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Survey Data Analysis
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10 Investment Literacy Quiz
1. If you buy a company's stock... 

• You own a part of the company 

• You have lent money to the company 

• You are liable for the company's debts 

• The company will return your original investment to you with 
2. If you buy a company's bond... 

• You own a part of the company 

• You have lent money to the company 

• You are liable for the company's debts 

• You can vote on shareholder resolutions 
3. If a company files for bankruptcy, which of the following securities is most at risk of becoming virtually 

worthless? 

• The company's preferred stock 

• The company's common stock 

• The company's bonds 
4. In general, investments that are riskier tend to provide higher returns over time than investments with less risk. 

• True  

• False 
5. Over the last 20 years in the US, the best average returns have been generated by: 

• Stocks 

• Bonds 

• CDs 

• Money market accounts 

• Precious metals 
6. What has been the approximate average annual return of the S&P 500 stock index over the past 20 years (not 

adjusted for inflation)? 

• -10% 

• -5% 

• +5% 

• +10% 

• +15% 

• +20% 
7. Which of the following best explains the distinction between nominal returns and real returns? 

• Nominal returns are pre-tax returns; real returns are after 

• Nominal returns are what an investment is expected to earn; 

• Nominal returns are not adjusted for inflation; real return 

• Nominal returns are not adjusted for fees and expenses; real 

8. Which of the following best explains why many municipal bonds pay lower yields than other government bonds? 

• Municipal bonds are lower risk 

• There is a greater demand for municipal bonds 

• Municipal bonds can be tax-free 

9. You invest $500 to buy $1,000 worth of stock on margin. The value of the stock drops by 50%. You sell it. 
Approximately how much of your original $500 investment are you left with in the end? 

• $500 

• $250 

• $0 
10. Which is the best definition of 'selling short?' 

• Selling shares of a stock shortly after buying it 

• Selling shares of a stock before it has reached its peak 

• Selling shares of a stock at a loss 

• Selling borrowed shares of a stock 
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Margin Question
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The availability and use of margin
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Knowledge vs.  Self-assessment
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Does overconfidence affect 
margin availability? 

(1) (2)

Panel A: Overconfidence in Investment Literacy  
(Overconfidence = self-assessment – knowledge)

Overconfidence 0.217*** 0.444***

(0.036) (0.046)

Knowledge 0.431***

(0.058)

Observations 1,601 1,601

R-squared 0.251 0.276

Panel D: Control Variables

Demographic YES YES

Risk and Trust YES YES

Respondents with the highest levels of 

overconfidence had a 69% or greater chance of 

having a margin account (versus 37% of 

respondents in the sample who had margin 

accounts). 
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Does overconfidence affect 
margin use? 

(1) (2)

Panel A: Overconfidence in Investment Literacy  
(Overconfidence = self-assessment – knowledge)

Overconfidence 0.257*** 0.322***

(0.062) (0.091)

Knowledge 0.115

(0.121)

Observations 595 595

R-squared 0.296 0.297

Panel D: Control Variables

Demographic YES YES

Risk and Trust YES YES

Respondents with the highest levels of 

overconfidence had a 71% or greater chance of 

using margin (versus 48% of respondents in this 

sample who used margin). 
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Broker data analysis
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The availability and use of margin
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Trading activities
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• Cash accounts turn over 6.9% 

per month (82.9% per year) 

while margin users turn over 

their portfolios 15.2% per 

month (182.9% per year).

• 15.2% of trades in cash 

accounts are speculative, while 
29.6% of trades in the accounts 

of margin users are speculative. 
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Analysis of Performance
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day than cash/non-users, losing 35 bps per day

→ inconsistent with information-based story
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Analysis of Performance

(1) (2) (3) (4)

Returns following buys Returns following sells

Dep. Var.: Rb(0,3) Rs(0,3)

cash (Intercept) -0.424*** n.a. 0.722*** n.a.

