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0.015 F10.036, ¥ &5 % T- Massa #l Yadav™'

TgIRE
ek fiRk
FSB FSB_oth FSB FSB_oth
, 0.049*** 0.073*** 0.164*** 0.242%**
ACICSI
(4.21) (4.21) (3.34) (3.34)
Age 0.001 0.002 0.033*** 0.048***
(1.26) (1.26) (3.29) (3.29)
. -0.003 -0.004 0.008 0.012
Famsize
(-1.44) (-1.44) (0.85) (0.85)
Size -0.001 -0.002 -0.008 -0.012
(-0.55) (-0.55) (-0.90) (-0.90)
Fee 0.004*** 0.006*** 0.000 0.000
(4.36) (4.36) (0.16) (0.16)
Fto -0.000*** -0.000*** -0.000 -0.000
(-2.86) (-2.86) (-1.61) (-1.61)
Std 0.181*** 0.266*** 0.205*** 0.302***
(12.11) (12.11) (11.15) (11.15)
cons 0.016** 0.023** 0.009 0.013
- (2.48) (2.48) (0.89) (0.89)
Style FE Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
adj. R? 0.692 0.692 0.778 0.778
N 10076 10076 7328 7328
ek R RIRIR 10%. 5%, 1% ) 2 2 1R /KT 365 5 A DA A= IR ) X 1) 5 IR (A PR 1% R 2 5 £ ¢ 1.
332 HHE SR SRR B W, SR T I o e 4 T S
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FSBf't = af't + ﬁsf‘tACICSIJ-t + ylAgef’t +
y.Famsizes, + ysSizes, + y,Feer, +

ysFtog: + y6Sl:df_t + Styleflt + & (19)
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Riskf’t+1 = af’t + Bf,tFSBf,t + )/lAgef,t +
y.Famsizes, + y3Sizes, + y,Feer, +
YsFtog: + veStds, + Styles, + & ¢ (21)
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I SR I 4 46 B R W & S 6 B
TG W B4, H s ok 5 A,
B4, ZARMEE RN 5 T e /e FE S 2 BT
PR B S T AR BT 2 B & 2 BLAT H 1)
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Table 4 Fund Investment Strategy and Fund Flow

RS
ik fiRRE

F_begin F end F_begin F end

FSB 0.533*** 0.445%** -0.535** -0.431*
(3.13) (2.70) (-2.43) (-1.94)
Age -0.015* -0.014 0.000 0.015
(-1.72) (-1.59) (0.01) (0.28)

. 0.022 0.139* 0.908** 0.709*

Famsize

(0.29) (1.69) (2.54) (1.92)

Size -0.130* -0.236*** -0.808** -0.625*
(-1.71) (-2.85) (-2.29) (-1.71)

Fee 0.054** 0.047** -0.176*** -0.155***
(2.20) (2.03) (-5.39) (-5.14)

Fto 0.003 0.003 0.011*** 0.010***
(1.62) (1.30) (3.40) (3.43)

Std 0.300 0.294 -0.654** -0.522*
(1.32) (1.33) (-2.13) (-1.78)

cons 0.587*** 0.508*** -0.229 -0.179
- (4.82) (4.39) (-1.32) (-1.10)
Style FE Yes Yes Yes Yes
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Firm FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
adj. R? 0.046 0.045 0.044 0.044

N 10076 10076 7328 7328

TEox o R0 BRI 10%. 5%, 1% TR A AT 455 A 9S-I 18] X7 SRR A b v 1% 1 28 I 1 ¢ f.
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Table 5 Fund Investment Strategy and Fund Risk

QLN
ik iRk
RS risk RS vol RS risk RS vol
FSB 0.687*** 0.039*** -0.694*** -0.027***
(5.08) (5.89) (-3.33) (-3.02)
Age -0.041*** 0.001 0.069 0.000
(-2.84) (1.42) (1.43) (0.02)
Famsize 0.014 -0.006*** -0.111 -0.002
(0.51) (-3.67) (-1.24) (-0.40)
Size 0.042 0.007*** 0.135 0.002
(1.59) (4.31) (1.54) (0.40)
Fee -0.062*** -0.000 -0.029** -0.000
(-4.44) (-0.30) (-2.01) (-0.28)
Fio 0.002 -0.000 0.015*** 0.000
(1.47) (-0.52) (7.38) (1.27)
std 2.683*** 0.649*** 3.073*** 0.645***
(11.42) (57.85) (11.35) (67.91)
cons 0.770%** 0.029*** 1.633*** 0.042***
- (10.54) (12.18) (18.44) (11.89)
Style FE Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
adj. R? 0.937 0.890 0.714 0.906
N 10076 10076 7328 7328
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Table 6 Fund Investment Strategy and Fund Manager's Effort

