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Abstract

Investor behavior in financial markets often exhibits herding tendencies, which can significantly
influence the return correlations between industries. Herd behavior refers to a pattern in which
investors, lacking independent analysis, make trading decisions based on the actions of others.
This study utilizes trading data from individual and institutional investors in the Tehran Stock
Exchange to measure such behavior and examine its effect on return dependencies across
industries. Using the Vine Copula model alongside the CoVaR systemic risk measure, this
research investigates the tail dependence structure of returns in the oil products and mining
industries from 2017 to 2022. This period encompasses both boom and bust cycles, including the
sharp market growth in 2018-2019 and its subsequent collapse during 2020-2021. The selection
of these two sectors is grounded in their pivotal roles in Iran’s economic stability. The mining
sector, as a strategic component of the real economy, can have a systemic influence comparable
to that of the financial sector. Meanwhile, the oil products industry, due to its foundational role
in the national economy, experiences significant volatility that may impact inter-industry return
correlations. The findings reveal that investor herding behavior intensifies the return co-
movements between these two industries, particularly during periods of economic distress.
Moreover, results indicate that the mining sector plays a more prominent role in the transmission
of systemic risk, with its return volatility exerting a considerable effect on systemic spillovers.
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1. Early Warning Systems
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