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What Do We Mean by Herding? Herding is the phenomenon by which an agent chooses an action regardless of his private information. Example (Bikhchandani, Hirshleifer and Welch - JPE, 1992): Adoption of a new technology: cost of adoption is c = 12 , possible values V ∈ {0, 1}, agent’s private information σ i ∈ {L, H}, with Pr σ i = V = p > 12 . Take p = 34 . Agents act sequentially. 1 First agent: receives a H signal, via Bayes’ rule V1i = 2 Second agent: can infer the signal of first agent; F F



if he receives a H signal, V2i = if he receives a L signal,



V2i



=



3 4



>



1 2



⇒ Adopts.



9 > 12 ⇒ Adopts; 10 1 ⇒ Tie-breaking: Rejects; 2



3 Third agent: if both previous agents adopted, he knows they both received a H signal. F F



if he receives a H signal, V3i = if he receives a L signal,



V3i



=



27 > 12 ⇒ Adopts; 28 3 > 12 ⇒ Adopts; 4



With a fix cost of adoption, whenever there are two more adopters than non-adopters, the next agent adopts regardless of his signal. Alessia Testa (University of Oxford)
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The Price Critique The introduction of a market maker setting prices `a la Glosten and Milgrom (JFE, 1985) offsets any incentive to herd. - Two types of traders: uninformed (with prob µ) and informed; - One asset of value V ∈ {0, 1}, two signals σ ∈ {L, H}; - Traders trade only once. Consider an informed trader that is (randomly) called to trade at t having observed trading history Ft : i m = Vt−1 = E [V |Ft ]; - Until the beginning of t, Vt−1 - At time t, it is always the case that



E [V |Ft , σ i = H] i



E [V |Ft , σ = L]



> E [V |Ft , ht = buy ] = At < E [V |Ft , ht = sell] = Bt .



⇒ Traders always follow their signal. Interpretation: At any time t the price reflects all information publicly available to traders, hence traders and MM share the same valuation of the asset. Once an informed trader is called to trade he will profit from the private information provided by his signal by following it. Alessia Testa (University of Oxford)
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Contributions and Approach herd behavior can be generated in financial markets; herding occurs more easily in better-informed markets than in poorly-informed ones; herding recurs in the limit while the market is learning and, in expectation, it makes the price more efficient. Market functioning - I will use the concept of trading room: traders belong to a trading room and can observe each other’s types but not each other’s signals; - The MM is outside the room and cannot observe neither types nor signals; - Each period one agent is randomly called to trade with the MM and leaves the room. Traders observe the price realization. Interpretation: Room as neighborhood in a bigger market. Without informational leakage between rooms, herding conditions are independent from the trading activity in the rest of the market, which justifies studying the phenomenon at the level of a single room. Alessia Testa (University of Oxford)
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Information Structure and Beliefs - Indicate with Ft the trading history at time t; this is common knowledge at t; - Indicate with Tt the type history at t. Then, each trader’s information at time t is represented by {Iti } =



{ Ft , Tt , σ i }. |{z} |{z} |{z} common common knowledge private knowledge among traders infomation



- Trading starts with priors V0m = V0i = 12 . Call Vtm = Pr (V = 1|ht , Ft ) the realized price at t and Vti = Pr (V = 1|ht , It ) the traders’ valuation after the t-th round of trades. Let them both update their valuations via Bayes’ Rule. Alessia Testa (University of Oxford)
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Strategies - Traders will buy if Vti > At



(1)



Vti < Bt



(2)



sell if



- The MM will set bid and ask prices such that At = E [V |Ft , ht = buy] = E [V |Ft , Vti > At ] (3) Bt = E [V |Ft , ht = sell] = E [V |Ft , Vti < Bt ]



(4)



Equilibrium: An equilibrium consists of a system of individual strategies as in (1) and (2), and a system of prices satisfying (3) and (4). Herding (AZ): A trader with signal σ i engages in herd behavior at t if he buys when V0i (σ i ) < V0m < Vtm , or if he sells when V0i (σ i ) > V0m > Vtm , and buying (or selling) is strictly preferred to other actions. Alessia Testa (University of Oxford)
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Existence of Herding For p ∈ ( 12 , 1) and for every 1 > µ > 0, price paths with herd behavior occur with positive probability. In particular:  Herd buying occurs with positive prob for the first time at t when Ft is s.t. Lnµ + Lµ (1 − st−1 ) bt−1 > , (1) Lnµ − Lµ where Lnµ (Lµ ) is the log-likelihood ratio between V = 1 and V = 0 for a trader (MM) upon the observation of a high signal. Interpretation: Whenever condition (1) is satisfied, there exist a type-signal history compatible with herd buying. Consider F3 = {B, B}.  F3 p2  (H, H) ← E [V |(H, H)] = p2 +(1−p)  z }| { 2  (B, B) → (H, noise), (noise,H) ← E [V |(H, noise)] = p    (noise,noise) ← E [V |(noise,noise)] = 1 2



If µ ≥ 34 , herd buying occurs for every p ∈ (0.5, 1). If we take µ = 53 , herd buying occurs at t = 3 for p > 0.9472. Alessia Testa (University of Oxford)
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Comparative Statics Herding is more likely to happen for higher levels of the signal precision. A high p exacerbates the asymmetry of information between traders and MM. Information asymmetry gives traders an advantage in interpreting the trading history. Different interpretations give raise to a gap in valuations |Vti − Vtm | which will reach a magnitude that makes it profitable not to follow one’s signal. Trade-off: 1 A high p builds up the gap faster; 2 Given some gap |Vti − Vtm |, a low p preserves it during a herding period when valuations move closer.



 Previous literature delivers the second point but says nothing about how the gap in valuations is obtained.  My result solves the trade-off in favor of a higher p. Alessia Testa (University of Oxford)
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Efficiency The price converges to the true value of the asset: lim Vtm = V ;



t→∞



In our market, at any point in time,it is more likely for the price to be closer to the truth than in a market where all traders follow their signals; formally, conditional on V = 1, Pr (Vtm ≥ VtAZ ) > Pr (VtAZ ≥ Vtm ). Intuition: Herd buying hiding L is more likely than herd selling hiding H. Moreover, MM extracts information from the trading history as a block not just from the sum of individual trading orders. This causes the price to react more to the trading activity during herding episodes than during normal rounds of trading. Were herd buying to hide only high signals and herd selling only low signals, the fact that herd buying is more likely conditional on V = 1 still delivers the result.  Traders’ superior information reaches the market. Alessia Testa (University of Oxford)
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Extensions The one-room case is easy to generalize to the case of a market composed by n trading rooms: - the easiest generalization is to take n rooms not connected with each other (no information leakage), then conditions for herding in one room are completely independent from the trading activity in the other rooms; - a further more realistic generalization is to allow for information leakage between rooms, in which case the latter are connected via a network dictating the possibility to observe the types of trades coming from other rooms. → stronger form of herding: traders do not herd with their direct neighbors but with the rest of the market, completely ignoring what they have observed.



Alessia Testa (University of Oxford)
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THE END! [email protected]



Alessia Testa (University of Oxford)
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Rational Expectation Price Consider t = 2, {(B, V1m ), (B, V2m )} and that no possibility of herding has arised yet. The previous trading history is compatible with four possible type-signal histories {G3j }4j=1 :  p2 i  (H, H) ← E [V |G31 ] = p2 +(1−p) F3 2 = V2    z }| {  (H, noise) ← E [V |G32 ] = p (B, B) →   ← E [V |G33 ] = p  (noise,H)   (noise,noise) ← E [V |G34 ] = 12 Herding occurs at t = 3 if V3i (G31 , σ i = L) > A3 = E [V |F3 , V3i (G31 , σ i = L) > A3 ]. The REE price is A3 =



µ 3



[ µ3 + (1 − µ)p]V2m + η3 (1 − µ)(1 − p)V2i , + (1 − µ){[pV2m + (1 − p)(1 − V2m )] + η3 [(1 − p)V2i + p(1 − V2i )]}



where η3 = Pr (G31 |F3 ) = (1 − µ)2 . Alessia Testa (University of Oxford)
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Consider a trading history Ft and a type-signal history Gtj compatible with it such that Vti (Gtj , σ i = L) > Anaive . Then, t Vti (Gtj , σ i = L) > ↓ Fully Informed Fully Rational



A3 > ↓ Partially Informed Fully Rational



Anaive 3 ↓ Partially Informed Partially Rational



It follows that At is a rational expectation equilibrium price and that the MM cannot prevent herding from happening.
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Conditions for Herding Define bt , st , ht and lt the number of buys, sells, high and low signals respectively. Consider a trading history Ft such that bt−1 + 1 > st−1 and such that no path-dependent behavior has occurred before t. Define γt =



ht−1 − lt−1 − 1 . bt−1 + 1 − st−1



Then, 1



if µ 



1−γt 1− γ3t



< 1 there exists a cutoff level



1−γt 1− γ3t



herd buying occurs at t for every value of p ∈ ( 12 , 1).



1 2



< p ∗ (µ) < 1 such that



for 1 > p > p ∗ (µ) herd buying occurs at t; 2



if µ ≥



Alessia Testa (University of Oxford)



Herding with Asymmetric Information



January 17, 2009



14 / 14



























[image: Communication with Two-sided Asymmetric Information]
Communication with Two-sided Asymmetric Information












[image: Communication with Two-sided Asymmetric Information]
Communication with Two-sided Asymmetric Information












[image: Inducing Herding with Capacity Constraints]
Inducing Herding with Capacity Constraints












[image: Parimutuel betting under asymmetric information]
Parimutuel betting under asymmetric information












[image: lobbying under asymmetric information]
lobbying under asymmetric information












[image: man-31\asymmetric-information-problem.pdf]
man-31\asymmetric-information-problem.pdf












[image: Asymmetric Auctions with Resale]
Asymmetric Auctions with Resale












[image: Insider Trading with Uncertainty about Information]
Insider Trading with Uncertainty about Information












[image: Information About Brokerage Services TAR 2501 With Fields (14).pdf ...]
Information About Brokerage Services TAR 2501 With Fields (14).pdf ...












[image: Insider Trading with Uncertainty about Information]
Insider Trading with Uncertainty about Information












[image: Herding and Contrarianism: A Matter of Preference?]
Herding and Contrarianism: A Matter of Preference?












[image: Takeovers under Asymmetric Information: Block Trades ...]
Takeovers under Asymmetric Information: Block Trades ...












[image: pdf-1573\asymmetric-information-in-financial-markets-introduction ...]
pdf-1573\asymmetric-information-in-financial-markets-introduction ...












[image: Regulation under Asymmetric Information in Road ...]
Regulation under Asymmetric Information in Road ...












[image: Asymmetric Information in Bilateral Trade and in Markets]
Asymmetric Information in Bilateral Trade and in Markets












[image: Revenue comparison in asymmetric auctions with ...]
Revenue comparison in asymmetric auctions with ...












[image: ashirvad traders -]
ashirvad traders -












[image: Diversification - Traders World Magazine]
Diversification - Traders World Magazine












[image: Diversification - Traders World Magazine]
Diversification - Traders World Magazine












[image: Bargaining with Arrival of New Traders]
Bargaining with Arrival of New Traders












[image: STEED Herding Cats DPM2017.pdf]
STEED Herding Cats DPM2017.pdf















Herding with Asymmetric Information about Traders ...






Jan 17, 2009 - 0 > Vm t , and buying (or selling) is strictly preferred to other actions. Alessia Testa (University of Oxford). Herding with Asymmetric Information. 






 Download PDF 



















 181KB Sizes
 1 Downloads
 203 Views








 Report























Recommend Documents







[image: alt]





Communication with Two-sided Asymmetric Information 

I identify conditions under which truthful communication by the decision maker fails in equilibrium and discuss the possibility of informative communication by the decision maker. Keywords: Two-sided asymmetric information, one-way communication, two














[image: alt]





Communication with Two-sided Asymmetric Information 

Economic Theory Conference 2009 and Society of Economic Design ..... Definition 1 The Monotonicity (M) Condition is satisfied if for any two solutions to (A), t ...














[image: alt]





Inducing Herding with Capacity Constraints 

This paper shows that a firm may benefit from restricting capacity so as to trig- ger herding behaviour from consumers, in situations where such behavior is ...














[image: alt]





Parimutuel betting under asymmetric information 

May 24, 2006 - and a prior probability distribution over states that is common for all bettors. .... any bettor bets against his private signal, regardless of the content of the ..... the first bet means that it is never profitable for the second bet














[image: alt]





lobbying under asymmetric information 

home firm can convey this information to the policymaker via costly lobbying. ... This is the system that we have. I didn't .... 6 We use Brander-Spencer (1985) framework since its the simplest best-known model in trade. ..... costs as expenses like 














[image: alt]





man-31\asymmetric-information-problem.pdf 

Sign in. Loadingâ€¦ Whoops! There was a problem loading more pages. Retrying... Whoops! There was a problem previewing this document. Retrying.














[image: alt]





Asymmetric Auctions with Resale 

Auctions with two asymmetric bidders. â€¢ Only the winning bid is ... revenue results are few and far between. ... Observation: the FOC for the symmetric first-price.














[image: alt]





Insider Trading with Uncertainty about Information 

Mar 23, 2009 - cannot deal with such issues within a standard general equilibrium frame- work. As a result, most ... about the value of the security from the trading volume. Important ... from the observed financial data. In fact, several ... For sma














[image: alt]





Information About Brokerage Services TAR 2501 With Fields (14).pdf ... 

There was a problem previewing this document. Retrying... Download ... Information About Brokerage Services TAR 2501 With Fields (14).pdf. Information About ...














[image: alt]





Insider Trading with Uncertainty about Information 

Princeton University. March 23, 2009. Abstract. The paper considers a simple ...... Oxford University Press, USA. Hasbrouck, J. (2007): Empirical market ...














[image: alt]





Herding and Contrarianism: A Matter of Preference? 

Jul 27, 2017 - for loss aversion provides a better fit to the experimental data, but also that CPT fits the data better than expected utility ...... index data from the Center for Research in Security Prices (CRSP) for the period 1926 to ..... inside














[image: alt]





Takeovers under Asymmetric Information: Block Trades ... 

Feb 14, 2013 - asymmetry of information about the acquirerns ability to generate value, .... at a price below the security benefits generated by the incumbent.4 ...














[image: alt]





pdf-1573\asymmetric-information-in-financial-markets-introduction ... 

Connect more apps... Try one of the apps below to open or edit this item. pdf-1573\asymmetric-information-in-financial-markets-introduction-application-03.pdf.














[image: alt]





Regulation under Asymmetric Information in Road ... 

Feb 16, 2015 - of expressways in South Korea. We estimate our structural contract models including the travel demand function, cost function, and optimal ...














[image: alt]





Asymmetric Information in Bilateral Trade and in Markets 

Feb 21, 2011 - ory Conference, the 2008 Meeting of the Society for Economic ..... I assume that the Myerson virtual valuation v âˆ’ (1 âˆ’ G(v))/g (v) is strictly.














[image: alt]





Revenue comparison in asymmetric auctions with ... 

Apr 29, 2011 - particular case in which the only deviation from a symmetric setting is ... 4 we present our results on the comparison between the FPA and the ...














[image: alt]





ashirvad traders - 

Address : BHAVNAGAR. BHAVNAGAR : 364001. Phone: 9825565187. State. : 11-GUJARAT. GSTIN : Net. Amount. Rate. SN. Description. SGST. Rate Amount.














[image: alt]





Diversification - Traders World Magazine 

Hence, most of the current cycle systems will fail in the long term due to one of the two .... word ETA and the short purple line: The next major top is expected to arrive ..... cycles active during the same time on intra-day timeframes like 5, 10 or














[image: alt]





Diversification - Traders World Magazine 

417-882-9697,800-288-4266 .... Understand that this is a business and .... â€œinternalâ€� discussions â€“ I decided to publish my knowledge for a small community. ..... main swings of the detected cycle are marked with the numbers 1 to 5 on the VIX .














[image: alt]





Bargaining with Arrival of New Traders 

Nov 22, 2009 - We study dynamic bargaining with asymmetric information and arrival of exogenous events, which represent ... terms of trade, maybe new information will arrive reducing the information asymmetry, etc. Traders compare ... Out of many fac














[image: alt]





STEED Herding Cats DPM2017.pdf 

Page 1 of 33. Herding Cats. Positive and Effective Communication. within Chaos. Sharon Steed #DPM2017. Page 1 of 33. Page 2 of 33. Everyday. communication is. chaotic. @SharonSteed #DPM2017. Page 2 of 33. Page 3 of 33. Howdowe handle this? @SharonSte


























×
Report Herding with Asymmetric Information about Traders ...





Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description















Close
Save changes















×
Sign In






Email




Password







 Remember Password 
Forgot Password?




Sign In



















Information

	About Us
	Privacy Policy
	Terms and Service
	Copyright
	Contact Us





Follow us

	

 Facebook


	

 Twitter


	

 Google Plus







Newsletter























Copyright © 2024 P.PDFKUL.COM. All rights reserved.
















