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Stock Market Liquidity and
Herding Behavior

Yen-Chen Chiu

Assistant Professor, Department of Finance,

National Taichung University of Science and Technology

This paper explores the effects of herding behavior of
institutional investors on the asset market values and liquidity.
Consistent with theoretical models emphasizing changes in liquidity
are positively related to market returns, with the effect being strongest
for high volatility firms and during financial crisis periods. In
particular, large negative market returns have a stronger impact on
changes in liquidity measures than positive returns. Moreover, we find
that the impact of negative on liquidity is stronger after a (large)
market decline when institutional investors are more likely to herd
behavior. Specifically, we find that the liquidity increases after a large
positive market shocks when foreign investors has experienced
herding behavior, but the effect of mutual funds’ herding behavior of a
market-wide drop in asset prices is associated with a fall in liquidity.
Furthermore, liquidity were greatly influenced by financial
environment, the company size and trading attitude among investors,
lets traders and investors cognition to financial liquidity its main

challenge is not the liquidity level but is its variation and uncertainty.
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