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1. INTRODUCTION

Since initially discussed in the famous study of Fama (1970), the efficient market 
hypothesis (EMH) has become an area of interest for portfolio and fund manag-
ers, brokers, investors as well as academic researchers in their attempt to test 
for the existence of market efficiency. According to the EMH, a market is in-
formationally efficient when any new information introduced into the market is 
immediately incorporated into future stock prices, and investors form rational 
expectations of future prices based on the information available in the market. 
Hence, all securities are correctly priced. However, reality and researchers have 
revealed that there are irrational investment behaviours that have caused abnor-
mal losses and returns in the market. Among these, herding is one such abnormal 
behaviour, which strongly challenges the validity of the EMH. Herding refers 
to the case whereby investors do not make investment decisions based on their 
rational analysis, but by following the actions of others. Christie – Huang (1995) 
argued that this could be a consequence of social pressure and the common logic 
that crowds can not be wrong and are better informed than individual investors. 
As a result, herd behaviour may destabilise the market by driving stocks’ prices 
away from their fundamental value, hence causing market inefficiency.

Motivated by the important implications of herding for both practitioners and 
academics, numerous works have been conducted and mixed evidence of herding 
has been found in many developed and emerging financial markets. Therefore, in 
this paper, we extend the extant researches by investigating the presence of herding 
in four Southeast Asian stock markets, namely Indonesia, Malaysia, the Philip-
pines, and Vietnam.1 Although studies of herding have been performed in those 
markets, the results of this study are expected to further contribute to the herding 
debate especially by detecting herd behaviour in pre-crisis and crisis periods, and 
by searching for the reason behind the existence or non-existence of this behaviour. 
The findings of this study will therefore enhance our understanding of herding 
in the literature, in addition to helping investors recognise the potential risks and 
guiding them to employ appropriate strategies while investing in these markets. 

The remainder of the study is organised as follows. Section 2 briefly provides 
an empirical review of herding behaviour. Section 3 describes the data and meth-
odology utilized, while the empirical findings are presented and discussed in Sec-
tion 4. Section 5 provides a summary and our conclusions.

1  The four countries are chosen due to the data availability during the sample period. It is 
also noted that other equity markets in the Southeast Asian region, namely Laos, Cambodia, 
Myanmar , Brunei, and East Timor are newly established; Singapore’s equity market is ex-
tremely developed, hence we chose to omit it from this study.
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2. LITERATURE REVIEW

Herding can be classified into two major forms, including irrational and ration-
al herding. As defined by Christie – Huang (1995), irrational herding refers to 
the tendency whereby individuals irrationally ignore their beliefs and analytical 
skills, and solely make their investment decisions based on the actions of the 
whole market, even when they perceive the market’s prediction to be wrong. 
According to Vaughan – Hogg (2005), a possible explanation is that imitating 
the market’s actions will relieve investors’ uncertainty and make them feel more 
confident in their decision-making process.

On the other hand, the rational view mainly focuses on a scenario where herd-
ing occurs as the result of the principal-agent problem, in which managers follow 
the actions of other managers; low skill managers in particular tend to mimic 
good skill managers. In this case, the managers entirely disregard their own pri-
vate information in order to hold their reputation in the market (Scharfstein – 
Stein 1990; Rajan 1994). Rational herding may also occur among individual in-
vestors. They may rationally follow other investors whom they believe to have 
access to unpublicised information in the market with high confidence that their 
performance will not be below the market average (Demirer – Kutan 2006). In 
short, both explanations of herd behaviour essentially imply that investors do not 
make their investment decisions based on their own analysis and information, but 
rather follow the market consensus. 

