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Froot, Scharfstein ® Stein(1992) > FA2pe] T2 Alop7F @71 v F2t
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ol WNFAE T BF FAAES] A A B el S8A o Ik (positive
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A7 e ANASE st =2 59 PAE AT {FedS A
HA'R Aot kD olo] theh Bt Adg Foe a3 22

179 8] 37177 o] o] Foj A= HI g A A(
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FE UeillF= gErEelt) o] Ry o (0013 0y

7FA AL Stk 7} 71 ATE SAAY 7

2 3t 8 BEFFE o(ee ) AT § AdA Dt o] wf A

M o1y 09 A5 o] BlERAYS A7 A BAAAE DA U

7
4 A%k A SR A1 B A A el A0 el

1) “..this condition implies that higher actions by other players provide an incentive for the
remaining player to take a higher action as well.” Cooper(1999), p.19
2) Cooper(1999), pp.19~20
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Abstract 53

Abstract

Herd Behavior in Korean Financial Markets

Herd behavior, a situation in which a group of individuals or institutions react
coherently without any coordination between them, is said to be relatively more
frequent in Korean financial markets. This paper introduces many examples of
herd behavior in Korean financial markets and tries to provide a theoretical
explanation about them. In particular, to deal with the issue of "herding for
certain themes”, this paper uses the model in Froot, Scharfstein & Stein
(1992). Adding positive feedback traders to the model, this paper finds that
positive feedback traders can weaken the herd behavior between speculators’
research activities if the information is symmetric to the speculators and the
market maker. However, the presence of the positive feedback traders can
strengthen the herd behavior between speculators’ research activities, when the
information about the positive feedback traders is known to the speculators but
not to the market maker. This effect arises from the strategic complementarity
between speculators when their time horizons are short. From this analysis, this
paper suggests various policy options to enlarge institutional investors’ time

horizon and to enhance the research abilities of financial institutions.
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