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The effect of the heterogeneity of market traders, and of the recognition of the
heterogeneity, on price dynamics
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In this studﬁ, we investigate how the average cognitive ability of traders
and their diversity in financial markets affect the mispricing from the fundamentals, and the price
dynamics. The results show that, whether traders know the composition of the traders® cognitive
abilities in the market or not, there is a significant positive correlation between cognitive
ability and trading/forecasting performances. The results also show that there is a marginally
statistically significant negative correlation between "Theory of Mind" ability and trading
performance, however, that there is the opposite relationship for those with high cognitive ability.
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