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Fig. 1 Four individual sentiment proxies between February 2015 to June 2016. Each proxy amounts to weekly scale. ( A) Volatility Index
(iVX). ( B) Closed-end fund discount ( FDDR) . ( C) Turnover ( TO) . ( D) The number of IPOs ( NIPO) .

1 2015 2 1
13 2016 6 30
iVX.FDDR TO 1
2015 Table 1 The correlations between four individual sentiment proxies
6 . VX FDDR TO NIPO
NIPO ivVX 1.000 0. 666 0.733 0.087
2015 7 10 2015 11 27
FDDR 0. 666 1.000 0.718 0. 105
0
TO 0.733 0.718 1.000 0.306
PO |
NIPO 0.087 0.105 0.306 1.000
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SI, = a xiVX, + b x FDDR, + ¢ x
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SI, = axiVX, + b x FDDR, + ¢ x TO, (3)
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Table 2 The loadings of component sentiment indexes
Panel A: First PC Panel B: First Two PC Panel C: Equal Weighted
(1) (2) (3) (1) (2) (3) (1) (2) (3)
iVX 0.556 NaN 0.574 0.337 NaN 0.424 0.250 NaN 0.300

FDDR 0.554 0.643 0.570 0.342 0.298 0.592 0.250 0.300 0.300

TO 0.589 0.687 0.588 0.440 0.424 0.506 0.250 0.300 0.300
NIPO 0.195 0.338 NaN 0.411 0.533 NaN 0.250 0.300 NaN
2
2 (a) (1); 2(b)
(2); 2(c¢) (3)
(sr) . ;
(SP%) (Sr)

2015 6



— 92 — 2018 1

(b) ()
2
Fig. 2 Weekly sentiment index levels between February 2015 to June 2016. ( A) The index is constructed by all four sentiment proxies: iVX
FDDR TO and NIPO. ( B) The index is constructed by three sentiment proxies: FDDR TO and NIPO. ( C) The index is constructed by three
sentiment proxies: iVX FDDR and TO. For each index we display three different construct ways: the first PCA component ( SI')  the first two
PCA component ( SI?) and the equal-weighted( SP°) .
(2006 2007)  Huang (2015)
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Table 3 The dependence between investor sentiment index ( constructed by the first PCA component) and the ( lagged) returns
Panel A: (1)
h=0 h=1 h=2 h=3 h=4
B( %) -0.245 -0.274 -0.501 -0.660" -0.546
( —0.656) ( -0.721) ( -1.306) ( -1.708) ( -1.369)
R*( %) 0.611 0.747 2.448 4.172 2.761
Fstatistics 0.430 0.519 1.706 2.917 1.874
Panel B:  (2)
h=0 h=1 h=2 h=3 h=4
B( %) 0.001 -0.187 -0.475 -0.700 -0.648
(0.003) (—0.424) ( -1.069) (-1.571) ( —1.426)
R*( %) 0.000 0.260 1.652 3.553 2.987
Fstatistics 0.000 0.180 1.142 2.468 2.032
Panel C:  (3)
h=0 h=1 h=2 h=3 h=4
B( %) -0.281 -0.357 -0.563 -0.679" -0.552
( -0.743) ( -0.931) ( —1.454) ( -1.736) (-1.364)
R*( %) 0.783 1.240 3.015 4.305 2.740
F-statistics 0.553 0.867 2.114 3.014 1.859
D 10% ** 5% ** 1%. t
4 2.2
4 R F h=3
3
r,=a+BxSIl7, +e¢, (5)
rr=a+BxS8I_, +e¢, (6)
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Table 4 The dependence between investor sentiment index ( constructed by the first two PCA component) and the ( lagged) returns

Panel A: (1)
h=0 h =1 h =2 h =3 h =4
B( %) -0.202 -0.136 -0.490 -0.819 -0.704
( -0.399) ( -0.265) ( -0.941) ( ~1.568) ( -1.315)
R2( %) 0.227 0.102 1.286 3.538 2.553
F-statistics 0.159 0.070 0. 886 2.458 1.729
Panel B:  (2)
=0 h =1 h =2 h =3 =4
B( %) 0.140 0.149 -0.309 -0.806 -0.780
(0.226) (0.238) ( -0.490) ( -1.276) ( -1.220)
R2( %) 0.073 0.082 0.351 2.372 2.204
F-statistics 0.051 0.057 0.240 1.628 1.487
Panel C:  (3)
h = h =1 h = h = h =4
B( %) -0.301 -0.422 -0.657 -0.770" -0.638
( ~0.700) ( -0.968) ( —1.495) ( -1.733) ( ~1.389)
R2( %) 0.695 1.339 3.182 4.291 2.842
F-statistics 0.490 0.936 2.235 3.004 1.930
2 10% ** 5% *** 1%. t

5

Table 5 The dependence between investor sentiment index ( constructed by the equal-weighted component) and the ( lagged) returns

Panel A: (1)
h=0 h=1 h=2 h=3 h=4
B( %) -0.418 -0.292 -0.827 -1.278 -1.086
( -0.539) ( -0.371) ( - 1.040) ( -1.600) ( -1.325)
R2( %) 0.414 0.200 1.565 3.681 2.589
F-statistics 0.291 0.138 1.081 2.560 1.754
Panel B:  (2)
h=0 h=1 h=2 h=3 h=4
B( %) 0.055 -0.084 -0.701 —-1.251 -1.188
(0.064) ( -0.098) ( -0.802) ( -1.430) (-1.337)
R2( %) 0.006 0.014 0.938 2.962 2.637
F-statistics 0.004 0.010 0.644 2.045 1.787
Panel C:  (3)
h=0 h=1 h=2 h=3 h=4
B( %) -0.550 -0.693 -1.089 -1.307" -1.063
( -0.756) ( -0.938) ( -1.461) ( -1.737) ( -1.363)
R2( %) 0.810 1.260 3.044 4.307 2.739
F-statistics 0.571 0. 880 2.135 3.016 1.859
D 10% ** 5% 1%. t
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Table 6 Asymmetric sentiment effect on the (lagged) returns
Panel A:  (5) Panel B:  (6)
B( %) _2.578%* ~0.804 SOETF 30
( -2.369) ( -0.829)
R2( %) 17.755 1.875 ; IPOs
F-statistics 5.613 0.688
10% ™ 5%
ol 1% . t
PCA
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Sentiment index and market return considering the iVX

XU Hai-<huan ZHOU Wei=ing
School of Business East China University of Science and Technology Shanghai 200237  China

Abstract: Together with the traditional sentiment proxies ( closed-end fund discount turnover and number of
IPOs) in Baker and Wurgler (2006 2007) the Chinese volatility index( iVX) is used as a new sentiment
proxy to build a weekly composite sentiment index for the Chinese A-share market. The dependent relationship
between the sentiment index and the market return and the forecasting effect of the sentiment index for the
market return are analyzed. It is found that sentiment index and market return are negatively related. Their
concurrent dependence relationship is not obvious however. The sentiment index has a significant forecasting
power for the market return three weeks ahead. The inclusion of iVX can significantly improve the forecasting
ability while the number of IPOs is not an effective sentiment proxy. In addition when constructing the senti—
ment index using PCA the performance of the first two principal components is worse than that of the first
principal component. The asymmetry of sentiment effect is analyzed and it is found that a positive sentiment in—
dex has a much greater impact on future market returns than a negative sentiment index.

Key words: Chinese stock market; investor sentiment; volatility index; market return



