT 1% = 5% FoolA folde Ej1g 4= ok
(E 6) 0|5 28 ZEEZR 2N
S| B4t TK 10 H510f 01F BF XEZ2QE HMGI0 B4 LES2 Q9 420 BF YIS Let
HOICH SH HeE2s AF EHEJ QAEE LEIHE HENBeta), A7t ZSHO 2 Zh(Size), YF IR it
NEIHA| Blgol 22 7*( m), y RAHRE A EIIK|Y FH4USS LEHHE BT (Mom), HE 2O
2012(Rev), Amihud(2002)Q] t-1A|MO| YU ZtoZ AAME HIQEA H4(1lig), t-36AHEE] -13A| &K 2|
4olg = A7 A 8_4 f(Ltrev), T8 HEH(Rol), XM o YH FD4AS(Mar), HH ZO| U
AFSolB0| S48 HE Ulin), U OB A (Shew), DY A (skew), ZU2 BA( Cosken)S
&3t = 22 10%, 5%, 1%2 ROLF0M RoIEtS LIEHHCE S oto| gt 1S AI”|Ct
K X ¥
Size Beta Bm Mom Rev Ltrev Illiq
Low 1 0.590"" 0.587"" 0.285" 05127 0437 0507 0.592""
(4.75) (4.64) (2.10) (3.84) (3.69) (3.84) (4.31)
2 0365 0.450™" 0.269" 0498 0.490™" 0472 0414
(2.68) (3.42) (2.04) (3.59) (3.66) (3.59) (2.97)
3 0.329" 0.321" 0.256" 0.233" 03117 0.301" 0.289"
(2.40) (2.29) (1.85) (1.69) (2.19) (1.69) (2.04)
A 0.099 0.174 0.247 0.170 0.218 0.161 0.150
(0.58) (1.04) (1.38) (0.97) (1.33) (0.97) (0.87)
High 5 0.063 -0.095 0.083 -0.030 -0.048 0.040 0.046
9 (0.30) (-0.44) (0.37) (-0.15) (-0.23) (-0.15) (0.24)
15 052" 0.682" 0.201 05417 0.485" 0467 0546
(2.56) (3.27) (0.87) (2.64) (2.43) (2.64) (2.94)
K SH He
Max Min Skew Ivol Iskew Coskew
Low 1 0519 06137 0.508™" 0499 0578"" 0.617"
(4.04) (4.79) (4.09) (3.99) (4.76) (5.03)
2 0.416™" 0549 03917 0453 04917 0345
(3.26) (4.16) (3.04) (3.70) (3.69) (2.58)
3 0.225 0.060 0372 0.104 0.193 0405
(1.54) (0.39) (2.68) (0.69) (1.39) (2.93)
A 0.262° 0.196 0.143 0.189 0.135 0.108
(1.65) (1.15) (0.84) (1.20) (0.78) (0.62)
High 5 0.025 0.016 -0.01 0.192 0.015 -0.044
9 (0.12) (0.09) (-0.05) (0.94) (0.07) (-0.21)
15 0.494" 059" 0519" 0.307 0.563" 0.661"
(2.51) (3.21) (2.41) (1.57) (2.68) (3.20)
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5. Fama—Macbeth EIEtH 3|HEM

£ ol TK o] Alo] thE MAEe] B4 SllHE S Ay 7per]
slelgich, ol 5 LEZe|e BAw gl TK 9} oh2 WeSel ojste] v & ek
S RO 71§l eisle] ZERITh (E 79 9 At Fama-Macbeth] WHE

e =2 ek Axolet, W, BA] o] 1

glo] TK "Rk Wiz 21efsiglS: uhe] Al —0.57302, o530} 59 A} 952

o

)

il

A Qlon A —3.39% 1% ol wofsitt EE, 3891 HE E= 4890

2o| o= Beta, Size, Bn'd Mom £219] ZA| slol|A= TK " 9] tZA =L zH2t

1

—3.42, —3.322 1% 3504 S5l Rev, lliq, Ltrev L kol S E3FSFHS U

1% o e 5% ool frolds Beld 4= ok EJF, Max, Min, Skew

(¥ 7) Fama—Macbeth ECHH 2AM

TK "9} EX #4550 5104 Fama—Macbeth ZTHH 2
LIEtH = HIEN Beta), A7t ZHO| 27 gH(Size), HEIIX
A E RIS SHACIES LEHE ol dom), KA
ez AME HIRSY Ha(1lig), -36ATRE -134A
HSM(wol), ™ ZO| U IS (Max), 2T Fof LE
£0U50| N (Skew), 1T WE(Iskew), ZHE ZANE(Coskew)
1% FoZ0M RYYS LIEHHD S 2t 42 tSAZ0lC

o
HI

t
2QE(Rev), Amihud(2002)9] t—1A|H 9|
A
n

o, ¥ = ZzH10%, 5%,

i

(1) (2) (3) (4) (5) (6)

