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$EVWUDFW
:H�XVH�WKH�DJJUHJDWH�WUDGLQJ�GDWD�RI�WKH�ODUJHVW�VWRFN�H[FKDQJH�LQ�9LHWQDP�WR�LQYHVWLJDWH�

KHUGLQJ�EHKDYLRU��7KH�UHVXOWV�UHYHDO�WKDW�KHUGLQJ�SUHVHQWV�LQ�9LHWQDP�PDUNHW��EXW�WKH�W\SHV�

RI�VWRFNV�KHUGHG�YDU\�JLYHQ�WKH�PDUNHW�FRQGLWLRQV��OLTXLGLW\�DQG�IRUHLJQ�LQYHVWRUV�WUDGLQJ��

+HUGLQJ� DSSHDUV� WR� FRQFHQWUDWHV� LQ�PDUNHW� GRZQ�GD\V�� DQG� LQ� OLTXLG� VWRFNV�� 6WRFNV�

WKDW� IRUHLJQ� LQYHVWRUV�QHW�EX\�DUH�KHUGHG�DJJUHVVLYH�DFURVV�DOO� OLTXLGLW\� OHYHO�DQG� LQ�

DOO�PDUNHW�FRQGLWLRQV��6WRFNV�WKDW� IRUHLJQ� LQYHVWRUV�QHW�VHOO�DUH�KHUGHG�RQO\�LQ�PDUNHW�

XS�GD\V��DQG�PRVWO\�ZLWKLQ�WKH�JURXSV�RI�OLTXLG�VWRFNV��+HUGLQJ�GRHV�QRW�RFFXU�LQ�VWRFNV�RI�

zero�net�foreign�trading,�regardless�of�liquidity�and�market�conditions.�Based�on�the�¿ndings�
WKDW�IRUHLJQ�LQYHVWRUV�QHW�EX\�KHUGHG�VWRFNV�LQ�ERWK�PDUNHW�XSWXUQV�DQG�GRZQWXUQV��DQG�DOVR�

QHW�VHOO� OLTXLG�KHUGHG�VWRFNV�LQ�PDUNHW�GRZQWXUQV��ZH�FRQMHFWXUH�WKDW�IRUHLJQ�WUDGLQJ�FDQ�

SRVVLEO\�DOOHYLDWH�H[WUHPH�PRYHPHQWV�RI�WKH�PDUNHW�

.H\�ZRUGV��HPHUJLQJ�VWRFN�PDUNHW��IRUHLJQ�SRUWIROLR�LQYHVWPHQW��KHUGLQJ��OLTXLGLW\

-(/��*����*����*��

'DWH�RI�UHFHLSW����WK�1RY�������'DWH�RI�UHYLVLRQ����WK�'HFHPEHU�������'DWH�RI�DSSURYDO��
��WK�'HF�����

���,QWURGXFWLRQ

:KLOH� WUDGLWLRQDO� HFRQRPLFV� DVVXPHV�

LQYHVWRUV� UDWLRQDOLW\� DQG� LQIRUPDWLRQ�

ef¿ciency,� there� has� been� increasing�
HPSLULFDO� HYLGHQFH� RI� ERXQGHG� UDWLRQDOLW\��

market� inef¿ciency� and� that� investment�
GHFLVLRQV�DUH�GULYHQ�E\�SV\FKRORJLFDO�ELDVHV�

or� social� interactions.� Herding� is� de¿ned� as�
WKH�HYHQWV�ZKHUH�LQYHVWRUV�LPLWDWH�WKH�WUDGLQJ�

RI�RWKHU�LQYHVWRUV�ZLWKRXW�UHJDUG�WR�WKHLU�RZQ�

LQIRUPDWLRQ�� MXGJPHQW� RU� EHOLHIV�� +HUGLQJ�

LV� REVHUYHG� LQ� HLWKHU� LQVWLWXWLRQDO� LQYHVWRUV�

�*ULQEODWW�HW�DO���������RU�LQGLYLGXDO�LQYHVWRUV�

�'RUQ� HW� DO��� ������� DQG� LQ� HLWKHU� GHYHORSHG�

or�emerging� ¿nancial�markets�(Chang�et� al.,�
�������+HUGLQJ�FDQ�EH�DQ�LUUDWLRQDO�DFW�UHVXOWLQJ�

IURP�VRFLDO�LQWHUDFWLRQV��+LUVKOHLIHU�DQG�+RQJ�

7HRK���������RU�D�UDWLRQDO�DFW�RI�LQYHVWRUV�DQG�

IXQG� PDQDJHUV� VHHNLQJ� XWLOLW\�PD[LPL]DWLRQ�

LQ� WKH� SUHVHQFH� RI� XQFHUWDLQW\� �6FKDUIVWHLQ�

DQG� 6WHLQ�� ������ $YHU\� DQG� =HPVN\�� ������

+LUVKOHLIHU�DQG�+RQJ�7HRK��������
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,Q� WKH� VWRFN� PDUNHWV�� WKHUH� LV� DOZD\V�

D� VHOOHU� IRU� HYHU\� EX\HU� DQG� DOO� WUDGHV� VXP�

up� to� zero.�However,� if� a� suf¿cient� large�or�
SRZHUIXO�JURXS�RI�LQYHVWRUV�PRYH�LQ�WKH�VDPH�

direction,�stock�price�can�signi¿cantly�diverge�
IURP�LWV�LQWULQVLF�YDOXH��LPSRVLQJ�H[FHVV�ULVN�

DQG�SULFH�YRODWLOLW\�RQ�WKH�PDUNHW� �1RIVLQJHU�

and� Sias,� 1999).� Mispricing� of� ¿nancial�
assets�also�leads�to�misallocation�of�¿nancial�
resources,�impeding�market�ef¿ciency.�Thus,�
KHUGLQJ� QRW� RQO\� DIIHFWV� LQYHVWRUV�� EXW� DOVR�

LV�D� FRQFHUQ� RI�FRUSRUDWLRQV� ZKR� EDVH� WKHLU�

¿nancing�on�the�open�market,�and�a�problem�
VXSHUYLVRU\�DXWKRULWLHV�PXVW�IDFH�LQ�EXLOGLQJ�

a�sound�and�sustainable�¿nancial�market.

$V�D�VPDOO�HPHUJLQJ�PDUNHW��9LHWQDP�VWRFN�

H[FKDQJHV�DUH�GRPLQDWHG�E\�XQVRSKLVWLFDWHG�

UHWDLO�LQYHVWRUV�ZKR�SRVVHVV�OLPLWHG�H[SHUWLVH�

DQG� LQIRUPDWLRQ�� 7KH\� WUDGH� VKRUW�WHUP�DQG�

WKHLU�GHFLVLRQV�DUH�PRVWO\�EDVHG�RQ�ZKDW�WKH\�

REVHUYH� LQ� WKH�PDUNHW��7KH\�DUH� VHQVLWLYH� WR�

UXPRUV� DQG� IXQGDPHQWDO� DQQRXQFHPHQWV��

ZKLFK�DUH�YHU\�RIWHQ�LQDFFXUDWH�RU�GHFHSWLYH��

DQG� WKH\� UHSHDWHGO\� IROORZ� RWKHU� LQYHVWRUV�

EOLQGO\��+HUGLQJ�LV�EODPHG�WR�EH�WKH�SUREDEOH�

cause� of� market� volatility,� inef¿ciency,� and�
UHWXUQ�DQRPDO\��0RUHRYHU��DV�D�IDVW�JURZLQJ�

PDUNHW� SURYLGLQJ� IUXLWIXO� UHWXUQ�� 9LHWQDP�

stock�market�expects�to�receive�massive�inÀux�
RI� IRUHLJQ� SRUWIROLR� LQYHVWPHQW�� (PSLULFDO�

researches�have�shown�that� the�alleged� Àow�
RI�FDSLWDO� LV�YHU\�YRODWLOH��SRVVLEO\�D� VRXUFH�

RI�KHUGLQJ� DQG� FUHDWHV� DGGLWLRQDO� ULVN� WR� DQ�

HPHUJLQJ�PDUNHW�DV�WKH\�DUH�OLNHO\�WR�HQJDJH�

LQ� SRVLWLYH� IHHGEDFN� WUDGLQJ� VWUDWHJLHV�

�:RRFKDQ� DQG� 6KDQJ�-LQ��������+\XN� HW� DO���

������

$OWKRXJK�9LHWQDPHVH�PDUNHW�FRPSULVHV�RI�

WZR� PDLQ� H[FKDQJH�� +DQRL� 6WRFN� ([FKDQJH�

�+1;�� DQG� +RFKLPLQK� 6WRFN� ([FKDQJH�

�+6;���WKHVH�LV�QRW�D�PDUNHW�ZLGH�LQGH[�WKDW�

FRYHU� VWRFNV� LQ� ERWK� H[FKDQJH�� ZKLFK� ZLOO�

FRPSOLFDWH� WKH� FDOFXODWLRQ� RI�PDUNHW� UHWXUQV��

0DUNHW�SDUWLFLSDQWV�JHQHUDOO\�FRQVLGHU�VWRFNV�

RQ�+1;�PRVWO\�PXFK� OHVV� OLTXLG�DQG�PXFK�

ULVNLHU� WKDQ� WKRVH� RQ�+6;��2Q� WKH� ODVW� GD\�

RI� RXU� GDWDVHW� �'HF� ���� ������� DOWKRXJK� WKH�

QXPEHU�RI�OLVWHG�VWRFNV�RQ�+6;�LV�IHZHU�WKDQ�

RQ�+1;������YHUVXV�������QXPEHU�RI�VKDUHV�

WUDGHG� RQ� +6;� DFFRXQWV� IRU� DSSUR[LPDWHO\�

����RI�WRWDO�WUDGLQJ�YDOXH�LQ�ERWK�H[FKDQJHV��

$YHUDJH� OLTXLGLW\�RI�+6;� VWRFNV� LQ� WHUP�RI�

WUDGLQJ� YROXPH� LV� WKHUHIRUH� URXJKO\� IRXU�

WLPHV�KLJKHU�WKDQ�+1;�VWRFNV��,Q�WKLV�SDSHU��

WKHUHIRUH�� WKH� DXWKRUV� H[DPLQH� RQO\� +6;��

ZKLFK� LV� PRUH� UHSUHVHQWDWLYH� RI� WKH� ZKROH�

PDUNHW��

:H�XVH�DJJUHJDWH�PDUNHW� WUDGLQJ�GDWD�IRU�

+R�&KL�0LQK�6WRFN�([FKDQJH��+6;��WR�DGGUHVV�

WKUHH�UHODWHG�TXHVWLRQV��)LUVW��LV�WKHUH�KHUGLQJ�

WRZDUG� PDUNHW� FRQVHQVXV"� 6HFRQG�� XQGHU�

ZKLFK�FLUFXPVWDQFH� LV�KHUGLQJ�PRVW� VHYHUH"�

7KLUG��ZKDW� UROH�GRHV�IRUHLJQ� LQYHVWRUV�SOD\�

LQ�KHUGLQJ"�2XU�UHVXOWV� LQGLFDWH�WKDW�KHUGLQJ�

GRHV�H[LVW�LQ�9LHWQDP�VWRFN�PDUNHW��+RZHYHU��

KHUGLQJ� VHHPV� PRUH� SURQRXQFHG� LQ� PDUNHW�

GRZQ� GD\V� �WKH� GD\V� ZKHQ� PDUNHW�LQGH[�

UHWXUQ�LV�QHJDWLYH���,QFRQVLVWHQW�ZLWK�:RRFKDQ�

and� Shang-Jin� (2002),� we� ¿nd� that� foreign�
LQYHVWRUV�HQJDJH�LQ�GLIIHUHQW�WUDGLQJ�VWUDWHJLHV�

JLYHQ� WKH� PDUNHW� GHFOLQHV� RU� LQFUHDVHV�� DQG�

WKH�HIIHFWV�RI�WKHLU�WUDGLQJ�RQ�PDUNHW�VWDELOLW\�

LV�XQVXUH��EXW�SUREDEO\�WKH\�KHOSV�VWDELOL]LQJ�

WKH� PDUNHW�� HVSHFLDOO\� LQ� PDUNHW� GRZQ�

days.� These� ¿ndings� may� contribute� to� the�
extant� literature� about� herding� speci¿cally�
IRU� D� VPDOO� HPHUJLQJ�PDUNHW� DV�ZHOO� DV� WKH�

FRQWHQWLRXV� GLVFXVVLRQ� DERXW� WKH� LPSDFW� RI�

IRUHLJQ�SRUWIROLR� LQYHVWPHQW� RQ� WKH� VWDELOLW\�

of�the�¿nancial�market.
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7KH�UHVW�RI�WKH�SDSHU�LV�DV�IROORZV��6HFWLRQ���

SURYLGHV�OLWHUDWXUH�UHYLHZV��6HFWLRQ���GLVFXVVHV�

PHWKRGRORJ\�� 6HFWLRQ� �� SUHVHQWV� VWDWLVWLF�

UHVXOWV�DQG�6HFWLRQ���FRQFOXGHV�

���/LWHUDWXUH�5HYLHZ

+HUGLQJ�PD\�EH�URRWHG�LQ�WKH�SV\FKRORJLFDO�

DQG�ELRORJLFDO�QDWXUH�RI�KXPDQ��,PLWDWLRQ�KDV�

EHHQ� GRFXPHQWHG� DPRQJ� VSHFLHV� DV� SDUW� RI�

WKH� HYROXWLRQ� SURFHVV� �+LUVKOHLIHU� DQG� +RQJ�

7HRK���������$V�XQVRSKLVWLFDWHG�LQYHVWRUV�DUH�

QRW�IXOO\�LQIRUPHG�RI�WKH�DVVHWV�IXQGDPHQWDOV��

WKHLU� GHFLVLRQV� PDNLQJ� LV� EDVHG� RQ� WKH�

REVHUYHG�EHKDYLRU�DQG�UHVXOWV�RI�RWKHUV��/X[��

������

'HYHQRZ� DQG� :HOFK� ������� FODVVLI\� WKH�

H[SODQDWLRQ� IRU� UDWLRQDO� KHUGLQJ� LQWR� WKUHH�

FDWHJRULHV�� SD\RII� H[WHUQDOLWLHV�� SULQFLSDO�

DJHQW� SUREOHP� DQG� LQIRUPDWLRQ� FDVFDGH��

3D\RII�H[WHUQDOLWLHV� LQYROYH� WKH�FRQYHUJHQFH�

RI� EHKDYLRU� DULVLQJ� IURP� WKH� IDFW� WKDW� WKH�

SD\RIIV�WR�WDNLQJ�DFWLRQ�GHSHQG�RQ�WKH�QXPEHU�

RI� LQYHVWRUV� DGRSWLQJ� WKH� VDPH� DFWLRQ�� 2QH�

W\SLFDO�H[DPSOH�LV�'LDPRQG�DQG�'\EYLJ��������

EDQN� UXQ�PRGHO�� LQ�ZKLFK�GHSRVLWRUV�KHUG�WR�

ZLWKGUDZ�PRQH\�IURP�WKH�EDQN�LQ�IHDU�WKDW�RWKHU�

LQYHVWRUV¶� ZLWKGUDZDOV� DUH� IRUFLQJ� WKH� EDQN�

LQWR�GHIDXOW��3ULQFLSDO��DJHQW� WKHRU\�H[SODLQV�

KHUGLQJ�EHKDYLRU�RI�IXQG�PDQDJHUV�DV�D�ZD\�

WR�SUHVHUYH�WKHLU�UHSXWDWLRQ�RU�FRPSHQVDWLRQ��

$V�SHUIRUPDQFH�RI�IXQG�PDQDJHUV��DQG�KHQFH�

WKHLU� UHSXWDWLRQ�DQG� FRPSHQVDWLRQ��DUH�PRVW�

FRPPRQO\� OLQNHG� WR� PDUNHW� EHQFKPDUNV� RU�

FRPSHWLWRU� IXQG� SHUIRUPDQFH�� WKH\� H[KLELW�

JURXS� KHUG� PHQWDOLW\� WR� VHOI�LQVXUH� DJDLQVW�

XQGHUSHUIRUPDQFH� RU� WR� KLGH� LQFRPSHWHQFH�

�6FKDUIVWHLQ� DQG� 6WHLQ�� ������ )RQJ� HW� DO���

������ +ROPHV� HW� DO��� ������� ,QIRUPDWLRQ�

FDVFDGHV�UHIHU�WR�REVHUYDWLRQ�OHDUQLQJ�RI�ODWHU�

LQYHVWRUV��ZKR�H[SORLW�LQIRUPDWLRQ�VLJQDOHG�LQ�

WKH�DFWLRQV�RI�HDUOLHU�LQYHVWRUV��LJQRULQJ�WKHLU�

RZQ� LQIRUPDWLRQ� WR� DFW� DOLNH� �%LNKFKDQGDQL�

HW� DO��� ������� ([SHULPHQWDO� UHVHDUFKHV� VKRZ�

WKDW�FDVFDGHV�RFFXU�YHU\�RIWHQ��$QGHUVRQ�DQG�

+ROW��������

3ULRU� HPSLULFDO� OLWHUDWXUH� RQ� KHUGLQJ� FDQ�

EH� GLYLGHG� LQWR� WKUHH� PDLQ� VWDQGV�� SDSHUV�

WKDW� IRFXV� RQ� LQVWLWXWLRQDO� LQYHVWRU� KHUGLQJ��

LQGLYLGXDO� LQYHVWRU� KHUGLQJ�� DQG� SDSHUV� WKDW�

XWLOL]H� DJJUHJDWH� PDUNHW� GDWD� WR� H[DPLQH�

KHUGLQJ�WRZDUGV�WKH�PDUNHW�FRQVHQVXV��0DQ\�

RI� WKH� UHVHDUFKHV� RQ� LQVWLWXWLRQDO� LQYHVWRU�

KHUGLQJ� XVH� WKH� VDPH�KHUGLQJ�PHDVXUH�/69�

GHYHORSHG� E\� /DNRQLVKRN� HW� DO�� �������� )RU�

example,�Grinblatt�et�al.�(1995)�¿nd�that�U.S.�
PXWXDO�IXQGV�KHUGHG�EX\LQJ�ZKHQ�VWRFN�SULFHV�

