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Abstract

This study investigates herding behavior among shareholders of selected banks listed on the Tehran Stock Exchange
across two distinct periods: pre-COVID-19 (22 January 2019 to 19 February 2020) and during the COVID-19
pandemic (20 February 2020 to 20 April 2022). Daily stock data were collected for eleven banks, including Sepah,
Mellat, Saderat, Tejarat, Karafarin, Sina, Pasargad, Khavarmianeh, Eghtesad Novin, Post Bank, and Parsian. To
capture the intensity and distributional differences of collective investor behavior in bullish and bearish markets, the
CSAD quantile regression approach was employed. The findings reveal that while the COVID-19 outbreak did not
have a significant direct impact on overall stock returns in the banking sector, herding behavior was pronounced
throughout the pandemic in both market phases. In bullish markets, investors exhibited strong imitation of market
trends at lower and median return quantiles, with independent decision-making and profit-taking emerging only at
peak returns. Conversely, in bearish markets, herding persisted across all quantiles, highlighting the psychological
pressure and fear of further price declines driving collective behavior. Analysis of the pre-pandemic period indicates
that herding also existed before COVID-19, manifesting in both upward and downward market trends, but with
relatively lower intensity and reduced impact on market volatility. These results underscore that herding behavior
can diminish informational efficiency, amplify market fluctuations, and elevate systemic risk, emphasis_Ll ting the
need for robust risk management, cautious investment strategies, and transparent information dissemination by banks
and regulatory authorities. By providing a comprehensive comparison of investor behavior across normal and crisis
periods, this study offers valuable insights for policymakers, market participants, and researchers aiming to enhance
financial market stability and resilience in the face of future shocks
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Introduction

mobilizing and allocating resources, guiding investment, and reflecting overall macroeconomic conditions. Among
these markets, the stock market holds a distinctive position due to its forward-looking nature and high sensitivity to
economic, political, and social developments. Stock indices, as key indicators of financial stability, are closely
monitored by investors, policymakers, and researchers, as their fluctuations reflect changes in expectations, risk
perceptions, and the general economic environment. These indices are influenced simultaneously by firm-specific
internal factors and exogenous macroeconomic and political forces, many of which lie beyond the control of
individual market participants. In this context, the outbreak of the COVID-19 pandemic represented an
unprecedented global shock that severely disrupted economic and financial structures worldwide. Beyond its
profound human costs, the pandemic triggered simultaneous supply and demand shocks, heightened economic
uncertainty, widespread business shutdowns, and a sharp contraction in global economic growth. Financial markets,
particularly in the short run, exhibited strong emotional reactions, sharp declines in stock indices, and extreme
volatility. Under such fragile conditions, investor behavior became increasingly driven by psychological factors such
as fear and panic, leading to a significant intensification of herd behavior. Herd behavior refers to a situation in
which investors, instead of relying on independent analysis and fundamental information, follow the collective
actions of the market. This phenomenon can amplify market instability, contribute to the formation of speculative
bubbles, and accelerate sudden crashes. The importance of this issue becomes even more pronounced in an economy
such as Iran, where the stock market is highly volatile and banks play a dominant role as major institutional
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investors. Despite this importance, coherent empirical evidence on the impact of the COVID-19 pandemic on bank
stock returns and the role of herd behavior across different return quantiles remains limited. Accordingly, a
systematic investigation of the effects of the COVID-19 crisis on the stock returns of selected Iranian banks, along
with an analysis of herd behavior using a quantile regression framework, is essential. Such an analysis can provide
valuable insights into market dynamics under crisis conditions, enhance risk management strategies, and contribute
to the formulation of more effective market-stabilizing policies.

Method

This study is an applied research in terms of its objective and employs an analytical-empirical approach for data
analysis. The required data were collected through documentary and library-based methods from the Tehran Stock
Exchange (TSE) database and the Comprehensive Information System of Listed Companies (CODAL). The dataset
consists of daily stock prices and trading volumes of selected listed banks, including Sepah, Mellat, Saderat, Tejarat,
Karafarin, Sina, Pasargad, Khavarmianeh, Eghtesad Novin, Post Bank, and Parsian. The study period covers from
December 3, 2019, to April 20, 2022, corresponding to the COVID-19 pandemic era. The banks are classified into
private and quasi-private groups to allow for comparative analysis. To examine stock market volatility during the
pandemic, a conditional volatility framework is applied following previous empirical studies. This approach allows
for capturing time-varying volatility dynamics in bank stock returns and assessing how pandemic-related factors and
trading activity influence market instability. The inclusion of COVID-19 indicators enables the evaluation of the
pandemic’s direct impact on market fluctuations. To investigate herd behavior among investors during the COVID-
19 crisis, the study adopts a quantile regression approach. Unlike conventional mean-based methods, quantile
regression enables the analysis of investor behavior across different segments of the return distribution, including
extreme market conditions. This feature is particularly important for detecting herd behavior, which tends to
intensify during periods of high uncertainty, sharp market downturns, or strong rallies. By examining lower, middle,
and upper quantiles, the model captures asymmetric reactions of investors under bearish, normal, and bullish market
conditions. Herd behavior is measured through a market-wide dispersion indicator that reflects the degree of
deviation of individual bank stock returns from overall market returns. A reduction in this dispersion is interpreted as
evidence of herd behavior. The quantile-based framework allows for identifying whether herding is more
pronounced during market extremes rather than under normal conditions. Daily-frequency data further enhance the
ability of the model to capture short-term behavioral reactions to pandemic-related shocks. Overall, the adopted
methodology provides a robust framework for analyzing both volatility dynamics and herd behavior in the Iranian
banking stock market during the COVID-19 crisis.

