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Abstract : This study explores whether share ownership adjustments by the three major types of
institutional investors in the Taiwan stock market would produce herding effect, feedback trading,
cascading and herding impacting price. Empirical results of this study find that share ownership
adjustments by foreign investors and securities investment trusts would accompany with herding effect,
whereas changes in share ownership by dealers would not produce any herding effect. The herding
effect between changes in share ownership by foreign investors and securities investment trusts and
abnormal returns primarily stems from “abnormal returns driven by changes in share ownership by
foreign investors and securities investment trusts”. Further, share ownership adjustments by foreign
investors and securities investment trusts would accompany positive feedback trading and cascading,
whereas changes in share ownership by dealers would accompany negative feedback trading and no
cascading. Cascading by foreign investors and securities investment trusts has a greater impact than its
positive feedback trading. In the Taiwan stock market, the momentum or contrarian effect in abnormal
returns derived from share ownership adjustments by foreign investors is smaller than that derived
from share ownership adjustments by local institutional investors; however, the persistence in positive
abnormal returns of foreign investors lasts longer. Changes in three major institutional investors’ share
ownership clearly drive abnormal returns, implying the market inefficiency existing in the Taiwan
stock market. Investors are able to follow the signals derived from changes in three major institutional
investors’ share ownership or operate in the reverse to create portfolios and generate significant

abnormal returns.

Keywords : Rhree Major Types of Institutional Investors, Herding Effect, Feedback Trading, Cascading,
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