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Zhang, Juanjuan and Peng Liu (2012), "Rational Herding in Microloan Markets," Management Science, Vol. 58, No. 5, May, pp. 892-912.    

Microloan markets allow individual borrowers to raise funding from multiple individual lenders. We use a unique panel dataset which tracks the funding dynamics of borrower listings on Prosper.com, the largest microloan market in the United States. We find evidence of rational herding among lenders. Well-funded borrower listings tend to attract more funding after we control for unobserved listing heterogeneity and payoff externalities. Moreover, instead of passively mimicking their peers (irrational herding), lenders engage in active observational learning (rational herding); they infer the creditworthiness of borrowers by observing peer lending decisions, and use publicly observable borrower characteristics to moderate their inferences. Counterintuitively, obvious defects (e.g., poor credit grades) amplify a listing's herding momentum, as lenders infer superior creditworthiness to justify the herd. Similarly, favorable borrower characteristics (e.g., friend endorsements) weaken the herding effect, as lenders attribute herding to these observable merits. Follow-up analysis shows that rational herding beats irrational herding in predicting loan performance. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Rational Herding, Observational Learning, Bayesian Inference, Microloan Markets, Peer-to-Peer Lending, Prosper.com

	
	

	
    

    
	

	
	
		JEL Classification: D82, D83

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Zhang,  Juanjuan and Liu,  Peng, Rational Herding in Microloan Markets: Online Appendix (May 2012). Management Science, Vol. 58, No. 5, May 2012,  Available at SSRN: https://ssrn.com/abstract=1930687
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Juanjuan Zhang (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Massachusetts Institute of Technology (MIT) - Sloan School of Management  ( email )

			

			
			
				
				
				
					Cambridge, MA  02142
United States

				

				
			

			
				
				
					HOME PAGE: http://jjzhang.scripts.mit.edu
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Peng Liu

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Cornell University  ( email )

			

			
			
				
				
				
					448 Statler Hall
Ithaca, NY  14853
United States
6072542960 (Phone)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      833

			

		
		
		
			Abstract Views

			   10,241

		

		
		 
		
			Rank

			   54,438

		

		
	


	
		
            
            	       88 Citations
		

	

	
		
			
				        2 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,707

                                    

                                    
                                        PAPERS

                                           16,904

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Entrepreneurship & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Entrepreneurship & Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,253

                                    

                                    
                                        PAPERS

                                            7,167

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Cognitive Social Science eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Cognitive Social Science eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,233

                                    

                                    
                                        PAPERS

                                           11,590

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Mark B. Turner at Case Western Reserve University - Department of Cognitive Science

                                    

                                
                            

                        

                    

                
	
                    Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,226

                                    

                                    
                                        PAPERS

                                           11,045

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: Intertemporal Firm Choice & Growth, Investment, Financing, & Capacity eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Intertemporal Firm Choice & Growth, Investment, Financing, & Capacity eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              571

                                    

                                    
                                        PAPERS

                                            6,927

                                    

                                

                                
                            

                        

                    

                
	
                    Decision Making, Organizational Behavior & Performance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Decision Making, Organizational Behavior & Performance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              317

                                    

                                    
                                        PAPERS

                                            2,906

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        David C. Logan at California Medical Association (CMA) WellnessUniversity of Southern California - Marshall School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Love & Loans: The Effect of Beauty and Personal Characteristics in Credit Markets

                        
                            By
                                
                                
                                    
                                    Enrichetta Ravina
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Love & Loans: The Effect of Beauty and Personal Characteristics in Credit Markets

                        
                            By
                                
                                
                                    
                                    Enrichetta Ravina
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Judging Borrowers by the Company They Keep: Friendship Networks and Information Asymmetry in Online Peer-to-Peer Lending

                        
                            By
                                
                                
                                    
                                    Mingfeng Lin, 
                                    
                                
                                    
                                    Nagpurnanand Prabhala, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Trust and Credit

                            
                                By
                                    
                                    
                                        
                                        Jefferson Duarte, 
                                        
                                    
                                        
                                        Stephan Siegel, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Geography of Crowdfunding

                            
                                By
                                    
                                    
                                        
                                        Ajay K. Agrawal, 
                                        
                                    
                                        
                                        Christian Catalini, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Geography of Crowdfunding

                            
                                By
                                    
                                    
                                        
                                        Ajay K. Agrawal, 
                                        
                                    
                                        
                                        Christian Catalini, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Social Networks Solve Information Problems for Peer-to-Peer Lending? Evidence from Prosper.Com

                            
                                By
                                    
                                    
                                        
                                        Seth Freedman
                                         and 
                                    
                                        
                                        Ginger Zhe Jin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Social Networks Solve Information Problems for Peer-to-Peer Lending? Evidence from Prosper.com

                            
                                By
                                    
                                    
                                        
                                        Seth Freedman
                                         and 
                                    
                                        
                                        Ginger Zhe Jin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Crowdfunding of Small Entrepreneurial Ventures

                            
                                By
                                    
                                    
                                        
                                        Armin Schwienbacher
                                         and 
                                    
                                        
                                        Benjamin Larralde
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Corporate Beauty Contest

                            
                                By
                                    
                                    
                                        
                                        John R. Graham, 
                                        
                                    
                                        
                                        Campbell R. Harvey, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