TIRE
ek ik
R? TR? R? TR?
ESB 0.376*** 1.243*** -0.119*** -1.269***
(8.98) (4.10) (-3.11) (-4.23)
Age -0.022*** -0.101** 0.043 0.178
g (-3.94) (-2.56) (1.61) (0.65)
Famsize 0.006 0.059 0.009 0.084
(0.64) (0.90) (0.33) (0.27)
Size -0.024** -0.179*** -0.016 -0.165
(-2.45) (-2.74) (-0.61) (-0.54)
Fee 0.021*** 0.177*** 0.011%** 0.131%**
(5.92) (6.71) (3.06) (4.60)
Fto -0.003*** -0.029*** -0.002*** -0.020***
(-8.53) (-11.45) (-5.38) (-6.28)
Std 0.290*** 6.034*** 0.582*** 6.982***
(4.95) (12.11) (9.41) (14.67)
Sigma_F -0.005* -0.068*** -0.031*** -0.239***
- (-1.78) (-2.96) (-7.97) (-8.04)
cons 0.936*** 3.219%** 0.886*** 3.142%**
- (53.92) (24.53) (35.55) (14.35)
Style FE Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes
Time FE Yes Yes Yes Yes
adj. R? 0.624 0.614 0.360 0.445
N 10076 10076 7328 7328
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Table 7 Robust Test: Instrumental Variable Regression
IR
JiiiS ik
F_begin Risk vol R? F_begin Risk vol R?
0.521*** 0.046*** 0.432*** -0.524* -0.021** -0.108*
Instrumented FSB
(2.62) (4.61) (6.43) (-1.89) (-2.32) (-1.89)
Controls Yes Yes Yes Yes Yes Yes
Style FE Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
adj. R? 0.049 0.890 0.625 0.048 0.907 0.354
N 10076 10076 10076 7328 7328 7328
Anderson-Rubin F 24.14%** 2.89*
Stock-Wright LM S 49.06*** 8.63**
Sargan Chi 0.1292 0.1140
Basmann Chi 0.1181 0.1040

TEE *H R RZRIRAE 10%, 5%, 1% 50 2 7K 3555 A DA AR 1) 00 7 SRS A e b o 1R 1A 38 1) ¢ .
8 Refatbmis: SUEfhTT

Table 8 Robust Test: Generalized Moment Estimation

7R
ik fiRRE
F_begin Risk_vol R? F_begin Risk_vol R?
3B 0.522*** 0.046*** 0.434*** -0.539** -0.021** -0.108***

(2.74) (6.93) (9.74) (-2.25) (-2.39) (-2.65)

Controls Yes Yes Yes Yes Yes Yes

Style FE Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
adj. R? 0.049 0.880 0.625 0.047 0.898 0.295
N 10076 10076 10076 7328 7328 7328
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Table 9 Robust Test: Substitution Variables
TgIRE
ek IR
F_begin Risk_vol R? F_begin Risk_vol R?
FSB ofh 0.361*** 0.026*** 0.255*** -0.363** -0.018*** -0.084***
- (3.13) (5.89) (8.99) (-2.43) (-3.02) (-3.25)
Controls Yes Yes Yes Yes Yes Yes
Style FE Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
adj. R? 0.046 0.890 0.624 0.044 0.906 0.352
N 10076 10076 10076 7328 7328 7328
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KRS0 Dy ik SRR PR B, K
1 22 Fb e el BN B F A AT ST 0T o 4
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SRR AE R SR FH X T 5 S A A A o AR HE AT
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XFTHEEMGIRTN L, B T HE
BURAL MBI K ZE (R _raw) 1ERJELEFIHR
AL, ERH T EhA RS KA SRR,
W R B E MRS : CAPM BEFL (R _capm).
Fama-French = T8 (R a3) Bl R
Carhart VU718 (R _a4), [BIHEERINE

RTNf 41 = Qg + Br e FSBr e + v1Ages, +

10 Fizso

yoFamsizes, + y3Sizes, + y Fees, +

YsFtos, + veStds, + Styles, + &¢, (23)

