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After introducing the concept of long memory time-series, we show that a
class of microeconomic behavioral models with interacting agents can repli-
cate the empirical long memory properties of financial time-series. The
essence of these models is that the behavior of market participats is influ-
enced by those of other participants. This generates herding behavior which
affects the asset price dynamics. Although the model seems to generate long-
memory in volatility, we show that this is due to regime-switching, which can
be detected by new tests that we propose.
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