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Positive feedback trading in equity market depends on states
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Abstract: Based on the positive feedback model of Sentana and Wadhwani, this paper establishes the Markov state
dependent model with the positive feedback trading, and studies the positive feedback trading behavior and the
herd effect in the market. According to the empirical study in the Chinese equity market, it can be found that the
stock price doesn’t obey the random walk after prior continuous rising. The transition probability has the inertia in
the condition of the prior continuous rising or dropping. Moreover, the Chinese equity market has the significant
positive feedback behavior depending on states. The herd behavior can be easily simulated when the price
continuous rising. The regulator should pay attention to continuous change of the market price. In the mean time,
the investor may take advantage of the positive feedback trading strategy.
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5 8167 13.459 (0.337) 12.005 (0.445) 12.377 (0.416) 14.759 (0.255)
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