Numerous papers have investigated the existence of herding in global finan-
cial markets, but the results are mixed. Christie – Huang (1995) employed the 
cross-sectional standard deviation of returns to capture herd behaviour and they 
reported no evidence of herding in US markets as shares’ return dispersion in-
creases instead of decreasing during periods of extreme price movements. In the 
study of Chang et al. (2000), no significant degree of herding was found in devel-
oped financial markets such as the US, Hong Kong and Japan. In contrast, Nofs-
inger – Sias (1990) reported that a high degree of herding actually exists in the 
US market, particularly among institutional investors. Iihara et al. (2001) found 
that Japanese individual and institutional investors are more likely to herd, but 
foreign investors’ investment decisions were based on the available information 
in the market. In a recent study by Chiang – Zheng (2010), daily data from May 
25, 1988 to April 24, 2009 was employed and significant evidence of herding was 
found in numerous markets including Australia, France, Germany, Hong Kong, 
Japan, the UK, Argentina, Brazil, Chile, Mexico, and other Asian markets such as 
China, South Korea, Taiwan, Indonesia, Malaysia, Singapore, and Thailand. The 
results challenge the earlier literature, which found no herding in those markets.
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In contrast to developed financial markets where less evidence of herding is 
observed, empirical research investigating emerging markets reports high levels 
of herding, especially in Asian markets. A potential explanation for this observa-
tion is based on the market inefficiencies in these countries, which have tradi-
tionally been characterised by unsophisticated retail investors, a high degree of 
government intervention, and insufficient requirements relating to information 
disclosure of listed companies (Yuan et al. 2014). Besides the findings of Chiang 
– Zheng (2010) mentioned above, other studies also found significant herding in 
emerging markets. Chang et al. (2000) found a non-linear relationship between 
daily cross-sectional absolute deviation and the corresponding equally-weighted 
market return for South Korea and Taiwan, and hence concluded the existence 
of herding in these two markets. They suggested that herd behaviour may be the 
result of frequent government intervention, the existence of inefficient informa-
tion disclosure, and the presence of more speculators in these markets. By fur-
ther examining the role of macroeconomic and firm-specific information in the 
markets exhibiting herd behaviour, they noted that, interestingly, macroeconomic 
information tends to have a greater impact on market participants.2 Chiang et al. 
(2010) used the least squares method to investigate herding in Chinese stock mar-
kets and found that both Shanghai and Shenzhen A-share markets exhibit herd 
behaviour, but B-share investors behave differently. They explain that B- share  
investors are mostly foreign and institutional investors who have access to di-
verse information and more sophisticated techniques and are thus more rational 
in making investment decisions. However, the empirical results also show that 
B-share investors tend to herd in down markets due to their uncertainty regard-
ing the Chinese government’s frequent interventions. The authors explain that 
B- share investors intentionally consider the Chinese government’s interventions 
as a market risk due to their less knowledge and experience with the govern-
ment’s policies. Therefore, these investors are more concerned about this uncer-
tainty, especially in a down market. As a result, B-share investors are likely to 
herd in a down market.

Lao – Singh (2011) found that herding is present in both Chinese and Indi-
an markets, with different herding patterns arising in each. A recent study by 
Bhaduri  – Mahapatra (2013) also identified consistent patterns of herd behaviour 
in Indian equity markets. The presence of herding is also pronounced in other 
Asian equity markets such as Taiwan (Demirer et al. 2010), Malaysia (Duasa – 

2  Cheng et al. (2000) explained that a relative insufficiency of timely and accurate firm-related 
information in emerging countries may cause investors to seek trading signals from macro-
economic information, which as a result play a significant role in the investment decisions of 
investors. 
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Kassim 2008), Taiwan, China, South Korea, Singapore, Hong Kong, and Japan 
(Laih – Lau 2013), and China, Indonesia, Malaysia, and Thailand (Chiang et al. 
2013).

3. METHODOLOGY AND DATA

3.1 Methodology

We followed the methodology proposed by Chang et al. (2000). This methodol-
ogy basically utilises the cross-sectional dispersion of individual stock returns 
measured by the cross-sectional average dispersion (CSAD), which statistically 
is defined as:
 (1)

where ri,t is the daily logarithmic return for underlying asset i, rm,t is the equally 
weighted average return on the market portfolio for period t, and n is the number 
of stocks in the portfolio.

