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Has COVID-19 Strengthened the Stock
Market Herding Effect?

. *
Ming-Tse Wu
The First Research Division Chung-Hwa Institution of Economic Research
Zhi-Ting Xu

Department of Finance National Central University

Herding, one of the famous hubristic behavior that makes investor deviate from
their rational decision making, may not only lead to losses but also mask with market
volatility to fortify more herding behavior, market volatility, and subsequently
escalated the risk of the capital market.

By leveraging the cross-sectional return absolute dispersion (CSAD), we set out
to test the conformity effect of Taiwanese investors' herding in stock trading in both
TSE and OTC markets. More interestingly, unlike most studies use regression
coefficients to judge whether herding effect is strengthened, we specifically examine
how significant the marginal effect in herding is incurred by COVID-19.

Our results show that that during the epidemic, there is a clear herding effect in
listed equities in TSE and OTC markets. Nonetheless, when it comes to the marginal
effect of epidemic incurred in herding, only the stocks in OTC market exhibit
significance whereas the stocks trading in listed TSE markets do not. Perhaps
interestingly, once we zoom in to disentangle herding effect across different industrial
sectors, we found evidence of sector wise significant overall as well as marginal
herding effects. During the epidemic period, the marginal effect in herding related to

epidemic prevention or advantageous industries is more significant.

Key Words: Herding effect, COVID-19, CSAD.

* Correspondence: Ming-Tse Wu
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