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The impact of individual investor trading on information

asymmetry in the Korean stock market
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6. Conclusions

Compared to the U.S. or other developed stock markets, emerging markets do not have a good finan-
cial system or strong legal protection for individual investors. In addition, the Korean stock market is
predominantly run by individual investors, in terms of both trading volumes and values. These char-
acteristics make the Korean stock market an ideal candidate for studying the influence of individual
investor trading on the market.

This study examines the trading impact of individual investors on the firm’s information asymme-
try in the emerging Korean stock market. Using the trading volume of individual investors as their
trading intensity/activity measure and BAS as a proxy for the degree of information asymmetry, we
analyze the correlation between individual investor trading volume and BAS in a short investment
horizon. After controlling for the potential endogeneity problem, we find that trading activities of
individual investors widen BAS in the market. This result supports the hypothesis that uninformed

and unsophisticated individual investors amplify the degree of information asymmetry through their
trading activities. In addition, we find that the positive net buy volume by individual investors is asso-
ciated with a high degree of information asymmetry, implying that their buying activities aggravate
the information dispersion in the market. Overall, our findings provide important implications for the
interplay between individual investor trading and information asymmetry in the emerging financial
markets.
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