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Abstract:

This paper unveils new evidence of herding behaviors in global
equity markets, exploring the role of trustworthiness and confidence on
dampening and stimulating herding or reverse herding. Analyzing data
from 35 OECD countries spanning November 3, 2003, to July 29, 2018,
we investigate the role of trustworthiness and confidence as moderators.
Our findings highlight trust’s dual impact—diminishing herding in some
nations’ “bright side” while amplifying it in others’ “dark side”. Thus, low
confidence generates deeply thoughtful decisions and high trust results in
easy stereotype behavior. This nuanced understanding contributes valuable
insights into the dynamics of global financial markets.
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1. Introduction:

Market sentiment has been the subject of extensive research in financial
studies, with a particular focus on understanding the behavioral nuances
that shape investor decision-making (Mallek et al., 2022; Junior et al.,
2020; Kabir and Shakur, 2018; Bekiros et al., 2017). Among the myriad
of behavioral biases, herding behavior has emerged as a significant area
of investigation. This phenomenon, characterized by investors following
the actions of their peers, has been found to play a crucial role in market
dynamics, especially during times of uncertainty and financial distress
(Hasan et al., 2023; Mallek et al., 2021). While the literature on herding
has made substantial progress in elucidating its various facets, several gaps
persist, warranting a more nuanced exploration.

Investors’ propensity to herd challenges the traditional notion that
market prices are solely determined by rational assessments of fundamental
information. The irrationality observed during periods of turmoil suggests
that market frictions and irregularities cannot be exclusively explained by
fundamental factors (Indars et al., 2019). This sets the stage for investigating
the intricate factors that contribute to the emergence and persistence of
herding behavior, and importantly, how it influences asset valuation. In
recent investigations, scholars have delved into understanding the intricate
factors that either amplify or mitigate intentional herding behavior
(Chang and Lin, 2015; Blasco et al., 2017). Chang and Li (2015) specifically
identify internal behavioral pitfalls, including overconfidence, excessive
optimism, and the disposition effect, as well as external factors tied to
national culture, such as power distance, individualism, and masculinity,
reshaping investors’ herding tendencies. Expanding beyond cultural
aspects, Blasco et al. (2017) reveal that environmental and organizational
factors, encompassing uncertainty avoidance, business style, the maturity of
financial markets, and educational practices, wield influence over herding
behavior. Moreover, variables associated with governance structures and
technological innovation are identified as additional catalysts for herding
activities.
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In recent years, the role of trust as a component of social capital
has gained prominence in financial studies. Trust has been associated
with reduced information asymmetry, increased public confidence in
financial markets, and enhanced efficiency. According to Kenneth Arrow,
the Nobel Prize winner in economic studies, trust has real and practical
value. It enhances the efficiency of economic systems by serving as a key
lubricant in social relationships (Arrow, 1974). Recently, numerous studies
have empirically confirmed Arrow’s theoretical statement. Specifically,
the finance literature shows that trust influences financial market
development (Cline and Williamson, 2016), willingness to participate in
stock markets (Guiso et al., 2008; Mallek et al., 2021), banking system
stability (Jackowicz et al. 2024; Albaity et al., 2021), the scale of public
debt issuance (Mazumder and Rao, 2023), corporate risk-taking (Shen et
al., 2022), the distribution of cash holdings (Dudley and Zhang, 2016),
investors’ trading frequencies (Beracha et al., 2014), and the phenomenon
of financial exclusion (Koomson et al., 2023).

However, the impact of trust on herding behavior remains an
underexplored aspect of financial research. This paper seeks to address
this gap by examining how trust may act as a potential corrective force,
mitigating intentional herding behavior among investors and influencing
the spillover effects of herding and reverse herding in financial markets.

The Global Financial Crisis (GFC) serves as a critical backdrop for this
study. Financial crises, such as the GFC, have been identified as triggers
for herding behavior, spreading from the country of origin to neighboring
nations. The paper aims to investigate how the amplitude of herding or
reverse herding behavior changes during and after crises, recognizing that
these phenomena may be unavoidable due to heightened uncertainty.

As financial markets continue to evolve and adapt to changing global
dynamics, understanding the intricacies of herding behavior becomes
increasingly crucial. The motivations behind this research lie in the
conviction that a deeper understanding of herding, especially its relationship
with trust, can offer valuable insights into investor behavior, financial market
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stability, and the broader economic landscape. Through a comprehensive
exploration of these dynamics, this study aims to contribute to the ongoing
discourse in financial studies and provide practical implications for market
participants, policymakers, and researchers alike.

2. Literature Review: Understanding the Role of Trust in Herding

Behavior

Herding behavior, a powerful group bias in financial markets, has been
extensively studied for its influence on price discovery and asset valuation.
It arises as investors deviate from rational decision-making, following their
peers rather than relying on their information (Nofsinger and Sias, 1999;
Chiang and Zheng, 2010). This behavior, often described through trade
correlation and observed clustering among market participants (Baur, 2006;
Chiang and Zheng, 2010), reduces the efficacy of diversification channels
in mitigating risk exposure. Diverse motives underlie herding, prompting
investors to trade in the same direction intentionally or spuriously.
Intentional herding involves following market consensus to benefit from
favorable externalities (Bikchandani and Sharma, 2001), while spurious
herding results from information cascade phenomena and psychological
biases (Barberis et al. 1998; Devenow and Welch, 1996). Recent studies
have investigated various factors influencing intentional herding, such
as internal behavioral pitfalls, cultural features, and environmental and
organizational elements (Chang and Lin, 2015; Blasco et al., 2017).

Herding extends beyond mere clustering around market consensus,
impacting the valuation of all assets and triggering synchronized returns
(Christie and Huang, 1995; Chang et al., 2000). Return-based measures of
herding have revealed scenarios supporting or rejecting its presence, with
implications for market efficiency and rational pricing models. Financial
crises have been identified as significant triggers for herding, amplifying
its occurrence during periods of heightened uncertainty (Chiang and Zheng,
2010; Bekiros et al., 2017).
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Despite the extensive research on herding, the literature remains unclear
on factors exacerbating or mitigating its spillover effects. This study
addresses this gap by investigating the potential restraint of intentional
herding or its reverse component. Perception, organizational aspects, and
environmental conditions are identified as potential moderators, with
trust emerging as a crucial facet of social capital shaping financial market
behavior.

Trust, reflecting confidence in institutions, plays a pivotal role in
reducing information asymmetry, increasing public confidence, and
enhancing financial system efficiency (Mallek et al., 2021; Hilary & Huang,
2015; Ng et al., 2016). However, the impact of trust on herding behavior
remains understudied, with few works providing evidence in trust’s role
in mitigating herding. Investigating trust as a corrective force, this study
contributes to the literature in several ways.

