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Understanding Information Asymmetry among Investors

in Online Trading Environment
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Abstract

In this paper, we analyze the information asymmetry among investors in online trading environment

using rumors which are collected in the Korean stock market for the eleven-year period between

January 2004 and December 2014. We find that cumulative abnormal return of sample firms is

negative and statistically significant, indicating that a significant fall of the stock price starts before

the online disclosure, suggesting that the rumors were reflected in the stock price to a significant

extent. Furthermore,

individual investors show net purchases on firms prior to disclosure while

institutional investors show net sales, showing that individual investors trade unfavorably vis—a-vis

institutional investors. This phenomenon is more evident for the KOSDAQ. This result confirms that

the information asymmetry exists between individual and institutional investors in online trading

environment.
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[I. Sample & Research Methodology
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Table 1. Sample composition

Year/ Rumor Event (Fraud)
Market KOSPI KOSDAQ Total
2004 3 26 29
2005 0 6 6
2006 3 6 9
2007 2 9 11
2008 3 16 19
2009 0 19 19
2010 2 28 30
2011 11 20 31
2012 4 11 15
2013 6 11 17
2014 4 12 16
Total 38 164 202
The sample consists of 202 firms, which received

disclosure requests with fraud for the eleven—year period
between January 2004 and December 2014.

2. Methodology
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NP stock of firm i on day t
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[1l. Empirical Results
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Table 2. Abnormal returns prior to the event
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Cumulative abnormal returns (CAR) prior to the event are
estimated using the market adjusted model in order to

measure the short run market responses, ***, *x and *
indicate the 1%, 5% and 10% significance levels,
respectively.
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Table 4. Cumulative net purchase ratios prior to the event

Rumor Event (Fraud)
Windows Mean
prior to the (t-value)
event KOSPI KOSDAQ Full
subsample | subsample sample
(N=38) (N=164) (N=202)
CNPR 0.30 " 0.43 " 0.41 ™
=10.=1) | (4 .71 (2.61) (2.95)
IND * *x
CNPR 0.16 0.24 0.23
(=5.-1) | (1.36) (2.01) (2.26)
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(=10.-1) | (<0.90) (-2.51) (-2.66)
|NS * *x
CNPR -0.09 -0.24 -0.21
(=5=1) | (~0.64) (~2.06) (-2.16)

Cumulative net purchase ratios(CNPR) is the cumulative
sum of the ratios of the daily net purchases to the
number of shares outstanding. IND, INS correspond to
individual investors, institutional investors, respectively.
xx*x  xx gnd * indicate the 1%, 5% and 10%
significance levels, respectively.
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Fig. 1. Time trend of the net purchase ratios by
investors type prior to the disclosure
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Table 5. Cumulative net purchase ratios prior to the event
(Long term)

Rumor Event (Fraud)
Windows Mean
prior to the (t-value)
event KOSPI KOSDAQ Full
subsample subsample sample
(N=38) (N=164) (N=202)
CNPR 1.23 4.03°" 3.50 """
(=120-1) | (1.47) (4.93) (5.11)
CNPR 0.79 2.40 210 "
NP (~60,-1)
' (1.19) (4.49) (4.63)
CNPR 0.44 0.95 " 0.85 "
(=20-1) | (1 68) (3.58)) (3.86)
CNPR -1.29 -1.96 """ -1.83 """
(-120-1) | (4 52) (-3.77) (~4.06)
CNPR -0.48 —1.43 " -1.25 "
INS |60 —1)
, (-0.81) (-4.24) (-4.22)
CNPR -0.24 -0.61 """ -0.54 "
(=20.-1) | (<0.96) (~2.95) (-3.09)

Cumulative net purchase ratios(CNPR) is the cumulative
sum of the ratios of the daily net purchases to the
number of shares outstanding. IND, INS correspond to
individual investors, institutional investors, respectively.
xx%x  x+x gnd +* indicate the 1%, 5% and 10%
significance levels, respectively.

V. Conclusions
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