™ 05737 -0.0917 -0.085" -0.066"" -0.051" -0.057™
(-3.39) (-3.42) (-3.32) (-2.76) (-2.23) (-2.93)
Beta -0.010” -0.005 -0.005 -0.006 -0.005
(-2.01) (-1.23) (-1.24) (-1.59) (-1.45)

Size -0.081" -0.077" -0.072"" -0.065™ -0.057""
(-2.75) [-2.76) (-2.78) (-2.71) (-2.60)

Brm 0073 0.070™" 0,069 0.062"" 0048
(3.40) (3.45) (3.52) (3.49) (3.57)

Morn -2.256 -5.048" -4.969” -3.994"
(-1.09) (-2.29) (-2.28) (-2.20)
Rev 1.031 0.572 0.440
(1.37) (0.80) (0.64)
" -0.011 -0.035
g (-0.43) (-132)
-1.339
Ltrev (-0.54)

Ivol 0169
(-3.48)
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(E 7) Fama—Macbeth EEtH 2M (A&)

A= 2E 2Y 43

(7) (8) (9) (10)
e -0.047" -0.027" -0.0417" -0.047"
(-2.63) (-1.82) (-2.41) (-2.82)
Beta -0.003 -0.005 -0.003 -0.005"
(-0.85) (-1.52) (-0.79) (-1.72)
Cie -0.055" -0.053™ -0.058™" -0.055™"
(-2.56) (-2.74) (-2.61) (-2.66)
B 0048 0.046™" 0050 0052
(3.58) (3.55) (3.64) (3.55)
Morn 3177 -4.402" -3.142" -4.701"
(-1.76) (-2.41) (-1.69) (-2.44)
Rey 0.421 0.220 0.329 0.223
(0.63) (0.32) (0.50) (0.35)
lig -0.030 -0.024 -0.027 -0.029
(-1.19) (-0.97) (-1.07) (-1.20)
Lirer -1.376 0.339 -1.616 -1.092
(-0.56) (0.15) (-0.65) (-0.43)
ol -0.123™" -0.143™ -0.118™ 0144
(-3.09) (-3.22) (-3.00) (-3.3¢)
Max -0.3607 -0.442"" -0.3117" 0429
(-2.82) (-3.01) (-2.62) (-3.20)
Min -0.197" -0.287" -0.188" -0.289"
(-1.71) (-2.32) (-1.66) (-2.42)
-0.011
Skew (-1.02)
-0.005
[skew (0.15)
Coskew [02051;

U Ikew 5 NE A A TSNS BA el Eakte] AL Aastols 10%
Folgol ] SO 9 ot o] 2 Az TK 7} njelo] Z]oieol 8 ks

Ao 71| FA Wpet e AEE WAL Ee AARIT:
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5 4] (103} 2k,

Yo}, 77ke 5719] 40180l T 2 715A18 Rofehs 445 TK & theat 2ol
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ptp’ et p* S
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(n—iﬂ)_w+
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pS UFo| U 3918 (monthly discount rate) 2 AYzkslo] k7)Y 0]42] 4=0)Fo]
P 7S AE Fofo=H TK 'S AXIShs Aotk thi] Weto], ghA #4913 TK 9]
T AR p=19] 9ol et Aolet AL 4= Gl & A= p<1 Bz p>19
5ol diste] TK™7F ot dete 7 eA] Ao,

FARREO] I 9] f=ofge]] 7Mbste] ujHe] =g oStk e ARA7E Al
SFAHIAS] oot ARl Al EAEC] Qulshs A FARRES HelE]l Y]
oJsto] EZ2|0S WIH PR H{sHA Hof sig Mk AzsH HiL, o=

njEe] olEe] FFE Frke Aclth webA, W 3] ERT Tk 39
FolEol © 2 7RIS Hofsle] Bk A2 FAARES HRE sk Al
7Pgolm, webA p<19] pofl vt g%t TK "= 71:59] TK ' ¢} wlasto] HSzshr Lt

rulo

i

o S %S AY F0 oy 4 Uk WHE, p>19] pR AT TK' L ¢
We AuEe Ad F0E oAk 4 gt
(G 8)& B Ans Yehdich (E 82 22 p=1095, p=098, p=0.99, p=1.00,

p=1.01, p=1.02 & p=1.052] 0| tfslo] TK™E E=35}o] Fama—Macheth ST
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Bluskgle w o 2 AREs 7ML ee BT o Qlrk W, p=1.01, p=1.029]




ofpzollA] fels iz st 22 1,01, ~1.689] tEAOR mlRo] & )

