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Abstract

When individual investors buy stocks which fall in the recent past, the price of
stocks rise, and when individual investors sell stocks which rise in the recent past, the
price of stocks fall. This pattern in the securities market is explained by the individual
liquidity hypothesis that risk-averse individuals provide institutional investors with
liquidity, and individuals get profits for the compensation.

This paper expands the research of Bum Kim and Hyungsang Song(2013) that they
analyze the individual liquidity hypothesis by firm's size in Korea Securities Market of
Korea Exchange.

First, we divide firms into four groups by trading imbalance frequency. We find that
similar firms are found in both frequency groups of trading imbalance of selling and
buying. The result shows that each firm has different trading imbalance frequency.

Second, the individual liquidity hypothesis is supported from the most frequent
imbalance group, but not the least frequent imbalance group. It means that
compensation for the liquidity provision is not found in every stock of trading
imbalance, and institutional investors deal with the liquidity problem by buying and

selling repeatedly some specified stocks over time.

¥ Key Words: Individual Investor, Institutional Investor, Trading

Imbalances, Liquidity Provider
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