R 10 EE&BPRRSESRRLS

Table 10 Fund Investment Strategy and Fund Future Performance

RS
ik iRk
R raw R capm R a3 R a4 R raw R capm R a3 R a4
FSB -0.104*** -0.049 -0.063** | -0.056** | 0.141*** | 0.085** 0.068** | 0.089***
(-3.39) (-1.60) (-2.31) (-2.08) (3.20) (2.25) (2.00) (2.77)
Age -0.008*** | -0.010*** | -0.005** -0.004 -0.019 -0.012 0.024* 0.012
(-2.79) (-3.62) (-2.16) (-1.60) (-1.49) (-0.90) (1.68) (0.89)
Famsize -0.009 -0.002 -0.010* | -0.012** 0.000 -0.024 0.015 0.002
(-1.46) (-0.34) (-1.86) (-2.29) (0.01) (-0.75) (0.58) (0.09)
Size -0.014** | -0.017*** | -0.007 -0.005 -0.021 0.003 -0.027 -0.003
(-2.24) (-2.66) (-1.28) (-1.07) (-0.63) (0.08) (-1.09) (-0.11)
Fee 0.011*** | 0.008*** | 0.009*** | 0.011*** 0.006 0.009** 0.002 -0.009***
(4.59) (3.49) (4.16) (4.97) (1.38) (2.30) (0.50) (-2.93)
Fto -0.001** -0.000* | -0.001** | -0.000* 0.001 0.000 0.000 0.000
(-2.06) (-1.78) (-2.37) (-1.91) (1.39) (0.59) (0.12) (0.69)
Std -0.358*** 0.005 0.139*** | 0.153*** | -0.062 | -0.359*** | -0.591*** | -0.509***
(-9.18) (0.11) (3.87) (4.07) (-1.01) (-6.85) (-12.76) (-11.14)
cons 0.136*** | 0.035*** 0.021* 0.004 0.124*** | 0.114*** | 0.063*** 0.014
- (10.49) (2.90) (1.94) (0.34) (5.12) (5.19) (3.54) (0.81)
Style FE Yes Yes Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes Yes Yes
adj. R? 0.828 0.399 0.382 0.376 0.768 0.491 0.394 0.347
N 10076 10076 10076 10076 7328 7328 7328 7328
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Table 11 The Mediating Effect of Fund Manager's Effort

T RO
ik fICRK
FSB-TR%-R o4 FSB-TR?>R a4
R a4 TR? R a4 R o4 TR? R a4
FSB -0.056** 1.244%** -0.052* 0.089*** -1.311*** 0.080**
(-2.08) (4.10) (-1.93) (2.77) (-4.36) (2.50)
-0.003*** -0.007***
TR?
(-3.59) (-5.32)
Age -0.004 -0.101** -0.004* 0.012 0.172 0.013
(-1.60) (-2.56) (-1.72) (0.89) (0.63) (0.93)
. -0.012** 0.062 -0.012** 0.002 0.010 0.002
Famsize
(-2.29) (0.94) (-2.28) (0.09) (0.03) (0.09)
Size -0.005 -0.188*** -0.006 -0.003 -0.113 -0.003
(-1.07) (-2.89) (-1.21) (-0.11) (-0.39) (-0.14)
Fee 0.011*** 0.175*** 0.011*** -0.009*** 0.120*** -0.008***
(4.97) (6.61) (5.24) (-2.93) (4.11) (-2.67)
Fto -0.000* -0.029*** -0.001** 0.000 -0.021*** 0.000
(-1.91) (-11.54) (-2.31) (0.69) (-6.34) (0.29)
Std 0.153*** 5.935%** 0.173*** -0.509*** 6.777*** -0.463***
(4.07) (11.93) (4.56) (-11.14) (14.18) (-9.92)
cons 0.004 3.267*** 0.015 0.014 3.305*** 0.036**
- (0.34) (25.27) (1.32) (0.81) (15.03) (2.05)
Style FE Yes Yes Yes Yes Yes Yes
Firm FE Yes Yes Yes Yes Yes Yes
Time FE Yes Yes Yes Yes Yes Yes
adj. R? 0.376 0.614 0.377 0.347 0.439 0.350
N 10076 10076 10076 7328 7328 7328
Sobel test -2.7010*** 3.3715***
Aroian test -2.6567*** 3.3364***
Goodman test -2.7476%** 3.4077***
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Market Sentiment and Fund Investment Strategy: Catering
vs. Contrarian

Abstract: Mutual funds’ investment strategy is a common focus of academia, regulators, and market
participants. By applying the behavioral asset pricing theory, this paper quantifies fund investment
strategies per portfolio return’s sensitivity to market sentiment and classifies them into sentiment
catering strategy and contrarian strategy at the micro-level according to market conditions. A
theoretical model and empirical tests are developed to explore the systematic impacts of investment
strategies on fund flow, risk, and the manager’s effort, as well as the influence mechanism on fund
performance from a behavioral principal-agent perspective. The results show that funds adopting
the sentiment catering strategy are more appealing to investors, especially individuals. However,
this strategy undermines investors’ interest, by elevating risks and reducing future fund returns.
Moreover, fund managers can collect higher compensation without increasing their efforts. Further
analysis reveals that it is primarily the passive laissez-faire behavior of fund managers intended to
please investors that leads to their funds’ poor performance. The opposite occurs when the contrarian
strategy is adopted. This study provides reference to small- and medium-sized investors, fund

governance and supervision, and sheds new light on research on fund market anomalies.
Key words: market sentiment; fund investment strategy; behavioral asset pricing; behavioral
principal-agent
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