According to Chang et al. (2000), the rational asset pricing model implies that 
the level of equity return dispersions will increase when the absolute value of 
overall market returns increases since volatility increases. In other words, there 
is a positive linear relationship between CSAD and market returns. However, 
if investors try to follow the market movement and intentionally ignore their 
own preferences during periods of extreme price volatility, then the relationship 
between dispersion and market returns can increase at a decreasing rate, or even 
decrease if herding is severe. 

To formally test for herding, Chang et al. (2000) adopt the following regres-
sion model:

          
         if Rm,t > 0 (2a)

           if Rm,t < 0 (2b)

where ,
DOWN
m tR , ,

UP
m tR are the absolute values of an equally weighted realised re-

turn of all available securities on day t when the market is up or down, and 
 2,

DOWN
m tR ,  2,

UP
m tR  are the squared values of these terms. Under this model, if no 

herding activity exists in the market and the rational asset pricing model holds, 
the regression should demonstrate linearity, implying that γ2= 0. In contrast, 
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a non-linear equation with a statistically significantly negative γ2 indicates the 
presence of herding.

Since a high level of serial autocorrelation is expected to exist in high frequen-
cy time-series market data, the failure to exactly address this problem will result 
in biased estimates of the parameters. Consequently, in addition to employing 
the heteroscedasticity and autocorrelation consistent standard errors suggested 
by Newey – West (1987) to estimate the regression coefficients, we modified the 
models by using a 1-day lag of the dependent variable (CSADt) and the independ-
ent variable (Rm,t) to improve the power of the empirical model as follows:

 (3a) 

if Rm,t > 0
 

 (3b)
if Rm,t < 0

In these two models, the existence of herd behaviour can be confirmed if γ2 or 
γ3 is statistically significantly negative and the sum of γ2 + γ3 is also negative. If γ2 
and γ3 are simultaneously negative, the degree of herding is extremely strong.

We observe a significant difference in the estimated results between equations 
(2a), (2b) and (3a), (3b). In Indonesia, herding does not exist when the market is 
down. Conversely, when the market is up, evidence of herding is found in both 
the pre-crisis and the crisis period. This strongly indicates that the level of equity 
return dispersions is not only dependent on market return at date t, but also af-
fected by the return (up or down) of the previous trading day. This indicates that 
individual investors tend to mimic the actions of the market when the market is 
up. During the period when the market is down, investors are likely to make their 
own investment decisions based on available information, indicating no existence 
of herding.

3.2 Data

Daily closing stock prices were obtained for the period from February 25, 1997 to 
August 28, 2013 for Indonesia (IN), from April 14, 1992 to August 28, 2013 for 
Malaysia (MA), from December 16, 2003 to August 28, 2013 for the Philippines 
(PH), and from January 10, 2007 to August 28, 2013 for Vietnam (VI). From 
each market, we collect historical data for all blue-chip stocks that comprised the 

 2 2
1 , 2 , 3 , 1 4 1( )UP UP UP UP UP UP UP UP UP

t m t m t m t t tCSAD R R R CSADα γ γ γ γ ε      

  4

2 2
1 , 2 , 3 , 1( )DOWN DOWN DOWN DOWN DOWN DOWN DOWN DOWN D

t m t m t m t tCSAD R R R CSADα γ γ γ γ     
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market’s main stock index on August 28, 2013. The choice of the starting date is 
constrained by the availability of the data. In addition, it is important to note that 
any underlying stock with a trading period of less than one year up to August 28, 
2013 was eliminated from our samples. Therefore, our final sample data include 
30 stocks for Vietnam, 27 stocks for the Philippines, 29 stocks for Malaysia, 
and 30 stocks for Indonesia. Besides, to examine the existence of herding during 
the economic crisis, we divide the entire sample period into two sub-periods: a 
pre-crisis period, which extends to and includes December 31, 2006, and a cri-
sis period, which extends from December 31, 2006 onwards. However, we only 
investigate herding in the two sub-periods for the Philippines, Indonesia, and 
Malaysia. Sample data for Vietnam’s stock market is only collected from Decem-
ber 31, 2006 onwards due to the market accommodating a very small number of 
listed stocks and correspondingly low trading volumes prior to 2006.3 

All data were obtained from Bloomberg and daily logarithmic returns are cal-
culated as:

ri,t = lnPi,t – lnPi,t-1

where ri,t is the daily logarithmic return for underlying asset i, and Pi,t is the price 
of underlying asset i. 