[e]
<
o] W2 AR 7RItk p=1.052 AT A t5AFS —0.200%, TK "+ 1 A¥es

AEol e 71EXIE 26t TK *
HOICH & ( 7
HH:HE ez} (5

T
>
=
OH-| HJI[LI
ne
_O'L
=
MW e

. lo
+
1
1
2
Inl

HE9 23 ZHBm),

5
O
2
1
Hu
l_l

S
Ral
10
1
1
S
°
=
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=
5o
3
ikal
2
ug
1o
4
o
W S

= QlES LIEt I = OI1Z(Rev), Amihud(2002)2)

CIARE U FPOR AME HIRSH BA(Mli), t—sm [RRE AERAe 408 & B

HM(Lirev), TR HEM(ol)Z ALBSIGITE | 7 2 T 242 10%, 5%, 1%9] RO4Z0)A RolEtS LIEHHCE

=3 Qto| g2 A0l
(1) (2) (3) (4) (5) () (7)

rho 0.95 0.98 0.99 1 1.01 1.02 1.05
K 0176 -0.097" -0.080"" -0.057" -0.042" -0.045" -0.009
(-3.28) (-3.61) (-3.57) (-2.93) (-1.91) (-1.68) (-0.20)
Beta -0.006 -0.006" -0.006" -0.005 -0.004 -0.006" -0.006"
(-1.61) (-1.78) (-1.79) (-1.45) (-1.06) (-1.72) (-1.65)

S 0,062 -0.057" -0.058™" -0.057" -0.057" -0.060"" -0.060""
(-2.68) (-2.62) (-2.64) (-2.60) (-2.55) (-2.61) (-2.64)

B 0.053" 0.048™ 0047 0.048™ 0049 00517 0.052""
(3.62) (3.51) (3.57) (3.57) (3.56) (3.58) (3.59)

Mom 3515 -3.397° 35417 -3.994" -3.932" -4.875" -5.925™
(-1.85) (-1.91) (-2.01) (-2.20) (-2.02) (-2.33) (-2.66)
Roy 0.720 0.462 0.257 0.440 0.464 0.486 0.961
(1.01) (0.66) (0.38) (0.64) (0.66) (0.69) (1.25)
" -0.022 -0.030 -0.034 -0.035 -0.039 -0.035 -0.031
g (-0.82) (-1.11) (-1.35) (-1.32) (-1.57) (-1.40) (-1.15)
Lirer A 221 -1.869 -1.339 -1316 -2.046 -0.834
(-1.60) (-0.87) (-0.75) (-0.54) (-0.52) (-0.80) (-0.33)

ol 0157 20179 20169 20169 -0.149™ -0.161™ 20135
(-3.80) (-3.82) (-3.61) (-3.48) (-3.29) (-3.53) (-3.31)

o] Z& AWt AR AL EAREL AAR BAY 50)8E B njge] 7|
olgol et FAS SH, 59 W WA ek 7R wo] o B 71EXE

SATICRE Aolth. ol ATt Hle} o] FAEY ofefst e} Felalelx|] ofe}
2Alglo] TK*ehs MRS Wigh BARIES] AR Ae) HaES & gobdirhs Rlo] el
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EAo| SJaff 2t A, 7HA fe vl ) 9 Al AE Ssto] & tigk 7 A|e}

HghE 2hgo] TK™ 9| 7|tf =l Aol 2 F=A BAstast ok

A, b Ao 283 7HA] B v( - ) O FEl= 4] (5)3 Tk ERE, Tversky
and Kahneman(1992)2 &3} 712] X5 o =0.88 = HQITE =1 7F- &4} o] 59
tistol 41%9] 71 $h2 Roldiths B4& 7HILE o2 WS, TK 9] o2
digt felde s,

