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Abstract

Purpose: Asymmetry in herd behavior is defined as the varying frequency of
herd behavior under conditions of positive versus negative market returns.
Return jumps can result from information that prompts novice traders to
mimic the actions of others. Considering the confirmed explanatory power of
return jumps in explaining herd behavior and the importance of examining this
asymmetry in the context of the Tehran Stock Exchange (TSE) bubble, this
study aims to investigate herd behavior, its asymmetry, and the explanatory
power of return jumps concerning this phenomenon across all examined
periods (before, during, and after the occurrence of the TSE bubble). The
objective is to provide a detailed analysis of how herd behavior varies in
different market conditions and how return jumps influence this behavior,
offering insights into investor behavior during volatile periods.

Method: For this research, companies listed on the TSE from February 24,
2015 (the inception date of the equal-weight index), to March 20, 2023, were
analyzed using the Cross-Sectional Absolute Deviation (CSAD) method. This
method measures herd behavior by examining the relationship between the
deviation of individual stock returns and the index return, which allows for
daily analysis of herd behavior. Additionally, return jumps were calculated
using five-minute intraday data of the equal-weight index, employing realized
variance and bipower variance methods to ensure robustness. The CSAD
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method assesses herd behavior by analyzing the relationship between the
deviation of individual stock returns and the index return, enabling a detailed
and daily examination of herd behavior. By comparing the frequency of herd
behavior under positive and negative market returns (both with and without
considering return jumps), the study tests the asymmetry of herd behavior.
The inclusion of return jumps in the analysis helps to determine their impact
on herd behavior, particularly during periods of significant market
fluctuations.

Findings: The results of this study indicate that return jumps were observed
on the TSE during the three periods under investigation. In none of the three
periods (without considering the distinction between positive and negative
market returns and return jumps) was the occurrence of herd behavior on the
TSE confirmed. However, in negative return market conditions (without
considering return jumps), herd behavior was confirmed in each period
examined. Considering return jumps, the explanatory power of the model
increased, as evidenced by the rise in the adjusted R-squared value.

Conclusion: The occurrence of herd behavior in negative return markets and
its absence in positive return markets confirm the asymmetry of herd behavior
in the TSE. This asymmetry could be attributed to the increased tendency of
investors to imitate others during bearish markets due to stress and associated
risks, whereas in bullish markets, investors perceive lower risks and are less
inclined to follow the crowd. The results also suggest that the explanatory
power of herd behavior concerning return jumps is not rejected, affirming the
impact of sudden price changes on herd behavior.
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