(0.047) (0.047)

marginacc 0.0526* 0.0621** 0.0747** 0.0758**

(0.030) (0.030) (0.033) (0.033)

marginexp -0.0249 -0.0326 0.359*** 0.361***

(0.033) (0.032) (0.067) (0.065)

Investor Controls No Yes No Yes

Observations 675,490 675,490 578,714 578,714
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Conclusion
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Issues: Regulation & Practice
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Possible Remedies



26 Table 5, Cash v. Margin Acct v. Margin Exp

Panel B: Demographic Variables

college 0.620 1006 0.671 595 0.050 2.03 0.686 309 0.654 286 -0.032 -0.84

nonwhite 0.145 1006 0.303 595 0.157 7.69 0.278 309 0.329 286 0.050 1.34

man 0.530 1006 0.666 595 0.136 5.36 0.686 309 0.643 286 -0.043 -1.10

married 0.687 1006 0.704 595 0.017 0.73 0.699 309 0.710 286 0.011 0.29

child_dum 0.299 1006 0.534 595 0.235 9.60 0.392 309 0.689 286 0.297 7.59

Age_35-54 0.298 1006 0.382 595 0.083 3.44 0.350 309 0.416 286 0.067 1.67

Age_55+ 0.580 1006 0.353 595 -0.227 -8.98 0.492 309 0.203 286 -0.289 -7.72

Port_50-250 0.359 1006 0.343 595 -0.016 -0.65 0.282 309 0.409 286 0.128 3.30

Port_250+ 0.325 1006 0.415 595 0.090 3.64 0.463 309 0.364 286 -0.099 -2.46

Panel C: Risk and Trust Variables

Willingness to Take Risk:

High 0.051 1006 0.222 595 0.171 10.76 0.081 309 0.374 286 0.293 9.18

Above Ave. 0.263 1006 0.447 595 0.184 7.67 0.430 309 0.465 286 0.035 0.85

Average 0.586 1006 0.309 595 -0.277 -11.13 0.456 309 0.150 286 -0.306 -8.53

No Risk 0.586 1006 0.309 595 -0.277 -11.13 0.456 309 0.150 286 -0.306 -8.53

Stock Allocation:

>50% Stock 0.569 1006 0.706 595 0.137 5.52 0.654 309 0.762 286 0.109 2.92

<50% Stock 0.377 1006 0.284 595 -0.093 -3.79 0.327 309 0.238 286 -0.089 -2.42

No Stock 0.055 1006 0.010 595 -0.045 -4.53 0.019 309 0.000 286 -0.019 -2.38

TrustMkt 6.888 1006 7.775 595 0.887 8.88 7.476 309 8.098 286 0.622 4.06

TrustReg 5.263 1006 6.361 595 1.099 9.33 5.548 309 7.240 286 1.692 8.68

Margin Account Status, Full Sample Margin Experience, Margin Account Holders

Cash

Account

Margin

Account Difference

No

Margin Exp. Margin Exp. Difference

Mean N Mean N Mean t-stat Mean N Mean N Mean t-stat

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)
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Trading and Margin Users

(1) (2) (3) (4)

Dep var: Turnover Speculative Trade

Cash Account 0.0691*** n.a. 0.152*** n.a.

(Intercept) (0.001) (0.002)

Margin Account 0.00910*** 0.00787*** 0.0269*** 0.0271***

(0.001) (0.001) (0.002) (0.002)

Margin Experience 0.0742*** 0.0724*** 0.118*** 0.117***

(0.002) (0.002) (0.003) (0.004)

Investor Controls No Yes No Yes

Observations 43143 43143 43143 43143

R-squared 0.044 0.052 0.036 0.041

• Cash accounts turn over 6.9% 

per month (82.9% per year) 

while margin users turn over 

their portfolios 15.2% per 

month (182.9% per year).