4. EMPIRICAL RESULTS

4.1 Descriptive statistics

Table 1 provides a descriptive statistics summary of CSAD variables correspond-
ing to each market. Numbers of stocks range from 26 to 30. By checking the 
mean values of CSAD, we find that Indonesia has higher mean values compared 
with those of the other markets. A comparison of the maximum and minimum 
values of the daily CSAD shows that Indonesia exhibits the highest (16.71%) and 
the Philippines has the lowest values (9.00%). All four time-series of CSAD ap-
pear to be highly autocorrelated. The first order autocorrelation of CSAD ranges 
from the lowest of 0.243 in the case of Vietnam to the highest of 0.729 for Ma-
laysia. Therefore, all standard errors of the estimated regression coefficients in 
subsequent tests are adjusted for heteroscedasticity and autocorrelation, based on 
the approach suggested by Newey – West (1987). Moreover, the Unit root test 

3  As of December 31, 2005, the Vietnam stock exchange had only 27 listed companies, with a 
daily trading volume of about 389,584 shares. This number of listed stocks increased to 91 as of 
December 31, 2006, with the trading volume rising to approximately 2,411,541 shares per day.
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(Augmented Dickey-Fuller – ADF) shows that the CSAD time-series are station-
ary for all markets and hence no further test needs to be employed. Besides, the 
Jarque–Bera test also indicates normality for the four time-series at the 1 and 5% 
levels.

Table 1

Descriptive statistics of CSAD variables

Statistics IN_CSAD MA_CSAD PH_CSAD VI_CSAD

Sample period 25/01/1997–
28/08/2013

14/04/1992– 
28/08/ 2013

16/12/2003– 
28/08/2013

10/01/2007–
28/08/2013

Number of stocks 27 30 26 30
Minimum  –  –  0.00459  – 
Maximum  0.16714  0.09004  0.06921  0.12641 
Mean  0.02277  0.01222  0.01584  0.01495 
Std.dev  0.01533  0.00656  0.00696  0.00786 
Skewness  2.61297  3.14584  2.20258  3.42386 
Kurtosis  13.14336  22.74182  12.09298  35.31151 
Jarque-Bera 21,857*** 94,344*** 8,388*** 8**

Serial auto-
correlation at lag

1 0.701 0.729 0.467 0.243
5 0.574 0.582 0.309 0.176
15 0.568 0.526 0.247 0.091
20 0.527 0.491 0.239 0.106

ADF test –4.8295*** –6.9393*** –9.0379*** –9.6892***

Notes: The table presents the descriptive statistics on the four sample markets’ CSADs, including estimates of 
their skewness, kurtosis, normality and unit root tests.
***, ** and * represent statistical significance at the 1, 5 and 10% levels, respectively.

4.2 Estimates of herd behaviour

Table 2 shows the regression results of the models adopted from Chang et al. 
(2000) for the entire period, the pre-crisis period and the during-crisis period, 
respectively. For the entire period, the figures show that the coefficient γ2 is nega-
tive and statistically significant at the 1% level in the cases of Indonesia, Malay-
sia and Vietnam, implying the existence of herding in these three stock markets. 
However, results for the Philippines exhibit a negative coefficient for γ2, which, 
nevertheless, is insignificant. Therefore, herd behaviour could not be confirmed 
for the Philippines’ market. Besides, the regression results for the pre-crisis pe-
riod indicate the existence of herding in Indonesia and Malaysia, whereas herding 
is observed only in Malaysia during the crisis period. No evidence of herding is 
reported in the Philippines’ market during the two periods.
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To control for the robustness of our results, we further investigate the presence 
of herding in both up and down markets, and the results are displayed in Table 3. 
During the pre-crisis period, the coefficients γ2 of Indonesia and Malaysia are 
negative and statistically significant at the 1% level during both up and down 
markets. During the crisis period, when the market is up, Indonesia maintains a 
negative coefficient γ2, which is statistically insignificant, indicating the absence 
of herd behaviour (which is confirmed also during down markets). In the case of 
Malaysia, a negative γ2 is also found in up and down markets. However, it is only 
during down markets that the coefficient is significant. Vietnam’s stock market 
displays strong evidence of herding during rising markets, but no sign of herd-
ing is found in declining markets. Besides, the results for the Philippines’ market 
indicate the absence of herding in both market scenarios.

