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The Effect of Institutional Investors' Trading on
Stock Price Index Volatility

Han-Soo Yoo

Abstract

This study investigates the relation between institutional investor's net
purchase and the volatility of KOSPI. Some portion of volatility in stock prices
comes from noise trading of irrational traders. Observed volatility may be defined
as the sum of the portion caused by information arrival, fundamental volatility,
and the portion caused by noise trading, transitory volatility. This study
decomposes the observed volatility into fundamental volatility and transitory
volatility using Kalman filtering method. Most studies investigates the effect on
the observed volatility. In contrast to other studies, this study investigates
the effect on the fundamental volatilty and transitory volatility individually. .

Estimation results show that institutional investor's net purchase was not
significantly related to all kinds of volatility(observed volatility, fundamental
volatility and transitory volatility). This means that institutional investor's net

purchase did not increase noise trading.

<Key Words> institutional investor, fundamental volatility, transitory volatility,

noise trading, state—space model
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