EPEa=068, =078, a=0.88, - 522 T FFS vMLo|7PA A Fama—Macbeth
e 8)7) BA0R TK 'O o 52e BAar Aujoltt, BE B9 tEARS 212 2,43
2,64, 2,91, -~ FOR 10% FIpEoIN OIS Bl 4 ok ok, A T
(+)9) 954 EE B2Ae) ojie} PAglo] TK & 7]o) o8] djsto] fofgt
drgele AU kg ofmigic, ThA] weled, B Ak ] A o)29] wjahe] 42l

it df&ee] 7]ofslke 847t ofn, 1 {ofdt A58 thE FEolA 7IFE A=
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Ly

(B 9) 7tx| 42 HE

2

| II2 TK 9| Fama—Macbeth EEtH EAM

bR &40l @240t 2EME ZMots HA0 oS HEAIZ|HA TK "9 o =20 ti$t Fama—Macbeth
sictH 3|7 BA ZDjolch & (3)2 7|29 BMu SUFIA « =0.882 MHGI{ EAMt Z1jo|ct TK 9
A4 & 10% SoAxZ0llA Solet 22 #2 &Xt2 BASIQICH X H42= AR et AIAEZE LIEH=
HIEH Beta), Al7F ZHO| 2 FH(Size), HEIIX| thE] AXIIX| B9 23 H(Bm), -12AIHRE -2A1H
XS] X ES LIEHE RHE(Mom), 2 FO| +AE(Rev), Amihud(2002)2] t-1A|H9| Y gfoz
AlLHE BlREY Ha{liliq), F36ANERE -BAIETIY 208 & F7| B Sd(Ltrev), 17 HEY(lvol)E
Mgtk | T L e 22 10%, 5%, 1% RASE0A ROES LIEHHT 25 o9 g2 tSAZolct,
(1) (2) (3) (4) (5) (6)
Alpha 0.68 0.78 0.88 0.98 1.08 1.18
T -0.020" -0.035" -0.056" -0.0717" -0.108™ -0.157"
(-2.43) (-2.64) (-2.91) (-2.59) (-2.69) (-2.69)
Beta -0.005 -0.005 -0.007" -0.004 -0.004 -0.004
(-1.52) (-1.46) (-2.09) (-1.13) (-1.07) (-1.15)
e -0.055™" -0.055" -0.062" -0.056™" -0.056"" -0.057"
(-2.58) (-2.56) (-2.89) (-2.58) (-2.58) (-2.59]
8 0.047" 0.047" 0.052"" 0.047" 0.047" 0.047"
(3.59) (3.62) (3.56) (3.59) (3.59) (3.58)
Mom -3.306° -3.402° -5.609" -4.082" -4170" -4.006"
(-1.89) (-1.93) (-2.91) (-2.24) (-2.27) (-2.11)
Rev 0.327 0.387 -0.275 0.334 0.330 0.289
(0.48) (0.57) (-0.41) (0.49) (0.48) (0.42)
" -0.046" -0.040 -0.030 -0.041 -0.040 -0.042"
d (-1.79) (-1.54) (-1.19) (-1.60) (-1.55) (-1.67)
Lirer -1.264 -0.966 -8.594" -0.791 -0.779 -0.957
(-0.52) (-0.40) (-1.80) (-0.33) (-0.32) (-0.39)
ol 01657 -0.166"" -0.145™ -0.163™ 0164 -0.163™
(-3.46) (-3.46) (-3.35) (-3.47) (-3.49) (-3.54)

Aot ok FARREC] 2]l 2HEa) vlalsto] HRE FAQl BREE Fofeke vt
-y

SAG AR, y=1 Fi 6=19] o7} AL 7P 7)2Ho] Bk ER, 4 <1
4 Fato] o] tisto] § =& 7RIS Folot B Wzt SR EAoflA] Z-8<t
- y=0.61, §=0.69°]c}

B 7o TK 'O} TK S Eejsio] BABIgonE, Hgtt
sgtol M THE AL oS FpX|A] il
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GE 1002 74k v} Fama—Macbeth R 317 245 S5t TK ™o Aei
A5 Aolet. & FE (D7HA] sigdhs v < 19] 7 27 1% ol welde

oo
y T o1 9 B BRI 4 ek SR, o]k EARIE]
e] 50| FehAQl B T Rko 2 s Ak AEslA] o] 1 thg Aol
SO SolB S ol B AR Th] Wated, 4 A ol 2] B8 71E T EApEe

4 A% A0l tie AdeE gotdlo] 4 A ol8gk tha Al =& digt
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