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Abstract

Noisy trading, which is introduced by Black in his 1986's paper, is a kind of
trading strategy based on pseudo-information, defined relative to the valuable
information. Roughly speaking, noisy trading would be inclined to drive financial
asset price deviating to its inner real value and make the market seemingly chaotic.
Despite this, arbitrage, a term that is stated very frequently by traditional financial
economists, would guarantee the asset price wandering back to its inner real value and
fluctuating very close to it. However, here in this paper we try to suggest another
different figure. In case of the systematic trading behavior conducted by noisy trading
strategy, the market may not reflect its real value but trend towards an arbitrary
direction for an arbitrary long time. This figure can be contributed to noisy trading.

This paper investigates how noisy trading interacts with outer macroscopic
situation which can be summarized by some variables such as the stock index or the
inflation index, house price index and so on. Based on the classical model developed
by De Long et al (1991) ,we focus on the parameter involved in the model
representing the extend of noisy trading. We find that the noisy traders show more
optimism relative to the sophisticated investors when the financial market reaches its
two extremes but almost no discrepancy of their points of view when market stays
relatively stable. Furthermore, we also find a very interesting result that the extent of
noisy trading becomes severer as the inflation rate increases and house price decrease.
These findings complete the DSSW model from an empirical point of view and also

could be a useful reference for policy-makers.
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