Investor Trading Behavior and Investors Sentiment and the Tone of Board
Activity Report

Solmaz Arefi Asl “Mohammad Reza Abbaszadeh ZReza Hesarzadeh H£Z

Abstract

Obijective: The stock exchange with its operational mechanism, is a suitable place in a country’s financial
and economic structure and can work effectively in the direction of developing and expanding the
country's liquidity resources. People consider the stock market to be related to behaviors such as greed,
crises and assumptions. The increase in the number of active companies in the stock market, causes
investors to face different options for investment, which has made it difficult and complicated to make
appropriate investment decisions. Since people's decisions reflect their beliefs, distortions in beliefs will
cause inappropriate decisions and subsequent harmful consequences for the decision maker. Therefore,
the study of beliefs is considered as a fundamental issue because they have an important role in decision
making. Behavioral finance theories challenge efficient market hypotheses by highlighting the important
role of Investors' sentiment and psychological states in financial decisions. Behavioral financial studies
the way people analyze and interpret information in order to make informed investment decisions and
seeks to identify the effects of psychological processes on their beliefs and decisions. This field of
knowledge is related to the psyche of investors and its role in financial decisions. All people have emotion
that affects their decision-making and behavior. As an effective factor in their behaviors, investors'
emotional tendency causes changes in the capital market and thus affects the volume of transactions and
the stock market price. Another factor affecting the decision-making and investors' behavior is the
published reports on companies' performance and financial status, such as the board activity report. These
reports contain textual and quantitative information that includes a larger volume of the reports than
quantitative information. One of the most important features of textual information is its tone, which in
accounting refers to the amount of positive and negative text in reports. The tone of the reports published
by managers is determined by the use of vocabulary and the combination of positive and negative words,
which shows how management intends to inform outsiders. Therefore, the textual information used by
management can be effective in investors' decisions.

Method: The method of the present study is applied in terms of purpose and classification according
to a method, which is descriptive-correlational, and the data analysis method is regression analysis and
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Abstract

panel data method. The statistical population of the research is the companies in the Tehran Stock
Exchange from 2009 to 2021. The statistical sample selected from the statistical population includes
151 companies (1963 year-company) in the studied period. The principal component analysis (PCA)
method measures the investors' sentiments. Also, the tone of the board activity report is measured
through text mining and using MAXQDA 2021.

Results: The results show a positive and significant relationship between investor Sentiment and
their trading behavior. Also, a negative and significant relationship was observed between the tone
of the board activity report and investors' trading behaviour.

Conclusion: The behavioral finance perspective discusses the behavior of investors and its effect
on the capital market. One of the primary topics of this view is how to adapt the investors'
sentiment to their decision-making and trading behavior. Investors' sentiments create a belief that
causes them to react based on the same belief and behave differently based on this belief. These
different behaviors, in total, cause a change in the price trend in the stock market. On the other
hand, based on the signaling theory, to eliminate information asymmetry between insider and
outsider users, managers publish information about the company in various reports, especially
board activity reports, which are the most important form of reports. This type of report contains
numerical and textual information. Textual information and numerical information are important
in investors' decision-making. Managers can influence the behavior and reaction of investors by
using the tone of textual information in reports. This research assumes that investors' sentiment is
related to the formation of their trading behavior in the capital market (first hypothesis). Also, there
is a relationship between the tone of textual information that managers use in their activity reports
and investors' trading behaviour (The second hypothesis). The type of tone that managers use to
disclose the textual information of the board activity report affects the decision-making of the users
of this report and causes them to show behavior in the stock market that reduces the abnormal
volume of transactions in total. Considering that no research has been done to study the effect of
the tone of board activity report on the behavior of investors, the findings of this research can
greatly help to identify the effects of the tone used by the management in disclosing the textual
information of this type and also to understand the effect of investors' emotions on their trading
behavior.
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