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Investor Sentiment in Chinese Stock Market

CHI Li-xu,ZHUANG Xin-tian
School of Business Administration, Northeastern University, Shenyang 110819, China

Abstract ; This study employed the dynamic combination approaches and panel data models to test the relationship between inves-
tor sentiment and stock returns, stock capitalization and attention grabbing stocks based on Chinese stock market from January
2004 to June 2008. According to the empirical research, we investigate the formation and changes of investor sentiment measured
by mutual fund flows as well as the sensitivity of sentiment to stock returns. The results show that the volatility of stock returns in-
creases with the investor sentiment. In addition, investor sentiment is comparatively lower to those stocks with higher market at-
tention. Moreover, investor sentiment to large-capitalization stocks is less volatile than that to the small-capitalization stocks.
This empirical study presents evidence that investor sentiment plays an important role in Chinese stock market. The study on in-
vestors’ sentiment and behavioral biases has important significance to the prediction of stock market bubbles and the policy formu-
lation.
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