• 15.2% of trades in cash 

accounts are speculative, while 

29.6% of trades in the accounts 

of margin users are speculative. 
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Trading by Margin Account Status (Table 8, Panel A)

Cash Margin Diff

Variable Mean N Mean N Diff t-stat

turnover 0.069 14,716 0.093 28,427 0.024 19.72

spec_trade 0.152 14,716 0.202 28,427 0.051 21.15

PGRtoPLR 1.733 4,947 1.967 14,355 0.234 8.37

portsize ($000) 35.158 14,716 54.932 28,427 19.774 10.88

No Margin Exp. Margin Exp. Diff

Variable Mean N Mean N Diff t-stat

turnover 0.078 22,691 0.152 5,736 0.074 31.76

spec_trade 0.179 22,691 0.297 5,736 0.118 33.83

PGRtoPLR 1.87 10,334 2.215 4,021 0.345 8.84

portsize ($000) 49.028 22,691 78.288 5,736 29.26 4.00

Trading by Margin Experience (Table 8, Panel A)



32 Demographics by Margin Account Status (Table 8, Panel C)

Cash Margin Diff

Variable Mean N Mean N Diff t-stat

man 0.867 9,708 0.894 17,481 0.027 6.41

age 51.066 9,308 49.447 16,697 -1.62 -9.19

married 0.744 8,613 0.703 15,443 -0.041 -6.88

child_dum 0.235 11,085 0.222 20,513 -0.013 -2.71

knowledge 2.492 4,539 2.635 10,717 0.143 10.23

experience 2.566 4,422 2.780 10,293 0.214 16.55

income ($000) 73.039 9,739 74.69 17,584 1.651 3.81

wealth ($000) 238.17 4,439 256.75 10,769 18.586 2.23

No Margin Exp. Margin Exp. Diff

Variable Mean N Mean N Diff t-stat

man 0.888 14,107 0.918 3,374 0.03 5.64

age 49.616 13,466 48.74 3,231 -0.876 -3.42

married 0.706 12,464 0.691 2,979 -0.016 -1.66

child_dum 0.223 16,513 0.217 4,000 -0.006 -0.79

knowledge 2.592 8,343 2.787 2,374 0.196 9.39

experience 2.709 8,033 3.030 2,260 0.321 17.58

income ($000) 74.671 14,179 74.768 3,405 0.097 0.15

wealth ($000) 244.11 8,368 300.81 2,401 56.707 4.30

Demographics by Margin Experience (Table 8, Panel C)
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Analysis of performance
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Analysis of Performance

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

Buy Sell Buy - Sell

CAPM alpha

FF5+Mom 
alpha CAPM alpha

FF5+Mom 
alpha CAPM alpha

FF5+Mom 
alpha

Panel A: Follow trades and hold to day t+3: (0,3)

(1) Cash investors -0.0905*** -0.0610*** 0.175*** 0.186*** -0.265*** -0.247***

(0.015) (0.014) (0.011) (0.010) (0.014) (0.014)

(2) Margin account without exp. -0.0785*** -0.0465*** 0.184*** 0.202*** -0.262*** -0.249***

(0.016) (0.015) (0.012) (0.010) (0.011) (0.011)

(3) Margin account with exp. -0.0940*** -0.0586*** 0.261*** 0.289*** -0.355*** -0.348***

(0.018) (0.016) (0.019) (0.018) (0.017) (0.018)

(2) - (1) 0.0120 0.0144* 0.00901 0.0165* 0.00302 -0.00206

(0.009) (0.009) (0.009) (0.009) (0.012) (0.012)

(3) - (2) -0.0155* -0.0121 0.0773*** 0.0872*** -0.0928*** -0.0993***

(0.009) (0.009) (0.014) (0.015) (0.017) (0.018)

(3) - (1) -0.00345 0.00238 0.0863*** 0.104*** -0.0898*** -0.101***

(0.011) (0.011) (0.017) (0.017) (0.020) (0.020)


