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Abstract

This paper investigates potential Granger causality between the Investor
Sentiment and Stock Returns in 20 stock markets for the period between 2000 and
2013. A new panel-data approach developed in Koénya (2006) which is based on
SUR systems and Wald tests with country specific bootstrap critical values is
employed in the study. The empirical results indicate that there are four results of
causality relationship between Investor Sentiment and Stock Returns, such as (1)
Investor Sentiment Granger causes Stock Returns, (2) Stock Returns Granger causes
Investor Sentiment, (3) evidence of effects between Investor Sentiment and Stock
Returns, and (4) no evidence of effects between Investor Sentiment and Stock
Returns. If we examine the next year’s performance, we find “Stock Returns
Granger causes Investor Sentiment” is better than those which do other hypothesis.
This result is helpful for investors in making their international stock investment
plans.
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