Finding

In this study, the presence of volatility clustering in the stock returns of Iranian banks during the COVID-19
pandemic was first examined by estimating a conditional volatility model. The results indicate that although the
variable representing the intensity of the pandemic did not have a statistically significant effect on the mean returns
of bank stocks, the volatility structure exhibited significant clustering. This finding suggests that shocks generated by
the COVID-19 crisis increased the persistence of volatility and the transmission of shocks over time, without
necessarily leading to a direct change in the level of nominal returns. Therefore, while the Iranian banking stock
market did not show a strong and significant reaction to the pandemic in terms of expected returns, it was
substantially affected from a risk and volatility perspective. After confirming the existence of volatility clustering,
herd behavior among investors was examined for the entire pandemic period using a quantile regression approach.
The findings reveal that herd behavior was present across all return levels (lower, median, and upper quantiles). The
simultaneous significance of market returns and their nonlinear component indicates that market volatility was the
primary driver of imitative behavior. A notable result is that the intensity of herd behavior remained relatively
uniform across all quantiles, which contrasts with the theoretical expectation that herding should intensify only
during extreme market conditions or speculative bubbles. This uniformity may be attributed to the homogeneity of
the investor structure and the dominance of retail investors in the Iranian stock market, as well as the pervasive and
non-financial nature of the COVID-19 shock. In the next stage, herd behavior was examined separately under bullish
and bearish market conditions. The results show that in bullish markets, herd behavior is active at lower and middle
return levels, but its intensity diminishes at very high return levels, where individual analysis and profit-taking
behavior replace imitative decision-making. In contrast, in bearish markets, herd behavior remains strong and
persistent across all levels of negative returns. This pattern indicates that “fear of loss” and uncertainty in declining
markets play a much more dominant role than “greed for profit” in rising markets. Finally, a comparison between the
pre-pandemic and pandemic periods shows that before COVID-19, herd behavior was mainly confined to
recessionary conditions and negative shocks. However, during the pandemic, this behavior extended to all market
conditions. This shift reflects a significant decline in the informational efficiency of the banking stock market during
the crisis and the dominance of emotional and collective decision-making over fundamental analysis.



Results

Understanding herding behavior in stock markets, particularly in the banking sector, is of critical importance, as this
phenomenon can directly affect financial market stability, informational efficiency, and systemic risk. Herding
behavior, defined as investors’ tendency to imitate others’ decisions instead of relying on independent analysis, leads
to increased co-movement of prices, amplified volatility, and a growing divergence between market prices and
fundamental values. This behavior facilitates the formation of speculative bubbles and sudden market crashes,
thereby intensifying the risk of financial contagion. This study investigates herding behavior among listed banks on
the Tehran Stock Exchange during two distinct periods: the pre-COVID-19 period and the COVID-19 pandemic.
Using the quantile regression framework based on the CSAD methodology, the results indicate that herding behavior
existed in Iran’s banking stock market even before the pandemic, with its intensity strongly dependent on market
phases. In bullish market conditions, herding exhibits a nonlinear pattern: dispersion is high at the early stages of
market growth, but as returns intensify, convergence strengthens and collective imitation becomes more pronounced.
In contrast, during bearish markets, herding behavior remains persistent and strong across all negative return
quantiles, reflecting the dominance of loss aversion and psychological pressure among investors.

During the COVID-19 pandemic, although no direct and significant impact of the pandemic on the overall level of
banking stock returns was detected, herding behavior remained clearly evident in both bullish and bearish market
regimes. In bullish phases, collective imitation was observable at low and medium return levels but weakened at
peak returns, where individual analysis became more dominant. However, in bearish markets, herding behavior
remained strong and persistent across all quantiles. These findings suggest that widespread non-financial shocks such
as the COVID-19 pandemic can significantly intensify emotional and collective investor behavior even in the
absence of sharp return fluctuations. From a policy perspective, the results highlight the necessity of adopting a
phase-dependent regulatory framework for market supervision. In particular, during downturns, greater emphasis
should be placed on controlling emotional trading, strengthening information transparency, and managing investor
expectations. Furthermore, enhancing risk management practices, conducting regular stress testing, and promoting
investor education based on fundamental analysis can effectively mitigate herding behavior. Such measures
contribute to reducing systemic risk, improving market efficiency, and ensuring the long-term stability of the
financial system.
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