Table 2

Estimates of herding behaviour in the four markets

Markets/Periods Constant │Rm,t│ R2
m,t Adj. R2 DW

Indonesia
0.0142 0.5990*** –0.6858*** 0.3588 0.9405

45.1425 25.5216 –2.8040

Pre-crisis
0.0158 0.7585*** –1.6628*** 0.4103 1.0884

34.8777 23.9447 –5.2734

Crisis
0.0132 0.2047*** 1.1643*** 0.3295 1.1299

53.9688 9.8830 4.8008

Malaysia
0.0083 0.5065*** –0.7036*** 0.5553 1.1689

96.4842 57.7756 –9.6550

Pre-crisis
0.0092 0.4909*** –0.6427*** 0.5745 1.2576

84.9029 48.1066 –7.9922

Crisis
0.0066 0.4688*** –1.3446*** 0.4333 1.0701

55.5989 24.0836 –2.9717

Philippines
0.0121 0.3426*** –0.0455 0.2977 1.2954

54.5132 14.9284 –0.1263

Pre-crisis
0.0152 0.4606*** –0.4425 0.3172 1.7392

20.2950 6.6156 –0.4411

Crisis
0.0117 0.2913*** –0.1357 0.3197 1.2047

62.8125 14.8006 –0.4251

Vietnam
0.0137 0.1584*** –3.0363*** 0.0054 1.5371

33.2497 3.1808 –2.7040

Notes: This table reports the regression results of the following equation: 

 21 , 2 ,t m t m t tCSAD R Rα γ γ ε   

***, ** and * represent statistical significance at the 1, 5 and 10% levels, respectively.
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As displayed in Table 1, the time-series of our sample CSADs have high 
autocorrelation at different lags (1, 5, 10 and 20). Besides, the results pre-
sented in Tables 2 and 3 also show that the Durbin–Watson test statistics are 
in most cases below 1.5, indicating strong positive autocorrelation. There-
fore, to improve the regressions’ outcome, equations (3a) and (3b) were 
estimated and the results are exhibited in Tables 4 and 5, respectively. 

Tables 4 and 5 also present a confirmation of herding in Malaysia’s equity mar-
ket during up and down markets in both sub-periods. Especially, during pre-crisis 
period, coefficient γ2 and γ3 are simultaneously significantly negative, indicating 
extremely strong degree of herding in Malaysia. In the Vietnamese market, the 
coefficient γ2 is significantly negative only for up markets (γ2 = –16.60) at the 1% 
level, together with a negative sum of γ2 + γ3, indicating a strong degree of herd 
behaviour. Interestingly, the estimations for the Philippines with regression equa-
tion using a 1-day lag of the dependent variable (CSADt) and the independent 

