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Abstract: We study the fund investors’ disposition effect vis-a-vis herding redemption and
non-herding redemption. The sample covers 123 Taiwan open-end equity mutual funds from 2001
July to 2006 July. To the best of our knowledge, this is the first case to combine herding behavior
and disposition effect, we use quantile regression least square dummy variable estimator and develop
the instrumental variable to deal with the endogeneity regressors to investigate whether the investors
have the different patterns of disposition effect at herding redemption and non-herding redemption
times. We find that: first, at non-herding redemption times, investors possess the disposition effect --
reluctant to redeem the loser, and this effect is often concluded by the past research. Second, at
herding redemption times, investors possess the disposition effect -- more reluctant to redeem the loser,
and this effect is seldom obtained by the prior literature. This effect may give rise to the Taiwan
open-end fund managers with bad perform to invest the higher risk stocks, as the fund performance
goes worst.  Third, if we separate the fund performance into five types, we find that most investors
will enthusiastically redeem the funds which perform inferior than the market return; we name it as
“inverse disposition effect.” Forth, the results of herding redemption and non-herding redemption
have considerable differences; hence, it is crucial to separate herding and non-herding redemptions as

discussing the fund investors’ disposition effect.
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