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Abstract
In this study, we explore trading behaviour and how it relates to the investment performance for
a large group of participants in a private pension fund in Turkey. We analyse the contributions and
fund allocations of 163,929 participants for the period 2008-2013. While the majority of participants
do not trade, males and more highly educated participants are more likely to trade than females
and less-educated participants, which is consistent with the overconfidence hypothesis. On average,
the traders earn returns that are 32 basis points lower than those of non-traders. They also carry
relatively riskier portfolios with a higher equity share and obtain lower Sharpe ratios. A similar
pattern emerges with respect to education level: higher educational attainment is associated with
higher equity investment and relatively lower returns on more volatile portfolios, which leads to
lower investment performance. This finding is at odds with the financial literacy literature, which
claims that individuals who are more educated make reasonably better financial decisions. This
difference might be related to the dynamics of the financial market in Turkey, an emerging market
economy whose equity market is very volatile and premiums on risk-taking can be lower.
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Introduction

There is a worldwide trend towards defined contribution saving plans, where the responsibility for investment decisions belongs to individuals, i.e. participants in the fund are
responsible for deciding to participate in a plan and on related issues such as the amount
and allocation of contributions and portfolio re-balancing.1 While defined contribution
plans provide flexibility and portability, they are not without drawbacks. Participants
tend to make uninformed decisions and sub-optimal choices in complex and uncertain
environments; they also exhibit behavioural biases and often deviate from optimal behaviour. Another recent trend in the finance industry is to replace portfolio advisers with
robo-advisors that make investment recommendations. These use sophisticated algorithms
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