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Introduction

Over the past two decades, a plethora of behavioral
finance research has been devoted to exploring
the trading patterns of behavior and investment
performance of individual and institutional investor
categories over time and across exchanges. In fact, this
intriguing research topic is of considerable interest
to academic scholars and market practitioners alike,
because it has great academic value and practical
implications for industry. Specifically, capturing
the trading pattern and investment performance of
each investor group within a particular country can
cast light on some worthwhile issues such as market
composition, information transmission, asset price
formation, and market efficiency and liquidity.

In this respect, researchers working in the area
of behavioral finance distinguish between two
acknowledged trading patterns premised on
investors' reactions to the past price movements
of stocks. The first pattern of behavior is labeled
as momentum investing or positive feedback
trading, in which investors purchase (sell) a stock
in anticipation of a further rise (decline) in its price.
That is, persistent increases (decreases) in a stock's
market price would give an indication that the
stock is likely to maintain an upward (a downward)
momentum, thereby bringing about purchase (sale)
decision processes. The second pattern of behavior is
known as contrarian investing or negative feedback
trading, in which investors take a position opposite
to the prevailing market trend. That is, they purchase
past losers and sell past winners.

Research Purpose

The main thrust of the present study is to look into
the trading patterns of behavior and investment
performance exhibited by individual and institutional
investor categories in the Qatar Exchange (QE).
Methodology

The present study uses daily aggregated investment
flows made separately by each investor group, as
well as daily closing price observations of the QE
stock composite index. The data set is sourced from
the QE website and spans a four-year interval ex-
tending from January 15, 2008 up to March 1,2012.
The trading patterns of investor categories are exam-
ined by estimating a bivariate vector autoregressive

process of order p, VAR (p). The procedures of the

sequential modified Likelihood-Ratio (LR) test, Final
Prediction Error (FPE), and Akaike Information
Criterion (AIC) are used to identify the appropriate
lag length (p). To determine whether each category
performs well or poorly over the entire sample
period, each investor category's cumulative returns
are estimated and analyzed.
Major Findings
The empirical results reveal that institutional
investors pursue positive feedback trading strategies,
whereas individual investors tend to be negative
feedback traders. The feedback trading strategies
pursued by either category appear to be persistent,
with positive autocorrelations extending up to eight
lags. Both investor categories appear to be engaged
in herding behavior. Additionally, institutional
investors perform well over almost the entire sample
period. In contrast, individual investors' negative
market timing ability dominates their overall poor
performance.
Practical implications

The investment performance gap found between
institutional investors and individual investors in the
Qatari capital market may reflect a large information
asymmetry in favor of the former category. Indeed,
the poor performance of individual investors implies
that their trading activities are generally driven by
factors and considerations that are irrelevant to
fundamentals. Moreover, their irrational trading
decisions may play some role in the formation of

asset price bubbles.

Limitations

An important limitation in the present study concerns
the fact that the recent severe global financial crisis
episodes (i.e., the subprime mortgage crisis that
erupted in the US in the second half of 2007, and
the Dubai debt crisis of late 2009) with their chronic
repercussions are likely to influence the empirical
evidence of this study. Accordingly, due caution must
be exercised in drawing broad conclusions from the
results of this study.

Originality/ value

The present study makes the first attempt to provide
empirical evidence on the investment patterns and
performance of individual and institutional investors

trading on the Qatari capital market.

Dr. Walid M.A. Ahmed
Department of Management
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