Table 4

Estimates of herding behaviour in the four markets

Markets/
Periods

Constant │Rm,t│ R2
m,t R2

m,t-1 CSADt-1 Adj. R2 DW

Indonesia
0.0045 0.3522*** 0.1065 –0.3256*** 0.5758*** 0.6300 2.3359

14.8660 19.1359 0.5710 –3.0997 49.4222

Pre-crisis
0.0060 0.4974*** –0.7232*** 0.0706 0.4959*** 0.6234 2.2613

12.8550 18.9151 –2.8544 0.5028 31.9074

Crisis
0.0064 0.1238*** 1.3383*** –0.4085*** 0.4881*** 0.5181 2.2965

18.1157 6.9387 6.4648 –3.2593 23.3520

Malaysia
0.0035 0.3277*** –0.2229*** –0.3374*** 0.5059*** 0.7258 2.2234

31.5741 43.1793 –3.6450 –7.4600 53.8941

Pre-crisis
0.0043 0.3258*** –0.2211*** –0.2561*** 0.4725*** 0.7212 2.2076

28.7129 35.6843 –3.1843 –5.0848 40.4604

Crisis
0.0027 0.3360*** –0.1131 –1.7574*** 0.5127*** 0.6292 2.2550

15.9342 20.4400 –0.3069 –6.8248 28.6245

Philippines
0.0071 0.2739*** 0.2471 0.0962 0.3557*** 0.4199 2.1269

21.2793 12.9395 0.7541 0.5061 17.9961

Pre-crisis
0.0128 0.4397*** –0.2654 0.4141 0.1203*** 0.3340 1.9835

10.8647 6.3430 –0.2665 0.7681 2.4620

Crisis
0.0062 0.2148*** 0.0822 0.2670** 0.4165*** 0.4894 2.1724

20.1119 12.3603 0.2973 1.6112 19.8707

Vietnam
0.0100 0.1244*** –3.0241*** 1.9476*** 0.2371*** 0.0771 2.1072

19.1612 2.5856 –2.7791 5.4114 9.9986

Notes: This table reports the regression results of CSADs based on the following equation:
   2 2

1 , 2 , 3 , 1 4 1t m t m t m t t tCSAD R R R CSADα γ γ γ γ ε      

*** and ** represent statistical significance at the 1% and 5% levels, respectively.
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variable (Rm,t) show a significantly negative coefficient (γ3 = –3.8687) at the 1% 
level, but the value of γ2 + γ3 is positive. Therefore, the existence of herding dur-
ing the crisis period and when market is up cannot be confirmed.

In general, strong herd behaviour was found in Malaysia, Indonesia and Vi-
etnam, both in the pre-crisis and crisis period, and in the upward and downward 
markets. However, in the Philippines the presence of herding is only documented 
when the market was up during crisis period. Chang et al. (2000) argue that the 
differences in herding among markets are significantly dependent on the quality of 
micro information disclosure. If a market is inefficient in information disclosure, 
investors will basically base their investment decisions on other sources as well 
as other investors’ actions. Therefore, herding will be weaker or absent in a stock 
market if the quality of information disclosure is improved, with micro informa-
tion being accessible to all investors. Relying on this argument, it is likely that a 
better information disclosure in the Philippines could be a reason explaining the 
weak degree of herding in this market. Particularly, we observe that to control its 
quality of information disclosure, the Philippines stock exchange (PSE) launched 
an online 24/7 disclosure system (ODiSy) in 2005. The system basically aims to 
improve the transparency of listed companies and also to ensure full, fair, timely 
and accurate disclosure of information from all listed companies. Hence, Filipino 
investors could be more informed and form their own investment strategies using 
the information, resulting in the absence of herding in this market.

With respect to the outcomes of the models, a noticeable high degree of herding 
was observed during rising markets in Vietnam. A possible explanation for this 
could be laid on a weak and inadequate regulatory framework in Vietnam’s stock 
market as lately suggested by Tran – Truong (2011). This may prevent investors 
from approaching market-related and firm-specific information used in making 
investment decisions. As a result, investors may follow the actions of foreign in-
vestment funds or giant stockbrokers who are believed to have more information. 
Moreover, they argue that, similarly to other emerging markets, the operation of 
Vietnam’s stock market was affected by the relatively heavy intervention of the 
government. Given those characteristics, investors were likely to trade based on 
market consensus and thus exhibit strong evidence of herding in this market.

