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Table 1 Descriptive statistics for investor sentiment and stock return
JB ADF
Sent 0.100 1 0.1896 -0.0323 2.7327 2.867 1 -9.846 8 ***
R 0.106 7 2.5386 -0.681 1 7.373 8 795.81** —-34.107*F
P e 1% 5% 15%
1
JB
1%
JB
. ADF
1
1996 2000 4 200 )
2000 1
2000 Fig. 1 Time series of investor sentiment
; 2003

2003
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Eviews
TVA-GARCH-M
2.
2 TVA-GARCH-M
Table 2 Estimation of TVA-GARCH-M model
Ao Al Ay Qg a o

0.223 4" —-0.421 7% —-0.109 4 *** 0.261 6™ 0.170 17** 0.796 7***

(1.650 4) (-2.9778) ( -3.6185) (2.8258) (4.665 0) (19.895)

Do e 1% 5% 10% z

2 2
Ao
A 1
DA,
2.3
2.3.1
3 3
2002
( GAMMA)
2
2 3

Fig. 2 Time-varying process of risk compensation coefficient Fig. 3 Time series of risk compensation coefficient and investor sentiment
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3. Pearson 2.3.3
Kendall Spearman
3
Table 3 Correlation between time—varying risk compensation
and investor sentiment
Pearson Kendall Spearman
-0.201 6*** -0.131 6% -0.196 9***
o e 1% 5% 10%
239 Y = Bo +BiYi +BoSent, + &, (2)
o v, TVA-GARCH-M
Sent, ( AAID)
Bi
VAR
7 4. ( ()
4
Table 4 Results of ranger causality test Yuan
13
F Prob. Yu
16.6326 | 0.000 0***
0.964 6 0.455 8
4
D,
D, 1 0.
D, (2)
Y. :BO +B17t—1 +B2Dtsentt +B3( 1 - Dt) Sentt +e,
(3)
B: Bs
(OLS) (2) (3)
Newey-West
5.
5
Table 5 Results of regression models
Bo Bi B2 Bs Adj-R?
0.267 1% —0.446 27 -0.172 6
(2) 0.3385
(47.3807) ( -20.318 2) (-9.3671)
0.253 277 —0.445 7% -0.110 4% -0.317 9%
(3) 0.3452
(34.9839) ( -20.3890) (-4.1431) (6.2447)
e e 1% 5% 10% ¢
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5 (2) (3)
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1 TVA-GARCH-M
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3
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Napp " 1996 1 4 ~2004 9 23
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(3) B 6 20
B, x Sent, <0
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(3)
B:
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Table 6 Results of Granger causality test for both sub-samples
F-Statistic Prob.
1 20.650 1 0
2.201 7 0.1118
F-Statistic Prob.
2 48.104 0 0

0.0325 0.968 0
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7
Table 7 Results of regression models for both sub-samples
Bo B Ba Bs Adj-R*
0.675 0*** -0.433 6** -0.210 6***
1 0.316 2
) (48.42713) | ( -18.8386) | ( —6.199 0)
0.208 9 *** -0.403 27 -0.182 8***
2 0.2311
(28.875 5) (-8.3303) | (-9.6439)
| 0.671 5% -0.433 7% -0.197 4% -0.275 27 0.315 0
) (44.3365) | ( —18.6680) | ( —4.6356) (2.041 6) '
) 0.200 5*** -0.400 8 *** -0.130 1% -0.246 3% 0.2337
(24.006 7) (-8.2981) | (-3.9681) | (-5.3938) '
3.2 B, >0
Bi
AAII
Baker
Wurgler 7 BW
6 N N
IPO \1PO N
Baker (2) B,
Wurgler BW
1965 7 ~2010 12 (3) B,
Wurgler
http: //www. nber. org/people/jeffrey_wurgler
500 Bs
TVA-GARCH-M
8 BW
AIC Table 8 Results of Granger causality test based on BW sentiment
1 F Prob.
48.297 9 0
2
(2) (3) 1.1056 | 0.2935
9.
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9 BW

Table 9 Results of regression models based on BW sentiment

Bo Bi B> B3 Adj-R?
0.004 6% 0.984 6*** -0.000 2"
(2) 0.963 5
(1.987 3) (137.566 4) ( -1.9245)
0.005 7" 0.983 7*** -0.003 5" 0.001 3
(3) 0.963 5
(1.908 2) (117.907 3) ( -1.6790) (0.585 6)
4
GARCH-M TVA-GARCH-M
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Investor sentiment and time-varying coefficient of risk compensation
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Abstract: The coefficient of risk compensation shows the compensation required by investors for taking each u—
nit of risk which also reflects the tradeoff between risk and return. Using data in the US stock market this
paper firstly builds a TVA-GARCH-M model to analyze the time-varying characteristics of investors’ risk com—
pensation coefficient. Then the relationship between the aggregate investor sentiment and the time-varying risk
compensation coefficient in US stock market are investigated by using the granger causality test and the linear
regression model. The results show that the coefficient of investors’ risk compensation changes over time and
it is negatively related to aggregate investor sentiment. What’ s more the aggregate investor sentiment has a
negative effect on the time-varying risk compensation coefficient. Particularly investors with optimism senti—
ment will decrease their time-varying risk compensation coefficient while investors with pessimism sentiment
will make their time-varying risk compensation coefficient increase.

Key words: investor sentiment; risk compensation; GARCH-M model