LQFUHDVH�EXW�GLG�QRW�KHUG�VHOOLQJ�ZKHQ�SULFHV�

decrease.� Wermers� (1999)� ¿nds� that� U.S.�
WKH� OHYHO�RI�PXWXDO�IXQGV�KHUGLQJ�ZDV�PXFK�

KLJKHU� LQ� VPDOO� VWRFNV� DQG� JURZWK�RULHQWHG�

IXQGV��DQG�VWRFNV�WKDW�KHUGV� EX\�RXWSHUIRUP�

VWRFNV�WKDW�WKH\�VHOO��:\OLH��������GRFXPHQWV�

OLWWOH� IXQG� KHUGLQJ� LQ�8�.�� DJJUHJDWH�PDUNHW�

DQG� PRGHVW� KHUGLQJ� LQ� ODUJHVW� DQG� VPDOOHVW�

LQGLYLGXDO� VWRFNV�� *HQHUDOO\� VSHDNLQJ��

WKH� OHYHOV� RI� LQVWLWXWLRQDO� KHUGLQJ� DUH� ORZ��

+RZHYHU��EHFDXVH�WKH\�WUDGH�LQ�ODUJH�YROXPH��

WKH�GROODU�YDOXH�RI�H[FHVV�EX\LQJ�RU�VHOOLQJ�LV�

KXJH�

/DWHU� VWXGLHV� KDYH� WULHG� WR� LQYHVWLJDWH�

LQGLYLGXDO�LQYHVWRU�KHUGLQJ��+\XN�HW�DO���������

H[DPLQH� WKH� .RUHD� PDUNHW� DQG� GRFXPHQW�

KLJK� OHYHO� RI� LQGLYLGXDO� LQYHVWRU� KHUGLQJ��

Kumar�and�Lee� (2006)� ¿nd� high� correlation�
RI�8�6�� UHWDLO� LQYHVWRU� WUDGLQJ�� HVSHFLDOO\� LQ�

VPDOO�FDS��YDOXH��ORZ�LQVWLWXWLRQDO�RZQHUVKLS�

DQG� ORZ�SULFHG� VWRFNV�� .DQLHO� HW� DO�� �������

REVHUYH�QHJDWLYH�IHHGEDFN�VWUDWHJ\�RI�KHUGLQJ�

LQ� LQGLYLGXDO� LQYHVWRU� WUDGLQJ� RI� 1<6(�

VWRFNV��ZKLFK�LV�LQFRQVLVWHQW�ZLWK�WKH�UHVXOWV�

UHSRUWHG� LQ� RWKHU� SDSHUV�� /HL� DQG� 6HDVKROHV�
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������� XVH� WKH� GDWD� RI� &KLQHVH� LQGLYLGXDO�

EURNHUDJH� DFFRXQWV� DQG� GLVFRYHU� KLJKO\�

FRUUHODWHG�SXUFKDVHV�DQG�VDOHV�RI�LQGLYLGXDOV�

LQ� WKH� VDPH� JHRJUDSKLF� ORFDWLRQ� UHODWLYH�

to� the� headquarters� of�the� ¿rms.�Dorn�et� al.�
������� DQDO\]H� GDLO\� WUDQVDFWLRQ� UHFRUG� RI�

German�individual�investors�and�¿nd�herding�
LQ� VSHFXODWLYH� WUDGHV� WKDW� FUHDWH� SUHVVXUH�

RQ�SULFHV�� 0RVW� RIWHQ�� WKH� OHYHOV�RI�KHUGLQJ�

PHDVXUH� IRU� LQGLYLGXDO� LQYHVWRUV� DUH� KLJKHU�

WKDQ�WKDW�RI�LQVWLWXWLRQDO�LQYHVWRUV�

,Q�DGGLWLRQ��WKHUH�DUH�VWXGLHV�WKDW�XWLOL]H�WKH�

PHWKRGRORJ\�VXJJHVWHG�E\�&KULVWLH�DQG�+XDQJ�

(1995)�and�modi¿ed�by�Chang�et�al.�(2000),�
LQ� ZKLFK� UHWXUQ� GLVSHUVLRQ� PHDVXUH� �FURVV��

VHFWLRQDO�VWDQGDUG�GHYLDWLRQ�RU�FURVV�VHFWLRQDO�

DEVROXWH�GHYLDWLRQ�� LV�XVH�WR�FDSWXUH�KHUGLQJ��

&KDQJ�HW� DO�� �������� FRQGXFW� D� FRPSDUDWLYH�

VWXG\�RI�KHUGLQJ�DFURVV�LQWHUQDWLRQDO�PDUNHWV��

They� ¿nd� little� evidence� of� herding� in�
GHYHORSHG�PDUNHWV��QDPHO\�8�6���+RQJ�.RQJ��

-DSDQ��DQG�KLJK�OHYHOV�RI�KHUGLQJ�LQ�HPHUJLQJ�

PDUNHWV� �QDPHO\�6RXWK�.RUHD� DQG�7DLZDQ���

0RUHRYHU��LQYHVWRUV�H[KLELW� VWURQJHU�KHUGLQJ�

LQ� UHDFWLRQ� WR� PDFURHFRQRPLF� LQIRUPDWLRQ�

than� ¿rm-speci¿c� ones� (Galariotis� et� al.,�
������/DP�DQG�4LDR����������

6LQFH� IRUHLJQ�LQYHVWRUV�DUH�GLIIHUHQW�IURP�

GRPHVWLF� LQYHVWRUV� LQ� WKH�DPRXQW� DQG�VSHHG�

RI�LQIRUPDWLRQ�WKH\�UHFHLYH�DV�ZHOO�IDPLOLDULW\�

DQG� ULVN� H[SRVXUH�� WKHLU� EHKDYLRUV� FDQ� EH�

signi¿cantly� different.� Some� studies� have�
DWWHPSWHG� WR� DGGUHVV� WKLV� LVVXH�� +\XN� HW� DO��

(1999)�¿nd�strong�herding�of�foreign�investors�
IROORZLQJ� SRVLWLYH� IHHGEDFN� VWUDWHJLHV� LQ�

.RUHD�ZKHQ�WKH�PDUNHW�ULVHV��+RZHYHU��GXULQJ�

WKH� PDUNHW� GRZQWXUQ� IROORZLQJ� �����$VLDQ�

¿nancial�crisis,�herding�by� foreign� investors�
GLVDSSHDUV�� :RRFKDQ� DQG� 6KDQJ�-LQ� �������

GRFXPHQW� VLPLODU� UHVXOWV� IRU�.RUHDQ�PDUNHW�

EHIRUH� DQG� GXULQJ� WKH� FULVLV�� 7KH\�FRQFOXGH�

WKDW� IRUHLJQ� LQYHVWRUV�GLG�QRW�GHVWDELOL]H� WKH�

VWRFN�PDUNHWV��DV�VRPH�PD\�ZRUU\�

+HUGLQJ�KDV�EHHQ�H[FHSWLRQDOO\�LQIDPRXV�

DPRQJ�9LHWQDP�VWRFN�PDUNHW�SDUWLFLSDQWV��DV�

WKHUH�DUH�REVHUYDEOH�VLJQV�RI�WKH�SKHQRPHQRQ��

.XPDU� DQG�/HH� ������� VXJJHVW� WKDW� KHUGLQJ�

LV�PRUH� VHYHUH�ZLWK� VPDOO�FDS�� YDOXH�� ORZHU�

LQVWLWXWLRQDO� RZQHUVKLS� DQG� ORZHU�SULFHG�

VWRFNV�� ZKLFK� FKDUDFWHUL]H�9LHWQDP�PDUNHW��

$V�RI�HQG�RI�)HE���������DSSUR[LPDWHO\�����

RI�OLVWHG�VWRFNV�DUH�SULFHG�EHORZ����SHU�VKDUH��

1JX\HQ��������DWWULEXWHV�PRPHQWXP�DEQRUPDO�

UHWXUQ�WR�RYHU��UHDFWLRQV�RI� LQYHVWRUV��ZKLFK�

LV�FORVHO\�UHODWHG� WR�KHUGLQJ��7KLV�SDSHU�DLP�

DW�IRUPDOO\�GRFXPHQWLQJ�KHUGLQJ�EHKDYLRU�LQ�

9LHWQDP� VWRFN� PDUNHW� DQG� HQULFKLQJ� H[WHQW�

OLWHUDWXUH�RQ�WKLV�WRSLF�ZLWK�PRUH�LQVLJKW� LQWR�

IRUHLJQ�LQYHVWRUV�SDUWLFLSDWLRQ�LQ�KHUGLQJ�

���0HWKRGRORJ\

&KULVWLH� DQG� +XDQJ� ������� DUJXH� WKDW�

XQGHU� UDWLRQDO�DVVHW�SULFLQJ�PRGHOV�� EHFDXVH�

LQGLYLGXDO� DVVHWV� GLIIHU� LQ� WKHLU� VHQVLWLYLW\�

WR� PDUNHW� UHWXUQ�� GLVSHUVLRQ� RI� LQGLYLGXDO�

DVVHW� UHWXUQV� LQFUHDVH� ZLWK� WKH� PDJQLWXGH�

RI� FKDQJHV� LQ� PDUNHW� UHWXUQ�� � ,Q� SUHVHQFH�

RI� KHUGLQJ� DURXQG� DYHUDJH� FRQVHQVXV� RI�

DOO� PDUNHW� SDUWLFLSDQWV�� GLVSHUVLRQ� RI� DVVHW�

UHWXUQV� �DV� PHDVXUHG� E\� FURVV�VHFWLRQDO�

VWDQGDUG�GHYLDWLRQ��VKRXOG�EH�ORZ�UHODWLYH�WR�

WKH�OHYHO�SUHGLFWHG�E\�UDWLRQDO�DVVHWV�SULFLQJ�

PRGHOV�� 8VLQJ� D� VLPLODU� PHDVXUH� RI� UHWXUQ�

GLVSHUVLRQ�ZKLFK� LV� FURVV�VHFWLRQDO� DEVROXWH�

GHYLDWLRQ��&6$'���&KDQJ�HW�DO���������IXUWKHU�

GHPRQVWUDWH� WKDW� XQGHU� UDWLRQDO� PRGHOV��

GLVSHUVLRQV�DUH�D�OLQHDU�LQFUHDVLQJ�IXQFWLRQ�RI�

PDUNHW� UHWXUQ�� +RZHYHU�� LI� KHUGLQJ� SUHVHQWV��

WKH�OLQHDU�LQFUHDVLQJ�UHODWLRQVKLS�ZLOO�QRW�KROG��

7KH\�SURSRVH�WKH�IROORZLQJ�HPSLULFDO�PRGHO�WR�

WHVW�KHUGLQJ�EHKDYLRU�
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ZKHUH�5P�W� LV�PDUNHW�UHWXUQ�IRU�GD\�W��DQG�

&6$'W� LV� FURVV�VHFWLRQDO�DEVROXWH�GHYLDWLRQ�

RI�UHWXUQ�RI�VWRFN�L�LQ�1�VWRFNV�IRU�HDFK�GD\�W��

����������������
���

,I�LQYHVWRUV�KHUG�GXULQJ�SULFH�PRYHPHQWV��

ZH�H[SHFW�D�QRQ�OLQHDU�RU�QHJDWLYH�UHODWLRQVKLS�

EHWZHHQ� &6$'W� DQG� WKH� PDUNHW� UHWXUQ��

Therefore,� a�statistically�signi¿cant�negative�
β2�coef¿cient�from�regression�(1)�is�indicative�
RI�KHUGLQJ�EHKDYLRU�

)ROORZLQJ�&KDQJ�HW�DO���������WR�DFFRXQW�IRU�

SRVVLEOH�GLIIHUHQFHV�LQ�WKH�OHYHO�RI�KHUGLQJ�LQ�

XS��DQG�GRZQ�PDUNHW��ZH�DOVR�UXQ�UHJUHVVLRQ�

����VHSDUDWHO\�IRU�GD\V�ZKHQ�WKH�PDUNHW�LV�XS�

�83��DQG�GRZQ��'2:1��

����������������������������

������������

'RUQ� HW� DO�� ������� GRFXPHQWHG� KLJKHU�

FRUUHODWHG� WUDGLQJ� LQ� PRVW� OLTXLG� VWRFNV��

Kaniel� et� al.� (2008)�¿nd�stronger�evidence�
RI� WUDGH� LPEDODQFHV� LQ� OHVV� OLTXLG� VWRFNV��

:H� DFFRXQW� IRU� WKHVH� SRVVLEOH� GLIIHUHQFH�

E\� GLYLGLQJ� WKH� VDPSOH� LQWR� WKUHH� OLTXLGLW\�

WHUFLOHV� XVLQJ� WUDGLQJ� YROXPH� RQ� HDFK� GDWH�

DQG�WHVW�WKH�K\SRWKHVLV�RI�QR�KHUGLQJ�IRU�HDFK�

OLTXLGLW\�JURXS�

$GGLWLRQDOO\��WKHUH�DUH�FRQFHUQV�WKDW�IRUHLJQ�

LQYHVWRU� WUDGLQJ� FDQ� SRVVLEO\� GHVWDELOL]H�

WKH� PDUNHW� �+\XN� HW� DO��� ������ :RRFKDQ�

DQG� 6KDQJ�-LQ�� ������� :H� LQYHVWLJDWH� WKH�

UHODWLRQVKLS�EHWZHHQ�IRUHLJQ�LQYHVWRU�WUDGLQJ�

DQG� KHUGLQJ� EHKDYLRU� E\� VRUWLQJ� VWRFNV� RQ�

HDFK�GD\�LQWR�VWRFNV�RI�SRVLWLYH��QHJDWLYH��DQG�

]HUR�QHW�IRUHLJQ�WUDGLQJ�

���'DWD�DQG�5HVXOWV

����'DWD

7KLV� SDSHU� XVHV� DJJUHJDWH� PDUNHW� GDWD�

RI�GDLO\� WUDGLQJ�SULFHV��YROXPHV�DQG� IRUHLJQ�

LQYHVWRU�WUDGLQJ�IRU�OLVWHG�VWRFNV�RQ�+RFKLPLQK�

Stock�Exchange�(HSX),�ranging�from�the�¿rst�
RSHQLQJ�GD\V�RI�WKH�WZR�H[FKDQJHV�XS�WR�'HF�

��QG�� ������ �91�,QGH[� LV� XVHG� WR� FDOFXODWH�

PDUNHW�UHWXUQV��:HEVLWH�FDIHI�YQ�E\�9&&RUS�

&RUSRUDWLRQ�� WKH� PRVW� ZHOO�NQRZQ� VWRFN�

PDUNHW� SXEOLF� GDWD� GLVWULEXWRU� LQ� 9LHWQDP�

SURYLGHV� WKH� GDWD� EXLOW� RQ� GLUHFW� WUDGLQJ�

GDWD� IURP�WKH�H[FKDQJH�� 7KH� LQLWLDO�GDWDVHW�

includes�557,638�¿rm-day�observations�for�338�
VWRFNV�� $V� ZH� FDOFXODWH� PDUNHW�ZLGH� &6$'�

IRU� HDFK� GD\�� DQG� H[FOXGH� DOO� GD\V�ZLWK� ]HUR�

RU� PLVVLQJ� &6$'�� RXU� VDPSOH� FROOLGH� LQWR�

�����REVHUYDWLRQV�RI�GDLO\�WUDGLQJ�RQ�+6;��

LQ� ZKLFK� WKHUH� DUH� ����� PDUNHW� GRZQ�GD\V�

�5
P
� ���DQG������PDUNHW�XS�GD\V��5

P
!����

:KLOH� WKH� GLIIHUHQFHV� EHWZHHQ� WZR�

consecutive� closing� prices� reÀect� changes� in�
LQYHVWRUV¶� YDOXDWLRQV�DQG�H[SHFWDWLRQV� GXULQJ�

DQG�DIWHU�WKH�WUDGLQJ�KRXUV��KHUGLQJ��LI�H[LVWV��

VKRXOG�H[KLELW�SULPDULO\�LQ�WUDGLQJ�KRXUV��:H�

FRQFHQWUDWH� RXU� WHVWV� RQ� KHUGLQJ� ZLWKLQ� WKH�

WUDGLQJ� KRXUV� E\� XVLQJ� RSHQ� SULFHV� LQVWHDG�

RI� SUHYLRXV� GD\� FORVLQJ� SULFHV� �RU� UHIHUHQFH�

SULFHV�� LQ� FDOFXODWLQJ� GDLO\� UHWXUQV� DQG�

GLVSHUVLRQV��2SHQ�SULFHV�DUH�TXLWH�FRPPRQO\�

GLIIHUHQFH�IURP�UHIHUHQFH�SULFHV�GXH�WR�FKDQJHV�

LQ� H[SHFWDWLRQV� DIWHU� WKH� WUDGLQJ� KRXUV�� 7KLV�

PHDQV�RXU�WLPH�VHULHV�RI�GDLO\�UHWXUQV�GR�QRW�

DGG�XS�WR�ZHHNO\�RU�PRQWKO\�UHWXUQV��3UHYLRXV�

VWXGLHV�VXFK�DV�&KDQJ�HW�DO����������*DODULRWLV�

HW�DO���������DOVR�XVH�GLVFRQWLQXHG�WLPHV�VHULHV�

RI�UHWXUQV�DV�WKH\�UHJUHVV�PDUNHW�XS�GD\V�DQG�

GRZQ�GD\V�VHSDUDWHO\�
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����5HVXOWV

7DEOH� �� UHSRUWV� WKH� UHVXOWV� IRU� WHVWLQJ�

KHUGLQJ� EHKDYLRU� RQ� +6;� XVLQJ� UHJUHVVLRQ�

(1)� and� its� modi¿ed� versions� to� control� for�
PDUNHW� FRQGLWLRQV�� OLTXLGLW\� DQG� IRUHLJQ�

LQYHVWRU�WUDGLQJ��,Q�RUGHU�WR�EH�FRQVHUYDWLYH��

this�paper�uses�signi¿cance�levels�of�5%�or�
lower�to�reject�the�null�hypothesis�that�β

�
 ���

As�explained�earlier,�a�signi¿cant�negative�β2�
coef¿cient�of�quadratic�term�is�the�indication�
RI�KHUGLQJ��7HVWV�RI�IXOO�VDPSOH�LQGLFDWH�WKDW�

KHUGLQJ� SUHVHQWV� RQ� +6;�� 6XEVWLWXWLQJ� WKH�

coef¿cients�for�full�sample�into�the�quadratic�
IXQFWLRQ�����DQG�VROYH�IRU�WKH�PD[LPXP��ZH�

VHH�WKDW�GLVSHUVLRQ�LQFUHDVHV�DV�_5P_�LQFUHDVHV��

DQG��&6$'W��SHDNV�ZKHQ�_5P_�UHDFKHV��������

%H\RQG� WKDW� WKUHVKROG�� GLVSHUVLRQ� GHFOLQHV�

DV� 5P� EHFRPHV� ODUJHU�� 1RWH� WKDW� GDLO\�

SULFH�FKDQJH� IRU�D�JLYHQ�VWRFN�RQ�+6;� LV�

FXUUHQWO\� FRQVWUDLQHG� E\� ODZ� DW� ������� ,Q�

RWKHU� ZRUGV�� GLVSHUVLRQ� GHFOLQHV� LQ� H[WUHPH�

market� changes.� This� ¿nding� is� consistent�
ZLWK�SUHYLRXV�OLWHUDWXUH��7KH�SRZHU�RI�WKH�WHVW�

LV�VWURQJ��DV�LQGLFDWHG�E\�VLJQLILFDQW�OHYHO�DW�

������ &KDQJ� HW� DO�� ������¹¹¹¹¹¹¹� VXJJHVW�

WKDW�WKHUH�DUH�SRVVLEOH�GLIIHUHQFHV�LQ�WKH�OHYHO�

RI�KHUGLQJ�LQ�XS��DQG�GRZQ�PDUNHW��:KHQ�ZH�

FRQWURO� IRU� PDUNHW� FRQGLWLRQ� E\� VHSDUDWLQJ�

GRZQ�GD\V� �GD\V� ZKHQ� PDUNHW� UHWXUQV� DUH�

]HUR� RU� EHORZ�� DQG� XS�GD\V� �GD\V� ZKHQ�

7DEOH����7HVWLQJ�RI�KHUGLQJ�WRZDUG�PDUNHW�FRQVHQVXV�IRU�IXOO�VDPSOH�DQG�FRQWUROOLQJ�

IRU�PDUNHW�FRQGLWLRQ��OLTXLGLW\�DQG�IRUHLJQ�WUDGLQJ

α W β
�

W β
�

W

)XOO�VDPSOH ������ ����� ����� ����� ������F �����

3DQHO�$����%\�PDUNHW�FRQGLWLRQ

'RZQ�GD\V�

�5
P
� �� ������ ����� ����� ����� ������F ������

8S�GD\V�

�5
P
!�� ������ ���� ����� ���� ������ �����

3DQHO�$����%\�OLTXLGLW\

4XDUWLOH���

�OHVW�OLTXLG� ������ ���� ����� ���� ������D �����

4XDUWLOH��� ������ ����� ����� ����� ������F ������

4XDUWLOH���

�PRVW�OLTXLG� ������ ����� ����� ����� ������F ������

3DQHO�$����%\�IRUHLJQ�LQYHVWRU�WUDGLQJ

)RUHLJQ�

QHXWUDO ������ ����� ����� ���� ����� �����

)RUHLJQ�EX\ ������ ����� ����� ����� ������F ������

)RUHLJQ�VHOO ������ ����� ����� ����� ������ �����
D��E��F�:�Signi¿cant�levels�at�5%,�1%,�0.1%

Coef¿cients�in�bold�indicate�signs�of�herding�behavior
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PDUNHW�UHWXUQV�DUH�SRVLWLYH���KHUGLQJ�LV�IRXQG�

IRU�VXEVDPSOH�RI�GRZQ�GD\V��DV�GHPRQVWUDWHG�

by�signi¿cant�negative�β2,�and� the�power�of�
WKH�WHVW� DOVR� LQFUHDVHV��DV�W�YDOXH�LV�DV�ODUJH�

DV� ��������0HDQZKLOH� WKH� WHVW� IDLOV� WR� UHMHFW�

WKH�QXOO�K\SRWKHVLV�RI�QR�KHUGLQJ� LQ�XS�GD\V��

7KLV� SDUWLDO� HYLGHQFH� UHVHPEOHV� ZKDW� IRXQG�

LQ� -DSDQ� VWRFN� PDUNHW� �&KDQJ� HW� DO��� �������

,W� LV� WHPSWLQJ� WR� FRQFOXGH� WKDW� LQ� 9LHWQDP�

VWRFN�PDUNHW��KHUGLQJ�H[LVWV�LQ�PDUNHW�GRZQ�

GD\V� EXW� QRW� LQ� PDUNHW� XS�GD\V�� EXW� IXUWKHU�

WHVWV�SUHVHQWHG�LQ�7DEOH���LQGLFDWH�RWKHUZLVH��

%HIRUH�H[DPLQLQJ�WKLV�LVVXH�PRUH�FORVHO\��ZH�

ORRN�DW�KRZ�OLTXLGLW\�DQG�IRUHLJQ�WUDGLQJ�PD\�

UHODWH�WR�KHUGLQJ��

There� are� contradictory� ¿ndings� on� the�
UHODWLRQ�EHWZHHQ�KHUGLQJ�DQG�OLTXLGLW\��'RUQ�HW�

DO���������GRFXPHQW�KLJKHU�FRUUHODWHG�WUDGLQJ�

in�most�liquid�stocks.�Kaniel�et�al.�(2008)�¿nd�
VWURQJHU�HYLGHQFH�RI�WUDGH�LPEDODQFHV�LQ�OHVV�

OLTXLG�VWRFNV��7KLV�LQWULJXHV�XV�WR�K\SRWKHVL]H�

WKDW� WKHUH� LV� SRVVLEOH� GLIIHUHQFH� LQ� KHUGLQJ�

EHKDYLRU� LQ� VWRFNV� RI� GLIIHUHQW� OLTXLGLW\��

%HFDXVH�RXU�VDPSOH�RI�9LHWQDP�VWRFN�PDUNHW�

FRYHUV�GLIIHUHQW�VWDJHV�RI�GHYHORSPHQW��IURP�

HVWDEOLVKPHQW��WR�H[FHVVLYH�JURZWK��SHDN�DQG�

WURXJK�� UHFHVVLRQ� DQG� UHFRYHU\�� OLTXLGLW\�

FKDQJHV�RYHU� WKH� WLPH��7KHUHIRUH�ZH�GR� QRW�

DVVLJQ�OLTXLGLW\�UDQNV�DFURVV����\HDUV�RI�GDWD��

EXW�VHSDUDWHO\�IRU�HDFK�\HDU��)RU�HDFK�\HDU��ZH�

FDOFXODWH�\HDUO\�WUDGLQJ�YROXPH�E\�VXPPLQJ�

XS�DOO�GDLO\� WUDGLQJ� YROXPH� IRU�HDFK�VWRFN��

DQG�DVVLJQ�HDFK�VWRFN�LQWR�RQH�RI�WKH�WKUHH�

\HDUO\� YROXPH� WHUFLOHV�� 7KHQ� ZH� FDOFXODWH�

&6$'W� DQG� UHUXQ� UHJUHVVLRQ� ���� DFURVV� ���

\HDUV�IRU�HDFK�WHUFLOH��7KH�UHVXOWV�UHSRUWHG�LQ�

3DQHO�$��� VHHP�SDUWO\� FRQVLVWHQW� ZLWK�'RUQ�

HW� DO�� �������� ,W� DSSHDUV� WKDW� LQYHVWRUV� KHUG�

RQ� VWRFN� ZLWK� PHGLXP� DQG� PRVW� OLTXLGLW\�

(tercile� 2� and�3).�The�coef¿cient� of�concern�
LV� KLJKHVW� LQ� PHGLXP� OLTXLGLW\� WHUFLOHV�� 7KH�

coef¿cient�for�least�liquidity�stocks�is�only�
slightly� signi¿cant� (at�5%).� � It� is�tempting�
WR�WKLQN�WKDW�KLJKHU�ULVN��ORZ�WXUQRYHU�DQG�WKLQ�

WUDGH� OHDG� WR�ZHDN�KHUGLQJ� LQ� LOOLTXLG� VWRFN��

+RZHYHU�� IXUWKHU� WHVWV� SUHVHQWHG� LQ�7DEOH� ��

SXW�IRUZDUG�D�TXLWH�GLIIHUHQW�H[SODQDWLRQ�

2QH� QRWDEOH� HPHUJLQJ� VWRFN� PDUNHW�

FRQFHUQ� LV� WKDW� IRUHLJQ� SRUWIROLR� LQYHVWPHQW�

YRODWLOLW\�DQG�VZLQJV�FDQ�SRVVLEO\�GHVWDELOL]H�

WKH�PDUNHW� �+\XN�HW�DO���������:RRFKDQ�DQG�

6KDQJ�-LQ�� �������:H� GLYLGH� VWRFNV�RQ�HDFK�

H[FKDQJH� RQ� HDFK� GD\� E\� QHW� WUDGLQJ� YDOXH�

�EX\� PLQXV� VHOO�� RI� IRUHLJQ� LQYHVWRUV� LQWR�

VWRFNV�RI�³IRUHLJQ�EX\´��SRVLWLYH�QHW� IRUHLJQ�

WUDGLQJ� YDOXH�� DQG� VWRFNV� RI� ³IRUHLJQ� VHOO´�

�QHJDWLYH�QHW�IRUHLJQ�WUDGLQJ�YDOXH��DQG�VWRFNV�

RI�³IRUHLJQ�QHXWUDO´��]HUR�QHW�IRUHLJQ�WUDGLQJ���

WKHQ� FDOFXODWH� &6$'W� DQG� UHUXQ� UHJUHVVLRQ�

���� IRU� HDFK� JURXS� DFURVV� WKH� WLPH� KRUL]RQ�

RI� ��� \HDUV��7HVW� UHVXOWV� RI� WKH� UHODWLRQVKLS�

EHWZHHQ�IRUHLJQ�LQYHVWRU�WUDGLQJ�DQG�KHUGLQJ�

DUH�UHSRUWHG�LQ�3DQHO�$����+HUGLQJ�LV�GHWHFWHG�

LQ�VWRFNV�WKDW�IRUHLJQ�LQYHVWRUV�QHW�EX\��EXW�

LV� DEVHQW� LQ� VWRFNV�ZKLFK� IRUHLJQ� LQYHVWRUV�

QHW� VHOO� RU� GR�QRW� WUDGH��1HYHUWKHOHVV�� WHVWV�

SUHVHQWHG� LQ� 7DEOH� �� XQFRYHU� PRUH� GHWDLOV�

DERXW� WKH� UHODWLRQVKLS� EHWZHHQ� IRUHLJQ�

WUDGLQJ�DQG�KHUGLQJ�

7DEOH� �� XQYHLOV� LQVLJKWV� LQWR� WKH� ORZ�

signi¿cance� of� β2� in� lest� liquid� stocks� in�
7DEOH� ��� :H� UHSRUW� WHVWLQJ� UHVXOWV� RI� WKUHH�

OLTXLGLW\�WHUFLOHV�VHSDUDWHO\�IRU�PDUNHW�GRZQ�

GD\V� DQG� XS�GD\V�� ,Q� PDUNHW� GRZQ�GD\V��

KHUGLQJ� LV� VWURQJ� LQ� DOO� OLTXLGLW\� WHUFLOHV��

2Q� WKH�FRQWUDU\�� LQ�PDUNHW� XS�GD\V�� KHUGLQJ�

RFFXUV� LQ� WZR� KLJKHU� OLTXLGLW\� WHUFLOHV� DQG�

LV� DEVHQW� LQ� WKH� ORZHVW� OLTXLGLW\�WHUFLOH�� ,W� LV�

WKH� GLIIHUHQFH�RFFXUUHQFH� RI�KHUGLQJ� LQ� WZR�

PDUNHW� FRQGLWLRQV� WKDW�PDNHV�WKH�HVWLPDWLRQ�

of�parameter�β2�for�least�liquid�tercile�slightly�
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signi¿cant� in� Table� 1.� We� conjecture� that�
LQYHVWRUV�KHUG�YLJRURXVO\� LQ�DOO� VWRFNV�ZKHQ�

PDUNHW�GHFOLQHV��+RZHYHU��WKH\�DYRLG�KHUGLQJ�

LQ�LOOLTXLG�VWRFNV�DQG�KHUG�RQO\�LQ�OLTXLG�VWRFNV�

ZKHQ�PDUNHW�LQFUHDVHV��5HDVRQDEO\�DVVXPLQJ�

WKDW�EX\LQJ� IRUFH�LV�VWURQJ�LQ�PDUNHW�XS�GD\V�

DQG� VHOOLQJ� IRUFH� LV� VWURQJ� LQ� PDUNHW� GRZQ�

days,� this� ¿nding� implicates� that� investors�
DYRLG� EX\LQJ� OHVW� OLTXLG� VWRFNV�ZKHQ�PDUNHW�

LQFUHDVHV��EXW�DJJUHVVLYHO\�VHOO�WKHP�ZKHQ�WKH�

market�declines.�This�is�an�interesting�¿ndings�
WKDW�SUREDEO\�GHVFULEH�ZKDW�DFWXDOO\�KDSSHQ�

LQ�WKH�PDUNHW�

7DEOH���UHLQLWLDWHV�WKH� UHVXOWV� LQ�3DQHO�$���

7DEOH���DERXW�WKH�UHODWLRQVKLS�EHWZHHQ�IRUHLJQ�

LQYHVWRU� WUDGLQJ� DQG� KHUGLQJ�� � :H� VHSDUDWH�

PDUNHW� GRZQ�GD\V� DQG� PDUNHW� XS�GD\V� IRU�

HDFK�JURXS�RI�IRUHLJQ�WUDGLQJ��6WURQJ�KHUGLQJ�

LV� SUHVHQW� ERWK�PDUNHW� GRZQ�GD\V� DQG� XS�

GD\V�IRU�VWRFNV�RI�SRVLWLYH�QHW�IRUHLJQ�WUDGLQJ��

,Q� DGGLWLRQ�� KHUGLQJ� DOVR� RFFXU� LQ� VWRFNV� RI�

QHJDWLYH�QHW�IRUHLJQ�WUDGLQJ��EXW�WKH�HYLGHQFH�

is�weak,�as�indicated�by�coef¿cient�signi¿cance�
OHYHO�RI�RQO\�����$JDLQ��KHUGLQJ� LV�DEVHQW� LI�

QHW� IRUHLJQ�WUDGLQJ� LV� ]HUR��7KHVH� UHVXOWV�DUH�

LQGLFDWLYH�RI�WKH�UHODWLRQVKLS�EHWZHHQ�IRUHLJQ�

LQYHVWRU�WUDGLQJ�DQG�KHUGLQJ��:H�SRVWXODWH�WKDW�

KHUGLQJ�LV�KLJKO\�OLNHO\�WR�RFFXU�LQ�VWRFNV�WKDW�

IRUHLJQ�LQYHVWRU�QHW�EX\��EXW�KHUGLQJ�GRHV�QRW�

RFFXU�LQ�VWRFNV�ZLWK�]HUR�QHW�IRUHLJQ�WUDGLQJ��

DQG� YHU\� ZHDNO\� RFFXU� LQ� VWRFNV� ZLWK�

QHJDWLYH� QHW� IRUHLJQ� WUDGLQJ��6XFK�EX\LQJ�

KHUGHG�VWRFNV�E\�IRUHLJQ�LQYHVWRUV� LQ�PDUNHW�

down� days� may� reÀect� contrarian� strategies�
WKDW� SURYLGH� OLTXLGLW\� DQG� KHOS� DOOHYLDWH� WKH�

¿re� sales� of� stocks,� but� buying� in� market�
XS�GD\V� E\� IRUHLJQ� LQYHVWRUV� PD\� DFFHOHUDWH�

KHUGLQJ�HYHQ�PRUH�

,Q� DQ� DWWHPSW� WR� IXUWKHU� XQGHUVWDQG� WKH�

UHODWLRQVKLS� EHWZHHQ� KHUGLQJ� DQG� PDUNHW�

FRQGLWLRQV�� OLTXLGLW\� DQG� IRUHLJQ� WUDGLQJ��

ZH� LQYHVWLJDWH� WKH� LQWHUFHSWLRQ� RI� OLTXLGLW\�

7DEOH����7HVWLQJ�RI�KHUGLQJ�WRZDUG�PDUNHW�FRQVHQVXV�FRQWUROOLQJ

�IRU�OLTXLGLW\�LQ�GLIIHUHQW�PDUNHW�FRQGLWLRQV

α W β
�

W β
�

W
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7HUFLOH����OHVW�

OLTXLG� ������ ����� ����� ����� ������F ������

7HUFLOH�� ������ ����� ����� ����� ������F ������

7HUFLOH���

�PRVW�OLTXLG� ������ ����� ���� ����� ������F �����
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7HUFLOH����OHVW�

OLTXLG� ������ ���� ����� ���� ������ �����

7HUFLOH�� ������ ����� ����� ����� ������F �����

7HUFLOH���

�PRVW�OLTXLG� ������ ����� ����� ����� �����F �����
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WHUFLOHV� DQG� WKUHH� IRUHLJQ� WUDGLQJ� JURXSV��

JHQHUDWLQJ� QLQH� JURXSV� RQ� HDFK� GD\�� :H�

H[DPLQH� KHUGLQJ� EHKDYLRU� RI� HDFK� JURXS� LQ�

HLWKHU� PDUNHW� XS�GD\V�RU�PDUNHW� GRZQ�GD\V�

DQG�UHSRUW�WKH�UHVXOWV�LQ�7DEOH����'XH�WR�ODUJH�

QXPEHU� RI� UHJUHVVLRQV�� IRU� YLVXDO� SXUSRVH��

we�report�only�β2.�All�groups�with�zero� net�
IRUHLJQ� WUDGLQJ� H[KLELWV� QR� VLJQ� RI� KHUGLQJ�

UHJDUGOHVV�RI� PDUNHW� FRQGLWLRQV� RU� OLTXLGLW\��

con¿rming�the�results�in�Table�3.