Our findings also indicate that the confirmation of herding in the four markets 
vary under up and down market condition. This is consistent with the assump-
tion that herding behaviour presents an asymmetric reaction on days when the 
market is up vis-à-vis days when the market is down (Tan et al. 2008; Chiang – 
Zheng 2010). Chiang et al. (2013) debate that an asymmetry in herding between 
rising and falling markets may be caused by the flow of positive and negative 
information, and investors tend to herd when the market is trending up in most 
of the cases. Because of the up market, investors are likely to be more optimistic 
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(a) (a’)

(b) (b’)

(c) (c’)

(d)

Figure 1. Relationship between the daily cross-sectional absolute deviation (CSADt) 
and the corresponding equally weighted market return (Rm,t) for Malaysia (a, a’), Indonesia (b, b’), 

the Philippines (c, c’), and Vietnam (d), during  the pre-crisis and crisis period, respectively.

Equally-weighted Market return

Equally-weighted Market return

Equally-weighted Market return

Equally-weighted Market return

Equally-weighted Market return

Equally-weighted Market return

Equally-weighted Market return
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on positive market and firm-related information, which may significantly cause 
rational herd behaviour during this time. Conversely, during down market, nega-
tive information may intentionally be limited for the public in the market, caus-
ing less rational herding in the down market. According to Chiang et al. (2013), 
another possibility is that investors have a strong belief that the government will 
intervene when markets are decreased significantly, and are thus less likely to 
herd in falling markets.

The inconsistencies of herding in the four equity markets can be simply ob-
served by plotting the CSAD measure for each day and the corresponding equal-
ly-weighted market return. Particularly, if the CSAD-market relation exhibits a 
non-linearity, the existence of herding can be confirmed, while a linear relation-
ship would indicate the absence of herding. Figure 1 shows the relationship be-
tween the daily cross-sectional absolute deviation (CSADt) and the corresponding 
equally weighted market return (Rm,t) for the four markets during the pre-crisis and 
crisis period. Focusing on the dispersion of CSAD-market returns, we observe a 
linear relationship between CSAD-market returns in the Philippines, Malaysia, 
and Indonesia in both sub-periods, whereas a non-linear relationship is strongly 
exhibited for Vietnam during the crisis period, implying the presence of herding 
in this market.

5. CONCLUSION AND IMPLICATIONS

This study investigates empirically the presence of herd behaviour in four equity 
markets, namely Vietnam, the Philippines, Malaysia, and Indonesia. In Vietnam’s 
market, the results strongly indicate the presence of herding during up markets. 
However, when the market was down, no evidence of herding was observed. 
This is consistent with the findings of Kallinterakis (2007) and Tran – Truong 
(2011), who also report a high degree of herding in Vietnam. We also discovered 
evidence of herding in Malaysia and Indonesia, which is in line with the evi-
dence from previous studies by Chiang – Zheng (2011) and Chiang et al. (2013). 
Further examination of herding in both up and down markets during our two 
sub-periods reveals that herding is absent when the Indonesian market is down, 
whereas herding is observed in the Malaysian market during the pre-crisis pe-
riod. However, during the crisis period, herding in the Malaysian market is only 
exhibited when the market is downward. No evidence of herding is found in the 
Philippines stock market in either periods. Besides, the inconsistence of herding 
is documented when using 1-day lags variables that strongly indicate that the 
level of equity return dispersions is significantly affected by the return (up or 
down) of the previous trading day.
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The findings of herding presented here have important investment and policy 
implications. Policy makers should improve the efficient information disclosure 
and prevent inside traders in emerging stock markets. Strong herding may drive 
stock prices far from their intrinsic value, leading to mispricing in the market.

Although the study provides interesting findings regarding herd behaviour in 
Southeast Asian financial markets, there are some limitations that are beyond the 
scope of this paper, but they merit more attention. For example, the study only 
considers stocks included in the four markets’ blue-chip indices, not making use 
of the universe of listed stocks in each market, which could allow for the opportu-
nity of testing for the existence of size or industry effects. Besides, the exclusion 
of Thailand’s market due to unavailable data constitutes another shortcoming of 
the study.
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