Expanding the sample size to include 35 OECD countries from 2003
to 2018, this study explores both herding and reverse herding behaviors in
an international context. Focusing on the periods pre- and post- the Global
Financial Crisis (GFC), the study aims to understand how this significant
event influenced herding behavior. Additionally, the study tests trust as
a moderator variable in each country, considering the heterogeneity of
cultural, environmental, regulatory, and institutional factors. Incorporating
findings from prior studies on trust, the paper further investigates how trust
influences herding behavior and its spillover effects. Previous research
suggests that institutional development and investor trust decrease herding
behavior (Blascoetal.,2017). Trustin institutions is linked to confidence and
support, implying institutions’ responsibility, competence, and transparency
(Devos et al., 2002). The absence of trust in institutions, observed during
global financial crises, can significantly impact the economy.

Moreover, trust in financial institutions influences investor behavior,
with lower trust levels associated with a reluctance to purchase stock
(Guiso et al., 2008). Trust in institutions can complement formal institutions,
particularly in societies with weak formal structures (Calderoén et al., 2001;
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Law and Ibrahim, 2013). Countries with high levels of trust experience
lower stock market volatility (Engelhardt et al., 2021) and reduced risk of
stock price crashes for listed firms in China (Xiaorong et al., 2017; Cao et
al., 2016). Trust can act as a deterrent to information hoarding and stock
price crashes.

However, trust is not universally beneficial; it can lead to negative
outcomes such as unearned institutional trust and potential damage in a
business context (Shockley & Shepherd, 2016; Zahra et al., 2006). This
nuanced understanding of trust sets the stage for our study, contributing to
the existing literature by examining the impact of trust and uncertainty, and
their interaction effects, on herding behavior in OECD markets. We aim to
investigate whether trust acts as a mitigating factor in influencing herding
behavior within a cross-country context.

3. Methodology

In detecting the presence of herding behavior, we rely on return-based
measure for herding established by Christie and Huang (1995) and Chang
et al. (2000). This methodology is based on the cross-sectional behavior
of return around the overall stock market return. The model has been
applied by a wide array of studies such as Zhou and Lai (2009), Chiang
and Zheng (2010), Bekiros et al. (2017), Stavroyiannis et al. (2019), and
more recently, Hasan et al (2023). Our study uses the second methodology
to test the presence of herding or reverse herding. Accordingly, Christie
and Huang (1995, hence after CH) calculated the dispersion of asset return
using cross-sectional standard deviation (CSSD) expressed as:

B (R — Rm,t)2 (1)
CsSD, = |5 ™

Where Rit is the return of the company 1 at date t, Rm,t is the stock
market index return, and N is the number of companies in the market. Yet,
the CH model exhibits some weaknesses mainly its sensitivity to return
outliers. Thus, being aware of these drawbacks, Chang et al. (2000, hence
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after CKK) proposed an alternative measure: the cross-sectional absolute
deviation (CSAD) expressed as:

1 N
CSAD, = NZ~ 1|Ri,t — R 2)
i=

The CKK proposition is inspired from the Capital Asset Pricing Model
(CAPM), which suggests that the linear relationship between individual
stock returns and market returns is no longer maintained in the presence
of herding. Therefore, if herding manifests, then, investors will herd and
trade in the same way making stocks return to cluster around the market
consensus. To identify herding behavior, CKK proposed the following
quadratic equation:

CSAD; =y + Y1|Rm,t| + )’sz,t2 + & (3)

Accordingly, the coefticient y2 captures the presence of herding. Hence,
negative and significant coefficient implies that when stock market returns
increase, the deviation between individual stock returns and market returns
shrinks. Investors demonstrate a tendency to trade toward market unanimity.
However, a positive and significant y2 reveals an opposite phenomenon
commonly known as negative or reverse herding. Consequently, market
participants mistrust market unanimity and discard information cascades
represented in market directions. Thus, they trade excessively based on
their own asset valuations in contrary to large market movements (Gleason
et al,, 2004; Hwang and Salmon, 2004; Klein, 2013). Especially, this
behavior is mostly amplified during market turmoil periods.

Other studies shed light on the asymmetric aspect of herding and showed
that the crowd is more rampant during extreme market periods (Chang et
al., 2000; Demirer et al., 2010; Philippas et al., 2013; Bekiros et al., 2017).
Thus, the return dispersion varies between upturns and downturns market
movements with an intensified herd during market losses. To capture the
asymmetric effect of herding, we use a dummy variable methodology in the
following specification:
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CSAD; = yo + v1:(1 — D)lRm,tl + Yz,rDlRm,tl +v3:(1— D)Rm,t2 + V4,rDRm,t2 + & (4)

Where D is a dummy that equals to 1 when market returns are negative
and 0 otherwise.

The GFC role in disrupting the market is of crucial importance. A wide
array of studies looked at the effect of the GFC on herding behavior such
as Authors (2010) and Bekiros et al. (2017) among others. To this end,
we reformulate Eq. (3) by including a dummy variable to detect herding
patterns during three sub- periods: before, during, and after the crisis.

CSAD; =y, + Y1|Rm,t| + Ysz,tz + }’ZDCH'SisRm,tZ + & (5)

Where Dcrisis the three stages and equates -1 before the crisis, 0 during
the crisis, and 1 after the crisis. As breakpoints for the GCF, we follow
Bekiros et al. (2017) and Philippas et al. (2013) among others by defining
July 2007 as the start of the flame and mid-2009 as the borderline.

Once the presence of herding or reverse herding has been detected in
a stock market, it is motivating to test whether some other variables may
play a role in either dampening or compounding its intensity. The notion
of “better finance, more growth” become an increasable researchable
theme in light of the erosion of ethics and trust in the aftermath of the
GFC. Trust 1s found to be one of the most relevant components of social
capital that influences the financial system and economic development
(Mallek et al., 2021; Meng and Yin, 2019). The impact of trust is closely
associated with the institutional quality that represent one of the pillars of
a propitious investment (Ng et al. 2016). Many of studies discuss trust
either implicitly while explaining herding behavior (Mallek et al., 2021;
Bekiros et al., 2017) or within an aggregate sample without considering the
unique characteristics of each country (Blasco et al., 2017). Therefore, the
moderator effect of trust is added to Eq.3 as follow:

CSAD; = yg+v1 |Rm,t| + yZRm,tz + y3Trust + y4Rm,t2 * Trust + & (6)
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Where Trust is the trustworthiness and confidence index as reported in
the Global Competitiveness Report 2017-2018. The index is a scale ranging
from the worst with a value of 1 to the best taking the value of 7. Trust
represents three components namely the soundness of banks, the regulation
of securities exchanges, and the legal rights index. The survey questions
that denote the three components of the trust are respectively as follows:

*  “In your country, how do you assess the soundness of banks?” the
answers range from 1 to 7 meaning from extremely low where

banks may necessitate recapitalization to extremely high for healthy
banks.

*  “In your country, to what extent do regulators ensure the stability
of the financial market?” the answers to this question range from 1
(not at all) to 7 (to a great extent).

*  “Degree of legal protection of borrowers’ and lenders’ rights” with
a scale of 0—10 (best).

4. Empirical results

4.1 Data collection

In this study, we used the dataset of individual stocks and stock market
indexes in 35 OECD countries over the period from November 3, 2003
to July 29, 2018. Our data span includes 15 years with 3825 daily return
observations. In our study, the use of daily return allows us to trace the
time variation in herding. The Data has been downloaded from DataStream
Thomson Reuters. For each market, we calculated the herding using
the cross-sectional absolute deviation. To explore the impact of trust on
investors” herding trend, we adopt the trustworthiness and confidence index
downloaded from The Global Competitiveness Report 2017-2018 which
includes 12 categories (pillars). The trust index is the second components
of the eighth pillar, which epitomize the financial market development.
To control the impact of the global financial crisis 2007-2009 (thereafter
GFC), we included a dummy variable to distinguish the different three sub-
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periods: before, during, and after the crisis. Hence, our study scrutinizes the
herding patterns during serene periods versus increased volatility phases.
To test the existence of herding behavior outside panic, we integrate
a dummy variable depending on the onset and endset point of the GFC
pursuant to Bekiros et al. (2017) and Philippas et al. (2013) among others.
Accordingly, we defined July 2007 as the start of the flame and mid-2009
as the borderline. The dataset includes 955 observations before the GFC,
522 observations during the crisis, and 2348 thereafter.

4.2 Descriptive statistics

Tables 1 and 2 present the descriptive statistics for herding measure
CSAD and stock market return indices for the full sample period. The values
of the skewness and kurtosis of both measures confirm the non-normality
of the distribution. For the herding measure, Canada and Germany exhibit
the highest value and Australia, New Zealand, and Poland show the lowest
values. However, the non-normality of the stock market indices is more
prominent in Slovenia and Iceland. Australia, Finland, Hungary, New
Zealand, Poland, and the UK reveal low values. We use the Augmented
Dickey-Fuller test to check the stationarity of the series. The result indicates
a significant value for both variables in all markets signifying the absence
of unit root problem and that all series are stationary.
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Table 1: Descriptive Statistics: Herding measure (CSAD)

Country |Obs.| Max | Min | Mean SD |Skewness| Kurtosis
Austria  |3825] 0.0944 [0.0000| 0.0141 [0.0088| 2.5064 | 15.0616
Australia |3825]0.0816 [0.0000| 0.0199 0.0081| 0.8416 | 8.5084
Belgium |3825| 0.087 [0.0000| 0.0133 [0.0072| 2.3926 | 15.1965
Canada |3825|0.5575 [0.0000| 0.0267 |0.0212 | 13.5822 |286.9766
Switzerland|3825| 0.0898 [0.0000| 0.0114 | 0.006 | 2.7127 | 21.0433
Chile |3825| 0.081 [0.0000| 0.0081 | 0.005 | 2.9927 | 25.7882
R(e:;zg’ic 3825| 0.0938 [0.0000| 0.0113 [0.0086| 3.3439 | 23.0889
Germany |3825| 1.0847 [0.0000| 0.0212 |0.0309 | 20.1824 |527.9927
Denmark |3825| 0.0775 |0.0000| 0.0155 [0.0075| 1.5545 | 10.4143
Estonia |3825| 0.0743 |0.0000| 0.0117 [0.0078| 1.7904 | 8.9157
Spain  |3825| 0.0869 |0.0000| 0.0122 [0.0075| 2.4182 | 15.7733
Finland |3825| 0.0735 |0.0000| 0.0136 |0.0068| 2.0086 | 12.5404
France |3825| 0.093 |0.0000| 0.0144 [0.0074| 3.0123 | 22.5029
Greece |3825| 0.1311 |0.0000| 0.0234 |0.0114| 1.8156 | 13.9504
Hungry |3825| 0.1386 |0.0000| 0.0176 0.0103| 2.3193 | 17.5386
Ireland  |3825 0.089 |0.0012] 0.0126 |0.0072| 2.1589 | 16.0414
Isracl  |3825| 0.087 |0.0000| 0.0156 [0.0071| 1.9019 | 14.7222
Iceland |3825| 0.065 |0.0000| 0.0077 |0.0065| 2.2683 | 12.0851
Italy  |3825] 0.0686 |0.0000| 0.0135 [0.0073| 1.7652 | 9.5733
Japan 3824/ 0.0865 [0.0000| 0.0147 [0.0073| 2.0907 | 16.5557
Korea |3825]0.0757 [0.0000| 0.0158 0.0069| 1.3515 | 11.5731
Luxemburg|3825| 0.0974 0.0000| 0.0112 |0.0107| 2.6295 | 13.0098
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Latvia

3825

0.2222

0.0000

0.0166

0.0151

3.8656

33.4622

Mexico

3825

0.1015

0.0000

0.0108

0.0073

3.2949

24.6878

Netherland

3825

0.0848

0.0000

0.0135

0.0073

3.3715

23.8643

Norway

3825

0.0879

0.0000

0.0152

0.0087

2.1323

13.1529

Newzeland

3825

0.0543

0.0000

0.0106

0.0049

1.0852

7.5953

Poland

3825

0.067

0.0000

0.0178

0.0091

0.2274

3.5435

Portugal

3825

0.1898

0.0000

0.0164

0.012

5.1689

55.6413

Sweden

3825

0.0848

0.0073

0.0152

0.0049

1.5683

14.7032

Slovenia

3825

0.3376

0.0000

0.0124

0.0156

9.4463

149.3764

Slovakia

3825

0.1427

0.0000

0.0085

0.0108

3.7751

31.1898

Turkey

3825

0.0767

0.0000

0.0161

0.0065

1.4142

11.6714

United
Kingdom

3825

0.093

0.0000

0.0143

0.0073

2.3242

18.2446

United
States

3825

1.6631

0.0000

0.0519

0.1011

9.5218

117.3993
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Table 2: Descriptive statistics: stock market return (Rp,)

Country |Obs.| Max | Min | Mean | SD |Skewness| Kurtosis
Austria |3825(0.1277(-0.0974|0.0003 | 0.0148 | -0.138 | 10.1040
Australia |3825(0.0573(-0.0833{0.0002 [0.0101 | -0.3757 | 8.5300
Belgium |3825(0.0966(-0.0798|0.0002 |0.0117| -0.075 | 10.3950
Canada |3825]0.0982(-0.0932{0.0002{0.0104 | -0.5146 | 15.2060
Switzerland| 3825 | 0.1139 [-0.0867|0.0002 | 0.0106 | -0.077 | 12.5760
Chile |3825[0.0948 | -0.058 [0.0004 [0.0078 | 0.0769 | 15.7422
R(e:;z;lllic 382510.1316 [-0.1494|0.0002{0.0133 | -0.218 | 19.5067
Germany |3825| 0.114 {-0.0716|0.0004 | 0.013 | 0.1187 | 10.2008
Denmark |3825]0.0996(-0.1106{0.0004 |0.0123 | -0.1364 | 9.8350
Estonia |3825(0.1286| -0.068 |0.0005|0.0102| 0.3773 | 16.5960
Spain | 3825(0.1443(-0.1235(0.0002{0.0141 | 0.077 | 11.8590
Finland |3825/0.0925-0.0882[0.0002|0.0131| -0.0704 | 8.2495
France |3825(0.1118(-0.0904|0.0002(0.0133| 0.1371 | 10.6866
Greece |[3825(0.1437(-0.1623|-0.0001{0.0188 | -0.1494 | 9.7030
Hungry |38250.1409-0.1188(0.0005/0.0149| 0.0985 | 10.7531
Ireland |3825]0.1022(-0.1303/0.0002|0.0139| -0.4758 | 11.7393
Israel |3825(0.1028 | -0.072 {0.0003 [0.0107 | -0.2554 | 9.9459
Iceland |3825(0.0527 [-0.6658|0.0001 [0.0154 | -23.7442 | 968.1235
Italy [3825]0.1149|-0.1248|0.0001| 0.015 | -0.071 | 9.2370
Japan |3824|0.1415(-0.1141/0.0003|0.0144| -0.3026 | 11.6897
Korea [3825]0.1195(-0.1057/0.0004|0.0122| -0.3931 | 11.7604
Luxemburg| 3825| 0.394 |-0.2596(0.0002{0.0177 | 2.0038 | 81.2080
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Latvia |3825| 0.123 [-0.0779]0.0004|0.0121| 0.6961 | 14.9803
Mexico |38250.1101-0.0701]0.0005]0.0117| 0.2281 | 10.7789
Netherland | 3825 |0.1055 |-0.0914] 0.0002 | 0.0125 | -0.0059 | 12.5175
Norway |38250.0962[-0.0925/0.0006]0.0138| -0.4443 | 9.8660
Newzeland | 3825 | 0.0599 |-0.0482|0.0002] 0.0065 | -0.3844 | 8.6459
Poland |3825/0.0627/-0.0795(0.0003 | 0.0117| -0.3915 | 7.1055
Portugal |38250.1073 |-0.0986/0.0000(0.0119| -0.1032 | 10.4369
Sweden |3825]0.1037(-0.0842(0.0003|0.0132| 0.0896 | 8.7846
Slovenia |3825[0.4989 |-0.3321]0.0001|0.0138| 8.618 |541.3669
Slovakia |38250.1261|-0.1377/0.0002| 0.011 | -0.6994 | 22.7153
Turkey |38250.1289(-0.1047]0.0006 |0.0164 | -0.1074 | 6.8983
K?nrggz‘in 3825 0.0775 |-0.0719]0.0004 |0.0106 | -0.3562 | 8.2926
I;Z::: 3825 0.1158 |-0.0903 | 0.0003 | 0.0113 | -0.1273 | 16.1470

Table 3 reports the summary statistics of the trust variable. Australia and
New Zealand have the highest means and the lowest standard deviations
showing strong institutional quality and market development. However,
the United Kingdom reached the maximum of 6.92 but it is associated with
a higher standard deviation showing relative instability in their market
development. Yet, Greece followed by Italy have revealed the lowest means
of 3.67 and 3.84, respectively.
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Table 3: Descriptive statistics: Trustworthiness and confidence index

Country Max Min Mean SD
Austria 5.41 4.29 4.9926 0.3551
Australia 6.54 6.14 6.3175 0.1039
Belgium 5.53 4.29 4.8759 0.3808
Canada 6.07 5.5 5.8241 0.1879
Switzerland 5.79 5.17 5.6050 0.2212
Chile 5.41 4.52 4.9985 0.2654
Czech Republic 53 4.94 5.0833 0.1025
Germany 6.11 4.84 5.2252 0.4624
Denmark 6.22 5.25 5.6693 0.3145
Estonia 5.23 4.81 5.1067 0.1351
Spain 5.39 4.14 4.5952 0.4475
Finland 6.18 5.57 5.8375 0.1986
France 5.66 4.59 5.1445 0.3541
Greece 4.58 2.73 3.6778 0.6602
Hungry 5.1 4.21 4.8416 0.2249
Ireland 6.3 3.71 4.7396 0.8791
Israel 6.07 4.95 5.6324 0.3369
Iceland 5.77 3.83 4.6377 0.6609
Italy 4.25 3.03 3.8410 0.4053
Japan 5.47 4.69 5.0126 0.2026
Korea 5.34 3.9 4.5944 0.4167
Luxemburg 6.75 4.87 5.5206 0.5420
Latvia 5.75 4.66 5.1618 0.3386
Mexico 5.4 3.82 4.7101 0.4541
Netherland 5.92 4.34 5.0693 0.5383
Norway 5.82 5.27 5.5826 0.1798
Newzeland 6.52 6.01 6.3441 0.1623
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Poland 5.62 4.14 5.0017 0.5312
Portugal 5.13 2.84 4.0262 0.7216
Sweden 5.87 5.17 5.4986 0.2465
Slovenia 5.03 2.96 3.9818 0.7690
Slovakia 6.28 4.9 5.4091 0.3671
Turkey 4.86 3.55 4.2885 0.3871
United Kingdom 6.92 491 5.5483 0.6394
United States 5.94 4.85 5.5175 0.3376

The existence or the absence of herding behavior is neither static nor
symmetric over time and across the countries. The herding phenomenon
reflects investors’ tendency to alter their behavior based on social and
external forces. Thus, herding is more likely to vary across countries and
during critical and smooth periods. Therefore, we first test the existence of
herding in 35 OECD countries during fifteen years using high frequency
data (daily). Then, we investigate the time-varying aspect of herding during
up and down market and before, during, and after the crisis. Our findings
are reported in Table 4, 5 and 6. The role of trust as a catalyst or as an
inhibitor of herding is presented in Table 7.

The estimation results of the full sample based on Eq. (3) are found in
Table 4.

4.3 Evidence on herding/reverse herding

As shown in Table 4, 15 countries (Australia, Austria, Chile, Estonia,
Finland, Greece, Iceland, Italy, Korea, Latvia, Luxemburg, New Zealand,
Portugal, Slovenia, Spain) of the 35 OECD countries show the negative
and significant coefficient of indicating that there is a herding behavior
in these countries while only 6 countries (France, Germany, Mexico,
Netherland, Norway, Czech) show significant reverse herding behavior.
The result shows partial similarity to Chiang and Zheng (2010), Chang and
Lin (2015), Blasco et al. (2017) and Danrimi et al. (2018).
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Table 4: OLS estimation results of Herding behavior

Country Yo V1 Y2 Adj.R?
Austri 0.006 0.77 -0.646 0.8317
ustria )
(0)*** (0.01)*** (0.17)%%*
0.014 0.878 -1.137
Australia 0.5716
(O)*** (0.023)*** (0.605)*
0.008 0.718 0.02
Belgium 0.7397
(O)*** (0.013)*** -0.263
Canad 0.021 0.859 0.711 011
anada )
(O)*** (0.075)%** -1.458
0.007 0.672 0.576
Switzerland 0.8268
(O)*** (0.009)*** (0.185)***
Chil 0.004 0.824 -0.745 0.8604
ile )
(O)*** (0.009)*** (0.213)***
0.005 0.696 -0.093
Czech Republic 0.6636
(O)F** (0.014)%** -0.185
G 0.016 0.502 4317 0.0467
erman )
Y (0.001)*** | (0.093)*** (1.725)**
0.01 0.693 -0.369
Denmark 0.6488
(O)*** (0.015)*** -0.297
0.007 0.87 -3.35
Estonia 0.5748
(O)*** (0.018)*** (0.342)***
Soai 0.005 0.787 -1.997 0.8873
ain )
P (O)*** (0.007)*** (0.108)***
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0.008 0.658 -0.483
Finland 0.7934
(O)F** (0.011)*** (0.221)**
0.008 0.655 1.194
France 0.8784
(O)*** (0.008)*** (0.143)***
0.015 0.664 -0.493
QGreece 0.5939
(O)*** (0.016)*** (0.212)**
0.01 0.696 -0.117
Hungry 0.5203
(O)*** (0.019)*** -0.298
0.012 0.075 0.262
Ireland 0.0162
(O)*** (0.021)*** -0.348
0.011 0.717 -0.415
Israel 0.6063
(O)F* (0.017)%** -0.396
0.003 0.734 -1.143
Iceland 0.6812
(O)F* (0.008)*** (0.015)%**
0.006 0.77 -3.353
Italy 0.8336
(O)*** (0.008)*** (0.143)***
0.009 0.611 -0.187
Japan 0.7634
(O)*** (0.01)*** -0.151
0.011 0.656 -0.651
Korea 0.7008
(O)*** (0.012)*** (0.222)%**
0.001 0.978 -2.504
Luxemburg 0.9047
(O)*** (0.005)*** (0.026)***
) 0.009 0.972 -1.661
Latvia 0.3112
(O)F** (0.04)**x* (0.68)**
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) 0.005 0.74 1.072
Mexico 0.8571
(O)*** (0.01)*** (0.1971)%***
0.008 0.58 1.232
Netherland 0.6647
(O)*** (0.014)*** (0.245)***
0.008 0.728 0.686
Norway 0.7944
(O)*** (0.013)*** (0.229)***
0.007 0.814 -1.506
Newzeland 0.5329
(O)*** (0.021)*** (0.837)*
0.012 0.68 -0.143
Poland 0.3866
(O)*** (0.029)*** -0.733
0.01 0.863 -3.184
Portugal 0.2816
(O)F** (0.034)%** (0.673)***
0.014 0.116 0.492
Sweden 0.0724
(O)*** (0.016)*** -0.311
0.006 1.009 -1.499
Slovenia 0.2674
(O)*** (0.03)*** (0.083)***
0.002 1.06 -0.155
Slovakia 0.7906
(O)*** (0.014)*** -0.227
0.01 0.486 0.042
Turkey 0.7353
(O)*** (0.009)*** -0.164
United 0.009 0.773 -0.434 0.6452
Kingdom (O)*** (0.019)*** -0.483 '
0.043 1.43 -9.292
United States 0.0076
(0.002)*** | (0.335)*** -5.926
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Notes: the table reports results of the OLS estimation in Eq. 3 over
the full sample for 35 OECD countries. Figures in parenthesis are the
p-value; Adj. R2 refers to the adjusted coefficient of determination.

*ak %% and * denote statistical significance at the 1%. 5% and 10%
levels respectively.

4.4 Herding/ reverse herding in up/down markets

To further investigate the direction of the herding behavior we have
included a dummy variable to classify markets herding behavior in the up
and down markets. The estimates results are reported in Table 5. Consistent
with Table 5, Chile, Estonia, Italy, Korea, Latvia, Luxemburg, Portugal,
Spain have exhibited herding behavior in both the up and down sides.
These results are consistent with Chen (2013) for Italy and Spain. Chiang
and Zheng (2010) found that Korea exhibited herd on both the up and down
sides while Chile showed adverse herding in the upside. On the other hand,
Austria, Greece and New Zealand displayed herding behavior only on one
side where Austria is in the upmarket while Greece and New Zealand in the
downside. Three of the markets that has shown herding behavior in Table
5 are showing both herding and reverse herding behaviors. Chen (2013)
found that Austria exhibited herding in the downside while Greece showed
herding in the upside. Only New Zealand was consistent with Chen (2013)
results. Finland and Iceland as well as Turkey show reverse herding in the
upside while herding behavior on the downside. Like Chen (2013) Turkey
shows consistent herding in the downside. Only Slovenia shows herding
behavior in the upside and reverse herding in the downside consistent with
Chen (2013) in the downside only.

For reverse herding, similar to Table 5, three of the 6 countries France,
The Netherland, and Norway show reverse herding in both sides, while
Germany and Mexico show reverse herding in the upside. According to
Chaing and Zheng (2010) only France and Germany showed herding
behavior in both up and down sides opposite to our results. Sweden, which
did not significantly appear to have herding or reverse herding behavior
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in Table 5, appears to show reverse herding behavior on the upside only.
Mexico result is the only consistent results with Chen (2013). On the other
hand, Chaing and Zheng (2010) found Mexico not to have significant
results in both sides.

Table S: OLS estimation results of Herding in upward and downward

market
Upward periods Downward periods
Country Adj.R?
Yo V1 V3 V2 Va
) 0.014 0.892 -0.257 0.844 -1.102
Australia 0.5732
(0)*¥** (0.031)*** (0.993) |(0.026)*** (0.683)
) 0.006 0.791 -0.875 0.745 -0.263
Austria 0.8322
(0)*** 1(0.012)***(0.197)***/(0.013)*** (0.261)
) 0.008 0.726 0.224 0.724 -0.499
Belgium 0.7401
(0)*** 1(0.015)*** (0.304) |(0.017)*** (0.411)
0.021 0.859 1.783 0.858 -0.024
Canada 0.1098
(0.001)***/(0.092)*** (2.018) [(0.088)*** (1.834)
) 0.004 0.858 -0.825 0.803 -1.108
Chile 0.8627
(0)*¥** 1 (0.01)*** (0.231)***/(0.012)***/(0.395)***
Czech 0.005 0.685 0.36 0.704 -0.491 0.6643
Republic| (0)*** |(0.017)*** (0.251) |(0.016)*** (0.237)**|
0.01 0.721 -0.25 0.666 -0.443
Denmark 0.6511
(0)*¥** (0.018)*** (0.391) |(0.018)*** (0.387)
] 0.006 0.876 -3.015 0.92 -5.389
Estonia 0.5761
(0)*** 1(0.02)*** |(0.368)***/(0.027)***/(0.711)***
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) 0.008 0.652 0.621 0.681 -1.999
Finland 0.7987
(0)*F** 1(0.012)*** (0.269)** |(0.013)***(0.299)***
0.008 0.679 1.226 0.652 0.684
France 0.8801
(0)*** 1(0.009)***/(0.159)***/(0.011)***|(0.237)***
0.016 0.547 4.778 0.556 1.295
Germany 0.0469
(0.001)***/(0.106)*** (1.883)**|(0.133)*** (3.232)
0.015 0.711 -1.101 0.631 -0.088
Greece 0.5952
(0)*F** 1(0.02)***1(0.309)***(0.018)*** (0.256)
0.01 0.709 -0.147 0.684 -0.112
Hungary 0.5204
(0)*** 1(0.022)*** (0.358) [(0.024)*** (0.44)
0.003 0.707 4.545 0.654 -1.017
Iceland 0.7019
(0)*F** 1(0.021)***/(0.755)***(0.009)***/(0.017)***
0.012 0.057 0.634 0.087 0.04
Ireland 0.016
(0)*F** 1(0.027)**| (0.533) [(0.024)*** (0.408)
0.01 0.75 0.366 0.708 -1.622
Israel 0.6121
(0)*** 1(0.019)*** (0.468) [(0.022)***/(0.592)***
0.006 0.797 -3.58 0.745 -3.122
Italy 0.8349
(0)*F** 1(0.01)***|(0.177)*** (0.01)*** |(0.198)***
0.009 0.633 -0.395 0.585 0.114
Japan 0.7643
(0)*** |(0.011)***| (0.192)**|(0.012)*** (0.207)
0.011 0.648 -0.686 0.664 -0.661
Korea 0.7008
(0)*** 1(0.014)*** (0.294)** |(0.015)*** (0.294)**
] 0.009 1.03 -1.952 0.944 -2.374
Latvia 0.3125
(0)*** 1(0.046)***/(0.747)***(0.056)*** (1.309)*
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. . 0.001 0.985 -2.363 1.038 -3.594 0.9146
uxemburg .
(0)*** [(0.006)***|(0.027)***/(0.007)***|(0.058)***
Mexi 0.005 0.748 1.184 0.756 0.255 0.8574
€X1CO .
(0)**% [(0.011)***|(0.207)**%/(0.014)*** (0.369)
Netherland 0.008 0.594 1.395 0.578 0.822 0.6656
etherlan .
(0)*** [(0.016)***|(0.292)***/(0.017)*** (0.36)**
N land 0.007 0.817 -0.917 0.813 -2.017 0.5329
ewzelan .
(0)*** (0.025)*** (1.079) |(0.026)*** (1.128)*
N 0.008 0.743 0.969 0.706 0.671 0.7957
orwa .
Y (0)*** (0.015)**%/(0.309)***|(0.015)***| (0.287)**
Poland 0.012 0.702 -0.392 0.654 0.253 03867
olan .
(0)*** [(0.037)*** (1.134) |(0.034)*** (0.852)
Portugal 0.01 09 -2.945 0.854 -3.939 02808
ortuga .
s (0)*** (0.039)***| (0.79)*** |(0.043)***|(1.042)***
Slovaki 0.002 1.033 0.429 1.084 -0.583 0.7908
ovakia .
(0)*** 1(0.018)*** (0.344) |(0.018)*** (0.285)%*
1 ) 0.007 0.974 -1.68 0.841 0.311 0.2955
ovenia .
(0)*** [(0.039)***|(0.095)***/(0.038)*** (0.173)*

Soai 0.005 0.82 -2.812 0.726 -0.463 0.8916

aim .

P (0)*** (0.008)***|(0.125)***|(0.009)***|(0.166)***
Swed 0.014 0.058 0.731 0.155 0.678 0,088
weden .

(0)*** (0.018)***| (0.35)** |(0.021)*** (0.499)
Switserland 0.006 0.683 0914 0.68 -0.204 0,898
witzerlan .
(0)**% [ (0.01)*** [(0.216)**%(0.012)*** (0.285)
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0.01 0.489 0.469 | 0496 | -0.618
Turkey 0.7378

(0)*** [ (0.01)*** [ (0.195)** [(0.012)***(0.236)***
United | 0.009 0.762 1.016 0.77 -1.228
Kingdom| (0)*** |(0.023)*** (0.671) [(0.022)*** (0.591)%*
United | 0.043 1.567 | -10.045 | 1307 | -8.516
States  |(0.002)***/(0.397)**¥ (7.135) |(0.429)*** (8.823)

Notes: the table reports the results of the OLS estimation in Eq. 4
over the full sample for 35 OECD countries when the upward periods and|
downward period are considered. Figures in parenthesis are the p-value;
Adj. R2 refers to the adjusted coefficient of determination.

0.6469

0.0072

ok ** and * denote statistical significance at the 1%. 5% and 10%
levels respectively.

4.5 Herding / reverse herding during GFC

Since the presence of herding has been found we now move into looking
at whether other variables that can either increase or decrease herding
behavior in the OECD countries.

We start by looking at how herding behavior changed in these countries
pre- and post-GFC. We created a dummy variable to define the two periods
namely, before GFC and After GFC. The results in Table 6 suggest the
following. There was an increase in herding behavior before the crisis for
(Australia, Greece, Latvia, Luxemburg, New Zealand, Portugal, Slovenia,
Slovakia, the United Kingdom), while Austria, Chile, Estonia, Iceland,
Italy, Korea, Spain, Japan, and Turkey have experience increase in herding
behavior after the GFC. This is similar to the result in Table 4 where the
same countries were found to exhibit herding behavior in the full sample
except Slovakia, UK, Japan and Turkey, which appear only to show
significant herding behavior either before or after GFC.
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On the other hand, reverse or negative herding for France, Mexico,
the Netherland, and Switzerland was higher before the GFC while after
the GFC only Sweden and Norway exhibited heightened reverse herding
behavior. The rest of the countries did not produce significant results
(Germany, Czech Republic, Israel, and Finland). Similar to Table 4 the
result is consistent where five of the six countries showed reverse herding
behavior either before or after GFC except Germany.

Table 6: Herding Results and Crisis

Country Yo V1 Y2 V3 Adj.R?
Panel A: Herd
Herding more before the crisis
0.014 0.82 -0.589 5.061
Australia 0.5772
(0)*¥** | (0.024)*** (0.606) | (0.707)***
0.015 0.715 -5.01 4.551
Greece 0.6212
(0)*** | (0.016)*** | (0.34)*** | (0.273)***
) 0.009 0.995 -2.832 1.461
Latvia 0.3123
(0)*** | (0.041)*** | (0.808)*** | (0.547)***
0.002 0.864 -0.627 1.596
Luxemburg 0.9106
(0)**% | (0.009)*** | (0.12)*** (0.1)#**
0.007 0.805 -1.558 2.605
Newzeland 0.5337
(0)*** 1 (0.022)*** | (0.836)* | (0.921)***
0.01 0.838 -3.935 2.475
Portugal 0.2837
(0)*** 1 (0.034)*** | (0.706)*** | (0.713)***
0.006 1.186 -8.107 6.24
Slovenia 0.2776
(0)*¥** | (0.038)*** | (0.898)*** | (0.844)***
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) 0.002 1.071 -0.996 1.186
Slovakia 0.7919
(0)*** | (0.014)*** | (0.28)*** | (0.235)***
United 0.009 0.772 -0.615 0.723 0.6454
Kingdom | (0)*** | (0.019)*** | (0.492) 0.379)* |
Herding more after the crisis
) 0.006 0.792 -0.726 -1.471
Austria 0.8346
(0)*** 1 (0.011)*** | (0.169)*** | (0.178)***
] 0.004 0.826 -0.52 -0.859
Chile 0.8608
(0)*#* 1 (0.009)*** | (0.221)** | (0.232)***
) 0.007 0.853 -2.489 -1.089
Estonia 0.5764
(0)*#* 1 (0.018)*** | (0.407)*** | (0.28)***
0.003 0.735 -1.146 -1.07
Iceland 0.6818
(0)*** | (0.008)*** | (0.015)*** | (0.355)***
0.006 0.779 -2.769 -1.31
Italy 0.8374
(0)*** 1 (0.008)*** | (0.154)*** | (0.138)***
0.011 0.658 -0.653 -0.718
Korea 0.7013
(0)*** 1 (0.012)*** | (0.222)*** | (0.259)***
) 0.005 0.778 -0.87 -1.698
Spain 0.8935
(0)*** 1 (0.007)*** | (0.13)*** | (0.114)***
0.009 0.629 0.059 -1.916
Japan 0.7717
(O)*#* 1 (0.01)*** (0.15) (0.162)***
0.01 0.49 0.092 -1.459
Turkey 0.7478
(0)*#* 1 (0.009)*** (0.16) (0.106)***
Insignificant impact of the crisis
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Czech 0.005 0.691 -0.061 0.468 0.6637
Republic | (0)*** | (0.014)*** | (0.186) (0.298) '
0.011 0.716 -0.433 0.318
Israel 0.6062
(0)*¥** | (0.017)*** (0.397) (0.398)
0.008 0.658 -0.484 -0.016
Finland 0.7934
(0)*¥** | (0.011)*** | (0.221)** (0.163)
Panel B: Anti-Herd
Anti-herd before the Crisis
0.008 0.667 1.273 -0.884
France 0.8794
(0)*¥** | (0.008)*** | (0.143)*** | (0.152)***
) 0.005 0.742 1.02 -0.564
Mexico 0.8573
(O)*** (0.01)*** | (0.192)*** | (0.205)***
0.008 0.605 1.068 -1.581
Netherland 0.6665
(0)*** | (0.015)*** | (0.247)*** | (0.337)***
) 0.006 0.677 0.652 -0.654
Switzerland 0.8272
(0)*** | (0.009)*** | (0.186)*** | (0.214)***
Anti-herd after the Crisis
0.014 0.081 0.173 4.276
Sweden 0.1292
(0)*¥** | (0.015)*** (0.302) (0.27)***
0.008 0.708 0.943 1.589
Norway 0.7969
(0)*¥** | (0.013)*** | (0.231)*** | (0.228)***
Insignificant impact of the crisis
0.016 0.473 4.404 1.755
Germany 0.0466
(0.001)*** (0.099)*** | (1.728)** (2.057)
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Notes: the table reports results of the OLS estimation in Eq. 5 over the
full sample for countries that exhibited herding or reverse herding in
table 4 and 5 when GFC considered. Crisis is equal to -1 before the crisis,
0 during the crisis and 1 after the crisis .Figures in parenthesis are the
p-value; Adj. R? refers to the adjusted coefficient of determination.

sk *% and * denote statistical significance at the 1%. 5% and 10% levels
respectively.

4.6 Does trust stimulates or dampens herding/reverse herding?

The second variable that we want to see whether it weaken or strengthen
the herding behavior is trustworthiness and confidence of the financial
system. Table 7 shows that trustworthiness and confidence weaken herding
behavior for Australia, Chile, Iceland, Italy, Korea, Australia, Estonia,
Spain, Japan, and UK while trustworthiness appear to strengthen the
herding behavior for Greece, Finland, Luxemburg, Slovenia, New Zealand,
Slovakia, and Turkey. In other words, as the level of trustworthiness and
confidence increases, the positive (negative) link between and CSAD
becomes weaker (stronger). Therefore, the positive sign of the coefficient
of indicates that the effect of trustworthiness on herding is corrective
where it decreases herding behavior while the negative sign suggests it
makes herding behavior worse.

On the other hand, trustworthiness and confidence appear to strengthen
the reverse herding behavior for 5 (Germany, Norway, France, the
Netherland, Chile) of the six countries exhibiting reverse herding in Table
4 while only in Mexico the trustworthiness weaken the reverse herding
behavior. This means that trustworthiness reinforces the reverse herding
behavior in those countries except for Mexico where it decreases it.
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Table 7: OLS estimation results with Trust and its multiple

Country | Yo V1 V2 V3 Y4 |AdjR’
Panel A: Herd sample
Trust weaken herding
) 0.092 0.811 -146.386 | -0.012 22.894
Australia 0.6400!
(0.006)***|(0.023)***|(25.298)***/(0.001)***|(3.934 )***
0.006 0.814 -10.493 -0 1.94
Chile 0.8905
(0.001)***(0.009)*** (2.654)*** | (0)*** |(0.512)%***
0.006 0.755 -11.001 -0.001 1.73
Iceland 0.6650
(0)*** |0.011)*** (1.121)*** | (0)*** |(0.196)***
0.016 0.749 -14.634 -0.002 2.922
Italy 0.8606!
(0.001)***|(0.008)*** (0.688)*** | (0)*** |(0.172)***
0.026 0.738 -35.687 -0.003 6.906
Korea 0.7450
(0.001)***|(0.013)*** (3.665)*** | (0)*** |(0.727)***
) 0.002 0.78 -20.182 0.001 3.666
Austria 0.8411
(0.001)** |(0.012)*** (2.691)*** | (0)*** | (0.5)***
) -0.001 0.859 -26.567 0.002 4.535
Estonia 0.5597
(0.004) [(0.02)***| (10.59)** [(0.001)** | (2.08)**
) 0.014 0.767 -13.148 -0.002 2.371
Spain 0.9162
(0)*** [(0.006)*** (0.567)*** | (0)*** |(0.116)***
0.008 0.598 -8.51 0 1.695
Japan 0.7685
(0.002)***(0.011)*** (4.173)** (0) (0.838)**
United | 0.024 0.733 -12.247 -0.003 2.168 0.7040
Kingdom|(0.001)***|(0.018)*** (2.075)***| (0)*** [(0.346)***
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Trust strengthen herding
0.028 0.696 6.702 -0.003 -2.251
Greece 0.6561
(0.001)***|(0.017)*** (0.656)*** | (0)*** |(0.195)***
) 0.001 0.64 52.844 0.001 -9.188
Finland 0.8184
(0.002) [(0.012)*** (6.139)***| (0)*** |(1.083)***
0 0.883 17.448 0 -3.165
Luxemburg 0.9118
(0.001) [(0.008)*** (1.266)***| (0)** [(0.201)***
) 0.017 0.993 8.835 -0.002 -2.535
Slovenia 0.2441
(0.001)***|(0.038)***| (3.702)** | (0)*** |(0.92)***
-0.019 0.822 143.009 0.004 -23.019
Newzeland 0.5571
(0.003)***|(0.023)***|(33.819)*** (0)*** |(5.388)***
) 0.003 1.078 10.203 -0 -1.945
Slovakia 0.7993
(0.001)** |(0.016)***| (3.226)*** (0)  |(0.595)**x*
0.014 0.475 7.06 -0.001 -1.709
Turkey 0.7372
(0.001)***| (0.01)*** | (1.049)*** | (0)*** |(0.25)***
Insignificant impact of herd
Czech | -0.014 0.696 -8.133 0.004 1.573 0.6694
Republic|(0.005)***{(0.015)*** (22.154) [(0.001)**¥ (4.352) |
0.015 0.726 2.832 -0.001 -0.591
Israel 0.6154
(0.001)***(0.019)***  (6.741) (0)*** 1 (1.173)
] 0.039 0.96 -2.902 -0.006 0.232
Latvia 0.3160
(0.004)***|(0.044)***  (6.816) |(0.001)*** (1.324)
0.024 0.793 -5.85 -0.003 0.796
Portugal 0.2872
(0.001)***|(0.039)***  (3.25)* (0)*** 1 (0.663)
Panel B: Anti-Herd Sample
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Trust weaken anti-herding

) 0 0.75 6.643 0.001 -1.253
Mexico 0.8772
(0.001) |(0.01)*** | (1.888)***| (0)*** |(0.414)***
Trust strengthen anti-herding
0.048 0.554 -20.086 -0.006 4.194
Germany 0.0695
(0.006)***|(0.106)*** (14.074) |(0.001)*** (2.336)*
0.066 0.766 -59.711 -0.01 10.572
Norway 0.8557
(0.002)***(0.012)***| (7.241)*** | (0)*** |(1.269)***
0.011 0.676 -14.882 -0.001 2.853
France 0.8911
(0.001)***(0.009)*** (1.686)*** | (0)*** |(0.295)***
0.011 0.644 -13.476 -0 2.418
Netherland 0.7201
(0.001)***|(0.017)*** (1.988)*** | (0)*** |(0.325)***
0.009 0.657 -24.727 -0 4.528
Chile 0.8393
(0.001)*** (0.01)*** | (3.073)*** (0)  |(0.547)***
Insignificant impact of anti-herd
0.055 0.089 0.591 -0.007 0.072
Sweden 0.2590
0.2590 | 0.2590 0.2590 0.2590 | 0.2590

Notes: the table reports results of the OLS estimation in Eq. 6 over

the full sample for countries that exhibited herding or reverse herding
in table 4 and 5 when trustworthiness and confidence were included as
moderators. Figures in parenthesis are the p-value; Adj. R2 refers to the
adjusted coefficient of determination.

*dkx** and * denote statistical significance at the 1%. 5% and 10%
levels respectively.
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5. Discussion

This study aims to investigate herding behavior beyond the exploration
of its evidence. Combining the output of Tables 4 and 5, we ended up
with countries that show either herding or reverse herding. Thereafter, we
explored the impact of trustworthiness and confidence on herding behavior.
Based on our results, one cannot ascertain the impact of trust as a social
capital on dampening or stimulating herding as they raise more questions
given the multidimensional disparity between these countries.

In fifteen countries, trust appears to either weaken herding or strengthen
reverse herding. This result is evidence of the role played by the trust as
an impetus, which lessens information asymmetry and reinforces public
confidence on financial market (Dudly and Zhang, 2016; Hasan, et al.,
2017). Thus, trust is seen as one of the essential elements of an efficient
financial system, which is intended for both a serene period and a turmoil
phase (Fungécova et al., 2017). Since trust encompasses the soundness of
banks, the regulation of securities exchanges, and the legal rights index,
regulators and government policy makers are highly very heedful when
restructuring or launching any initiative. The overriding of government on
financial markets might include the components of trust that need to be
protected. Consequently, the authorities conduct different policy measures
during turmoil phases including among others public bailouts, and liquidity
support to struggling banks in order to protect and restore public trust
and financial stability. Accordingly, enhanced market efficiency within
a trustworthy environment has an effect on productivity growth, which
promotes economic growth (Ng et al., 2016). However, Mallek et al. (2021)
found that trustworthiness can either exacerbate or attenuate the herding
behavior in 32 OECD markets.

Thus, the empirical effect of trust on herding is mixed when assessing
different markets. The mainstream of trust research has focused on the
“bright” side of trust on individual actors, institutions, and organizations.
In our study, trust evidence to either strengthen herding or weaken reverse
herding in eight countries. This represents 35% of our sample. The results
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have multidimensional explanations. The “dark side of trust” view takes
place in our reasoning when a low level of trustworthiness can lead to
deeply thoughtful decisions. Investors will be cautious and more vigilant
when authorities rely more on formal institutions than informal ones like
the trust. Thus, low trust will be associated with low herding and vice versa.
In addition, when the level of trust is high, investors can rely on quick and
careless decisions by following the crowd, especially during turmoil periods
coveting the government bailouts. This complicates more the situation and
makes the government in the worsened stand. Similarly, Mayo, (2015) and
Posten & Mussweiler, (2013) found that when people trust highly, they
are more reluctant to think critically, to question assumptions, and more
inclined to stereotyping and the “halo effect”. Moreover, trust as a single
factor might interact with other development, regulations, and institutional
quality factors that could flip the relationship and contradict the common
role.

Finally, referring to the existence of both influences of trust on
amplifying or dampening herding in different countries, we could support
the view of a “Goldilocks” system of trust suggested by Neal et al., (2016),
where a too-high or a too-low level may result in a critical situation.

6. Conclusion

This paper aimed at examining the impact of the GFC on the herding
behavior in OECD as well as investigating the herding behavior in the up
and down sides of the market. In addition, the study is aimed at testing the
moderating effect of trustworthiness and confidence in the financial system
on herding behavior.

Remarkably, the GFC acted as a catalyst for change in certain markets,
triggering shifts between herding and reverse herding, while reinforcing
or weakening existing tendencies in others. This highlights the diverse
market responses to the crisis and emphasizes the need for policymakers to
monitor market behavior and implement policies that uphold fairness and
information symmetry.
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With regards to the up and down-market results, we found that most of the
markets show persistent results of either herding in both up and downsides
and vice versa. Other markets exhibited a shift from one behavior to the
other when switching from up to down or the other way around. Only very
few countries that did not show herding in the full sample of the market
showed either or both behaviors when control for the up and down sides of
the market.

Additionally, the study explores the moderating effect of trust and
confidence, revealing their potential to strengthen or weaken herding
depending on the market context. These findings offer valuable insights
for policymakers, suggesting interventions like monitoring competition,
ensuring timely information disclosure, regulating risk-taking, and
implementing transparent deposit insurance schemes to foster a more
trustworthy financial environment and potentially mitigate the adverse
effects of herding and reverse herding.
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