,Q� ERWK�PDUNHW� GRZQ�GD\V� DQG� XS�GD\V��

consistent� with� previous� ¿nding� in� Table�
�� DQG� 7DEOH� ��� KHUGLQJ� LV� IRXQG� LQ� VWRFNV�

WKDW�IRUHLJQ�LQYHVWRUV�QHW�EX\�DW�DOO� OHYHO�RI�

OLTXLGLW\�� :LWKLQ� WKH� JURXSV� RI� VWRFNV� WKDW�

IRUHLJQ� LQYHVWRUV� QHW� VHOO�� KHUGLQJ� LV� QRW�

IRXQG� LQ� PDUNHW� GRZQ�GD\V�� 1HYHUWKHOHVV��

FRQWUDU\� WR� WKH� UHVXOWV� LQ�7DEOH���DQG�7DEOH�

��� KHUGLQJ� DFWXDOO\� SUHVHQWV� LQ� VWRFNV� WKDW�

IRUHLJQ� LQYHVWRUV� QHW� VHOO� LQ� PDUNHW� XS�

GD\V�� 0RUHRYHU�� WKH� LQGLFDWRU� RI� KHUGLQJ�

(β
�
�� SURQRXQFHV� LQ� PRUH� OLTXLG� VWRFNV�� DQG�

LV� ZHDN� LQ� LOOLTXLG� VWRFNV�� ,Q� RWKHU� ZRUGV��

LQ� PDUNHW� XS�GD\V� ZKHQ� IRUHLJQ� LQYHVWRUV�

VHOO��WKH�PRUH�OLTXLG�WKH�VWRFNV�DUH��WKH�PRUH�

OLNHO\�WKH\�DUH�KHUGHG��7KLV�UHVXOW�LV�SDUWLDOO\�

FRQVLVWHQW� ZLWK� *ULQEODWW�HW� DO�� ������� ZKR�

¿nd� that� U.S.� mutual� funds� herded� buying�
ZKHQ� VWRFN� SULFHV� LQFUHDVH�� DQG� +\XN� HW�

DO�� �������� :RRFKDQ� DQG� 6KDQJ�-LQ� �������

who�¿nd�strong�herding�of�foreign�investors�
IROORZLQJ� SRVLWLYH� IHHGEDFN� VWUDWHJLHV� LQ�

.RUHD� ZKHQ� WKH� PDUNHW� ULVHV�� DQG�'RUQ� HW�

DO�� ������� ZKR� GRFXPHQW� KLJKHU� FRUUHODWHG�

WUDGLQJ�LQ�PRVW�OLTXLG�VWRFNV�

,Q� VXPPDU\�� RQ� 9LHWQDP� VWRFN� PDUNHW��

KHUGLQJ�SUHVHQWV�LQ�ERWK�PDUNHW�XS�GD\V�DQG�

GRZQ�GD\V��LQ�DOO�OHYHO�RI�VWRFN�OLTXLGLW\��EXW�

WKH�GLUHFWLRQV�DUH�GLIIHUHQW� JLYHQ�WKH�PDUNHW�

FRQGLWLRQV��:KHQ�WKH�PDUNHW�GHFOLQHV��KHUGLQJ�

LV� DJJUHVVLYH� LQ� DOO� VWRFNV� UHJDUGOHVV� RI�

OLTXLGLW\� OHYHOV��:KHQ�WKH�PDUNHW� LQFUHDVHV��

KHUGLQJ� FRQFHQWUDWHV� RQ� PRUH� OLTXLG� VWRFNV�

DQG�LV�DEVHQW�LQ�LOOLTXLG�VWRFNV��1HYHUWKHOHVV��

KHUGLQJ� LV� QRW� SHUYDVLYH� WR� DOO� VWRFNV� ZLWK�

VLPLODU�OLTXLGLW\��EXW�LV�SURQRXQFHG�LQ�VWRFNV�

7DEOH����7HVWLQJ�RI�KHUGLQJ�WRZDUG�PDUNHW�FRQVHQVXV�FRQWUROOLQJ

�IRU�IRUHLJQ�LQYHVWRU�WUDGLQJ�LQ�GLIIHUHQW�PDUNHW�FRQGLWLRQV
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)RUHLJQ�

QHXWUDO ������ ���� ����� ���� ������ �����

)RUHLJQ�EX\� ������ ����� ����� ����� ������F �����

)RUHLJQ�VHOO ������ ����� ����� ����� ������D �����
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WKDW�IRUHLJQ�LQYHVWRUV�FRQWHPSRUDULO\�DUH�QHW�

EX\HUV��)RU�WKH�VWRFNV�ZKLFK�IRUHLJQ�LQYHVWRUV�

DUH�QHW�VHOOHUV��KHUGLQJ�LV�VWURQJ�RQO\�LQ�PDUNHW�

XS�GD\V�LQ�OLTXLG�VWRFNV��6XFK�EX\LQJ�KHUGHG�

VWRFNV� LQ� LQFUHDVLQJ� PDUNHW� E\� IRUHLJQ�

investors�is�likely�a�reÀection�of�momentum�
VWUDWHJLHV�� ZKLFK�ZRUVHQ� WKH� KHUGLQJ� HIIHFW��

EXW�EX\LQJ�LQ�D�GHFUHDVLQJ�PDUNHW�PD\�SURYLGH�

OLTXLGLW\�WKDW�VWDELOL]H�WKH�PDUNHW�

���&RQFOXVLRQ

In�this�paper,�we�¿nd�obvious�association�
RI�KHUGLQJ�EHKDYLRU�DQG�OLTXLGLW\�DQG�IRUHLJQ�

LQYHVWRU�WUDGLQJ�LQ�GLIIHUHQW�PDUNHW�FRQGLWLRQV��

The�speci¿c�roles�that� foreign�investors�play�
LQ� GLIIHUHQW� PDUNHW� FRQWH[WV�� ZKHWKHU� WKH\�

add�fuel�to�the�¿re,�whether�they�are�counter�
IRUFHV� WKDW� SURYLGH� OLTXLGLW\� DQG� OHVVHQ� WKH�

H[FHVVLYHQHVV�RI�KHUGLQJ��RU�ZKHWKHU�WKH\�DUH�

WKH�LQLWLDWRUV�RU�WKH�IROORZHUV�LQ�KHUGLQJ��DUH��

KRZHYHU��XQNQRZQ��:LWK�WKH�REVHUYDWLRQ�WKDW�

VWRFNV�WKDW�H[KLELW�KHUGLQJ�LV�DOVR�WKH�RQHV�RI�

ZKLFK�IRUHLJQ�LQYHVWRUV�DUH�QHW�EX\HUV�LQ�ERWK�

PDUNHW�XS�DQG�GRZQ�PRYHV��RXU�EHVW�ORJLFDO�

H[SODQDWLRQ� LV� VXFK� WKDW� IRUHLJQ� LQYHVWRU�

WUDGLQJ� DOOHYLDWHV� KHUGLQJ� HIIHFW� LQ� PDUNHW�

GRZQWXUQ� DQG� ZRUVHQV� WKH� DOOHJHG� HIIHFW� LQ�

PDUNHW� XSWXUQ��+RZHYHU�� WKH� DGYHUVH� HIIHFWV�

RI� IRUHLJQ� EX\LQJ� LQ� PDUNHW� XSWXUQ� FDQ� EH�

PLQLPDO��DV�IRUHLJQ�LQYHVWRUV�DOVR�KHUG�WR�VHOO�

LQ�PDUNHW�XSWXUQ�

:KLOH� WKLV� SDSHU� DGG� VRPH� LQVLJKWV� WR�

WKH�H[WDQW� OLWHUDWXUH�RI�KHUGLQJ��ZH�KDYH�QRW�

LQYHVWLJDWHG� WKH� LQVWLWXWLRQDO� DQG� LQGLYLGXDO�

LQYHVWRUV� VHSDUDWHO\�� &KULVWLH� DQG� +XDQJ�

�������SURSRVH�WKDW�WKH�GLIIHUHQWLDO�SUHGLFWLRQ�

RI�GLVSHUVLRQ�E\�UDWLRQDO�DVVHW�SULFLQJ�PRGHOV�

DQG� KHUGLQJ� EHKDYLRU� LV� PRVW� SURQRXQFHG�

GXULQJ�SHULRGV�RI�H[WUHPH�PDUNHW�PRYHPHQWV��

7KLV�FDQ�EH�D�VXJJHVWLRQ�IRU�IXUWKHU�UHVHDUFK�

RI�KHUGLQJ�LQ�WKH�H[WUHPH�WDLOV�RI�PDUNHW�UHWXUQ�

GLVWULEXWLRQ� 0RUHRYHU�� DV� WKH� PDUNHW� KDYH�

H[SHULHQFHG�GLIIHUHQW�VWDJHV�RI�H[SDQVLRQ�DQG�

FRQWUDFWLRQ��WKHUH�FDQ�SRVVLEO\�EH�LQWHUHVWLQJ�

implications� studying� herding� in� speci¿c�
SHULRGV� RI� PDFURHFRQRPLF� FKDQJHV�� ,Q� RXU�

H[SHULHQFH� DV� PDUNHW� SDUWLFLSDQWV�� KHUGLQJ�

7DEOH����7HVWLQJ�RI�KHUGLQJ�WRZDUG�PDUNHW�FRQVHQVXV�FRQWUROOLQJ�VLPXOWDQHRXVO\�

IRU�IRUHLJQ�LQYHVWRU�WUDGLQJ�LQ�GLIIHUHQW�PDUNHW�FRQGLWLRQV

'RZQ�GD\V�
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)RUHLJQ�VHOO ������ ����� ������ ����� ����� ����
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)RUHLJQ�QHXWUDO ������ ����� ������ ����� ����� ����

)RUHLJQ�EX\� ������F ����� ������F ����� ������F �����

)RUHLJQ�VHOO ������D ���� ������E ����� ������F �����
D��E��F���Signi¿cant�levels�at�5%,�1%,�0.1%
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LV� TXLWH� REVHUYDEOH� DURXQG� IXQGDPHQWDO�

macroeconomic� as� well� as� ¿rm-speci¿c�
DQQRXQFHPHQWV� RI� FKDQJHV�� 5HJUHWWDEO\��

GHWDLOHG� WUDGLQJ� GDWD� RI� WKH� PDUNHW� UHPDLQV�

LQDFFHVVLEOH� E\� WKH� SXEOLF�� ,I� WKH� VWRFN�

H[FKDQJH�FRXOG�PDNH�LW�HDVLHU�IRU�UHVHDUFKHUV�

WR�DFTXLUH� WKH�GDWD��LW�ZRXOG� VXUHO\� IDFLOLWDWH�

QRW�RQO\�VWXGLHV�RI�KHUGLQJ�� EXW� DOVR� RYHUDOO�

XQGHUVWDQGLQJ� RI� LQYHVWRU� EHKDYLRUV� LQ� WKH�

PDUNHW�

5()(5(1&(6

��� $1'(5621��/��5��	�+2/7��&��$��������,QIRUPDWLRQ�&DVFDGHV�LQ�WKH�/DERUDWRU\��

$PHULFDQ�(FRQRPLF�5HYLHZ��������������

��� $9(5<��&��	�=(06.<��3��������0XOWLGLPHQVLRQDO�8QFHUWDLQW\�DQG�+HUG�%HKDYLRU�

LQ�)LQDQFLDO�0DUNHWV��$PHULFDQ�(FRQRPLF�5HYLHZ����������

��� %,.+&+$1'$1,�� 6��� +,56+/(,)(5�� '��	�:(/&+�� ,�� ������ /HDUQLQJ� IURP�

WKH�%HKDYLRU�RI�2WKHUV��&RQIRUPLW\��)DGV�DQG�,QIRUPDWLRQDO�&DVFDGHV��-RXUQDO�RI�

(FRQRPLF�3HUVSHFWLYHV��������������

��� &+$1*��(��&���&+(1*��-��:��	�.+25$1$��$��������$Q�H[DPLQDWLRQ�RI�KHUG�

EHKDYLRU� LQ� HTXLW\� PDUNHWV��$Q� LQWHUQDWLRQDO� SHUVSHFWLYH�� -RXUQDO� RI� %DQNLQJ� 	�

)LQDQFH����������������

��� &+5,67,(��:��*��	�+8$1*��5��'��������)ROORZLQJ�WKH�3LHG�3LSHU��'R�,QGLYLGXDO�

5HWXUQV�+HUG�DURXQG�WKH�0DUNHW"�)LQDQFLDO�$QDO\VWV�-RXUQDO������������

�� DEVENOW,�A.� &� WELCH,� I.� 1996.� Rational� herding� in� ¿nancial� economics.�
(XURSHDQ�(FRQRPLF�5HYLHZ��������������

��� ',$021'��'��:��	�'<%9,*��3��+�� ������%DQN�5XQV��'HSRVLW� ,QVXUDQFH��DQG�

/LTXLGLW\��-RXUQDO�RI�3ROLWLFDO�(FRQRP\��������������

��� '251��'���+8%(50$1��*��8��5��	�6(1*08(//(5��3��������&RUUHODWHG�7UDGLQJ�

DQG�5HWXUQV��-RXUQDO�RI�)LQDQFH��������������

��� )21*��.��<��/���*$//$*+(5��'��5���*$5'1(5��3��$��	�6:$1��3��/��������

)ROORZ�WKH�OHDGHU��IXQG�PDQDJHUV�WUDGLQJ�LQ�VLJQDO�VWUHQJWK�VHTXHQFH��$FFRXQWLQJ�	�

)LQDQFH��������������

���� *$/$5,27,6��(��&���521*��:��	�63<528��6��,��������+HUGLQJ�RQ�IXQGDPHQWDO�

LQIRUPDWLRQ��$�FRPSDUDWLYH�VWXG\��-RXUQDO�RI�%DQNLQJ�	�)LQDQFH��������������

���� *5,1%/$77��0���7,70$1��6��	�:(50(56��5��������0RPHQWXP�,QYHVWPHQW�

6WUDWHJLHV��3RUWIROLR�3HUIRUPDQFH��DQG�+HUGLQJ��$�6WXG\�RI�0XWXDO�)XQG�%HKDYLRU��

$PHULFDQ�(FRQRPLF�5HYLHZ����������������

���� +,56+/(,)(5��'��	�+21*�7(2+��6��������+HUG�%HKDYLRXU�DQG�&DVFDGLQJ� LQ�

&DSLWDO�0DUNHWV��D�5HYLHZ�DQG�6\QWKHVLV��(XURSHDQ�)LQDQFLDO�0DQDJHPHQW��������

���
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��� +2/0(6��3���.$//,17(5$.,6��9��	�)(55(,5$��0��3��/��������+HUGLQJ�LQ�D�

&RQFHQWUDWHG�0DUNHW��D�4XHVWLRQ�RI� ,QWHQW��(XURSHDQ�)LQDQFLDO�0DQDJHPHQW������

��������

���� +<8.��&���%21*�&+$1��.��	�678/=��5��0��������'R�IRUHLJQ�LQYHVWRUV�GHVWDELOL]H�

VWRFN�PDUNHWV"�7KH�.RUHDQ�H[SHULHQFH�LQ�������-RXUQDO�RI�)LQDQFLDO�(FRQRPLFV������

��������

���� .$1,(/��5��2��1���6$$5��*��	�7,70$1��6��������,QGLYLGXDO�,QYHVWRU�7UDGLQJ�DQG�

6WRFN�5HWXUQV��-RXUQDO�RI�)LQDQFH��������������

���� .80$5�� $�� 	� /((�� &�� 0�� &�� ������ 5HWDLO� ,QYHVWRU� 6HQWLPHQW� DQG� 5HWXUQ�

&RPRYHPHQWV��-RXUQDO�RI�)LQDQFH����������������

���� /$.21,6+2.�� -��� 6+/(,)(5�� $�� 	� 9,6+1<�� 5�� :�� ������ 7KH� LPSDFW� RI�

LQVWLWXWLRQDO�WUDGLQJ�RQ�VWRFN�SULFHV��-RXUQDO�RI�)LQDQFLDO�(FRQRPLFV������������

���� /$0��.��6��.��	�4,$2��=��������+HUGLQJ�DQG�IXQGDPHQWDO�IDFWRUV��7KH�+RQJ�.RQJ�

H[SHULHQFH��Paci¿c-Basin�Finance�Journal,�������������

���� /(,��)��	�6($6+2/(6��0��6��������&RUUHODWHG�7UDGLQJ�DQG�/RFDWLRQ��-RXUQDO�RI�

)LQDQFH����������������

���� /8;��7��������+HUG�%HKDYLRXU��%XEEOHV�DQG�&UDVKHV��7KH�(FRQRPLF�-RXUQDO�������

��������

���� 1*8<(1��7��+��������0RPHQWXP�(IIHFW�LQ�WKH�9LHWQDPHVH�6WRFN�0DUNHW��3URFHGLD�

(FRQRPLFV�DQG�)LQDQFH�������������

���� 12)6,1*(5�� -�� 5�� 	� 6,$6�� 5�� :�� ������ +HUGLQJ� DQG� )HHGEDFN� 7UDGLQJ� E\�

,QVWLWXWLRQDO�DQG�,QGLYLGXDO�,QYHVWRUV��-RXUQDO�RI�)LQDQFH����������������

���� 6&+$5)67(,1��'��6��	�67(,1��-��&��������+HUG�EHKDYLRU�DQG�LQYHVWPHQW��$PHULFDQ�

(FRQRPLF�5HYLHZ����������

���� :(50(56��5��������0XWXDO�)XQG�+HUGLQJ�DQG�WKH�,PSDFW�RQ�6WRFN�3ULFHV��-RXUQDO�

RI�)LQDQFH��������������

���� :22&+$1��.��	�6+$1*�-,1��:��������)RUHLJQ�SRUWIROLR�LQYHVWRUV�EHIRUH�DQG�

GXULQJ�FULVLV��-RXUQDO�RI�,QWHUQDWLRQDO�(FRQRPLFV������������

���� :</,(��6��������)XQG�0DQDJHU�+HUGLQJ��$�7HVW�RI�WKH�$FFXUDF\�RI�(PSLULFDO�5HVXOWV�

8VLQJ�8�.��'DWD��-RXUQDO�RI�%XVLQHVV��������������


