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ABSTRACT

The main focus of this research paper is utilizing the revised LSV model to examine
the herding behavior of domestic security dealers and foreign institutional investors in
Taiwan’s stock market. In addition, we also examine their investment characteristics in
different industries under the investing environment from April 2001 to March 2004
Whether institutional investors follow other’s trades can help us to understand more about
the causes of price movement. This homogeneous herding behavior could be one of the
important elements for the fluctuation of the stock price. Empirical finding shows that
herding behaviors do exist between the domestic security dealers and the foreign
institutional investors in Taiwan’s stock market. In any category of stocks, domestic
security dealers have much more notably herding behavior when compared to the foreign
institutional investors. The different herding behavior of security dealers and foreign
institutional investors in different industries shows that herding in traditional industry is
much more prominent than electronic industry and financial industry. However, there is no
significant different herding pattern between electronic industry and financial industry. In
addition, foreign institutional investors display a more obvious herding behavior in bear
market than in bull market. The above finding may imply that information and pessimism
play an important role in determining of herding behavior for institutional investors. By
utilizing factor analysis, we can identify economic prosperity, trading volume and risk
factors for explaining the herding behavior of institutional investors. The empirical
evidence shows that institutional investors response more quickly for bad news in bear
market than good news in bull market. Other than economic factor, trading volume also
display a negative effect on herding behavior for foreign institutional investors. This
finding indicates that liquidity is also an important factor for foreign institutional investors

when investing in the electronic industry, especially in the bear market.
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