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A Study on the Effect of Investor Sentiment and Liquidity on
Momentum and Stock Returns

In-Su Kim’
Professor, Dept. of Finance and Accounting, Kookmin University
= =27 Al2ioh §540] Lelet 2Nl RUE LS Adeherloh LA AR et 9
BAIE Zlolth AZRAS 200020214 713 B9 715 BAR] AP WF871%1e) B SolEg
] A1 AR, fuEte] 49 2iE g3 E2Acks A 2R U ol 7|& A7t 22 A= 2000
d o]& Uzl FAAA A mdl" g 77} dubol @4k 7 WolEa |1t} B4, FARL AEE V&0 AW
EEgeos wul SR Alel7h malEo] e vIAT oItk Fel FA A2t $HAY o) SAEESe] 2] S0
Eo| EA YeL itk AR, 9549 v e s BAS Ay wullg avlk= AR 2 SR 8 vkt vebdtt U, E24
K)o g5 0] BUIEElo] ARe i A0 vhehth FAR A7k B Ho) 1, vg5 A 2RIl RUHE
37} 745pA) Hol Asjolch. thiiA, F4%olgo] 2t Relo] Fi oS R4 & Az, SAxe] Mot 454 a9 B
F7F Qg et %2 A= ALE UEth £4E Zil= Carhart 4891 23] o] & 84F ZF6HH 2F 9
of&2lo] Ae) Zlelthe SA2 ABTh Tebd SA el alT 54 2o FAolg o] S 8ol

g i\=
I : B AE], 954, ZWlY, Fama-French 38917, Carhart 4891 =3

Abstract This study analyzes whether investor sentiment and liquidity explain the momentum phenomenon in
the Korean stock market and whether it is a risk factor for the asset pricing model. The empirical analysis used
the monthly returns of non-financial companies listed on the stock market during the period 2000-2021. As a
result of the analysis, first, it was found that there is a momentum effect in Korea. This is the same result as the
previous study, and since 2000, the momentum effect has been accepted as a general phenomenon in the
Korean stock market. Second, if we look at the portfolio based on investor sentiment, investor sentiment is
influencing momentum. In particular, when investor sentiment is negative, the return on the winner portfolio
is high. Third, as a result of the analysis based on liquidity, the momentum effect disappears and a reversal
effect appears. Fourth, it was found that investor sentiment and liquidity influence the momentum effect. This
is a result of the strong momentum effect in the illiquid stock group with negative investor sentiment. Fifth, as
a result of analyzing the effect of each factor on stock returns, it was found that both investor psychology and
liquidity factors have a significant impact on returns. The estimated results provide evidence that the inclusion
of these two factors in the Carhart four-factor model significantly increases the predictive power of the model.
Therefore, it can be said that investor sentiment factors and liquidity factors are important factors in
determining stock returns.

Key Words : Investor sentiment, Liquidity, Momentum, Fama-French 3-factor model, Carhart 4-factor model
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o] F7toflA A=, oz F§ AAHAE, =
g, &&)oHE HAFIT QrHAsness, Moskowitz,
and Pedersen, 2013)[2]. Zdlg AN 3}A 4015
S o] 8ot} 429)F S 4= Uvh= A= §87
Aol o] Bhol= Aoltt. 1A ¥ 7IRte = &
71& BP0 & nully Aol 29152 o|5fist7] of2
AR AFSHACNA T2 B FAH & ¢ o
Fama and French(1992)3]19] 3881 232 7|d &4
< Wrgste] B2 ol @ Hanomaly)S Agstal A
o, 2HlE @] gt A2 o] Foi 2| A &okal it
JEut FE AFolA ol F Aok s FAA oY
AEE E F58S 18 g AE0] Eids] o] o]
I ot FefAREE FACE HHE o] dQE FAb
A AEl BT HE T HAAYESM M S o8
Agstels A7t AP= A HDaniel, Hirshleifer,
and Subrahmanyam, 1998; Hong and Stein, 1999).
(4-5] AERl TE AT A WEAdo] ¥ A
Sol By Hee] it o A vEhal(Wang
and Xu, 2015)[6], A% ®E/d0] =11, A4S0l of
Y o Edgavrt § WA yedoal g
(Daniel and Moskowitz, 2016)[7]. 3t AA-R-5-40]
=& o A" 89} YEehE= A5 (Avramov, cheng,
and Hameed, 2016)[8]2} -5-/d0] W2 720 XA
o] AR Qs Q5] HHllE At wrhe At
(Chordia, Subrahmanyam, and Tong, 2014)%= It}
oo & A= APATE 2AZ FAA A2 /5
/go] HHlE ael 344050 ojm et JFS H|A|=
A At gt F ol & Al EAg A7t A
< AR & A7ET= FeATEE Ao =30
g 208 7R} & AT A2golA 71EATol
hafiA A E T, A3 A HlolE et W H AFEA
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2. MEHT

Y @4 Ak el 71E Ao RS &
A4} 8918 Hlodslo] BA5199tk Pastor and Stambaugh
(2003)2 2HlE 835 §54 7|8tz 3 98l

3o £AEE YFES AP & ok 45190tk
¥HA Liu and Zhang(2008)[91- A4 ARG 7He-S 919
8Q10=% sto] HHllE] FAZ AWl Barberis,
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S L s ECREELE L
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Xiong(2009) FAFA7F FHilo] 52 412 IHuke-
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B0 2 o] ZA R Aol e ATEA A
2 Bo]Fth Lee and Swaminathan(2000)[11]12 &
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SFACE.
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Baker and Wurgler(2007)= ¥ig Zejujgdo g
L& 5o Wigda e Aol AAH M4
FAE & AET & A= TAT 22 AR '
T2 A (Baker and Wurgler, 2006)= #1352 A5
Sk A0 it A Zaju]o] FExpa} At vt
HF AL 9t whebs Ws/do] FARA Aot
o] A Het. & AFoM s WEd Zev|dE o
< Zo] SAFTE 4] 5 WEdol & FEG W
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Sttt WEAE 719 EFASRlES ol85to
9 HEUAE Fohal, EEEAP 52 7199 B2
714E ST E Ve E Yet
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Y. A3 A-E(Market turnover)

T A4 AE gE8A= FAANRY FHER 4 A
HFo = JOg 4= e}, T Lol oW 4] AF
9] F52 UL o= FARS YA P08 B
2 Qlotal sttt Baker and Wurgler(2007)= S 4&S
FAAE Abol9] 35 Apol& Bl #2(R2) 31%-&0]
FAe] 3AH PE(FAHA B35S nletha ik
o5 FAAY g5o] vl AA], YA RIA| 7t 524
9] §570 IS F= Ao E HIIT 7| EFoA
T =22 A% 554 e AR 49 gt
A2 HQrom(Baker and Stein 2004), TreF T
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t}. FAAF 21 &(Equity share)
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A A =}, Baker and Wurgler(2007)= FAREZE
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9] FB3A AT FEAFARIS FESHA] F51
2ol AR I BAISH ] s AAA 2Ltk
3|AHEAS Bk 7|4 S 7| AEAJEEEET R
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I HIE-L Jegadeesh and Titman(1993)9] B o2
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Table 12 A717 5<9] 7} W4=2] =2l gof it

SL+ SM+ SH  BL+ BM+ BH

2) SMB= 3 3
3) ML= SHJ; BH SL; BL
& Wip— SW+ BW  SL+ BL
2 2
Soptt Bopt Spress T Biress

5) oMP=—% 5

2
Sp+ B, Syt By

6) LMN = 3

71Z2BA It} E71FY +=9E2 0.27%, KOSPI 4
AE2 0.65% FHEFAES CDFYEL 0.24%O]
o 7| EE 7120 E d7|dTt A7 e
AHEH 7)Y ZEEQ 52 0.134%, 4271
Aol ZEET Q9] 9152 0.66%C]cF. S-2utete] 3
% Fama-French(1993, 1995)2] $11e} Zro] A7
HE37F Qs ACE YUETE B/MCER7HA /A1 7}
A& 7)E Aot T2 AR 7HAFE 0.73%, BT
-0.31%% YL qlo] 7M7) =2 &S YE
ot B2 A8 8912 FA A REZ Q9] =0E
o] 1.11%, ¥4 ZEZ & 0.03%2 YeRHTE
EZ2; g7t FgAQ1 FAl0] 298] A YEr
o R854 8902 H§E4 REEDQY &L
0.02%, 52 ZEEF Q9| 9152 -0.03%°]ct.
5730 =2 F4]o] 20]7 FolEo] WA Yehdth 1
HWEo] FS SAZLEZTE 0.47%, HWAZEEDQ
£ 0.01%°]ct. Suete] AL mild anprt EAst
£ A0z vt

Table 1. Statistics of each variables

Variable Mean Std Max Min

Rit 0.27 6.43 17.69 -38.92

Rmt 0.65 5.33 16.85 -26.31

Rft 0.24 0.11 0.48 0.052

Size Small 0.67 6.50 18.16 -37.30

Big -0.13 6.57 17.47 -40.53

Low -0.31 6.23 15.26 -38.24

B/M Medium 0.36 6.57 19.03 -39.41

High 0.73 6.84 19.51 -38.93

Pessimistic 0.03 5.17 1713 -29.75

Invsetor Mild 008 | 670 | 1966 | -3827
Sentiment —

Optimistic 1.11 7.96 2297 -46.84

Liquidity llliquid 0.02 0.34 1.18 -1.73

Liquid -0.03 0.33 1.12 -1.73

Loser 0.01 7.09 29.32 -23.53

Momentum Neutral 0.93 5.61 17.21 -18.34

Winner 0.41 6.39 17.51 -25.70

SMB 0.31 2.66 -6.89 7.06

HML 0.59 3.03 -13.42 19.02

OMP 1.08 424 -17.09 12.29

LMN -1.15 3.36 -12.80 9.04

WML 0.93 3.25 -14.64 13.96

Table 2% RHlEIT 414} 42l 71202 5x5 X
E29]0 0| H5ol8 UEy L otk 4t Alel7h
34, 347} Aglo] mHE aTkE A5 9t &
SALEZE QI HEESe|o Tt HEsolgol
7 e ik, e B84 B4 Ao 49
o SALESE|Q 1.11%9} HARESe]Q 0.43%=
= REE2|Q Aojo] 154% 5218 Fo]/t fejHoz
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e oL, FARRe) 217 3AARI Bl F
EZ| 09 Zo|& 0.09%Z 7920l Skt o=
T g 7E B2RRL Ao wet Aozt Atk AE
Sjvlshs Aoz iy g7t FARRe] Ao e o
£ 25 Ho|1 Q7] wfzolch £ A7t 544
Ql Aol milld a7t o sHA vehet, ol &
A7t $A) oS o 713 A7l 4 BRSO
APgE FEo 2108 TiobErt,

Table 2. Investor sentiment and momentum

Invsetor Momentum WL
Sentiment | Loser 2 8 4 Winner
o 1.54
Pessimistic| -0.43 0.43 0.19 0.21 1.1 (189"
2 -0.01 0.01 -0.11 0.36 348
3 0.46 0.38 0.55 0.66 3.88
4 0.40 0.23 0.52 0.51 342
- 0.09
Optimistic | 0.39 0.30 0.16 0.05 0.49 012
Opt 0.83 -0.61
-Pes (1.36) (-0.65)

Table 3= RHE} f-5/dZ 7IE0 & 5x5 LEE
2] 2.9] Pt &S UE L k. 5 TLefstd
Q5] HH" g = EA6HA] G vPHaET) Qe A

o % YT

Table 3. Liquidity and momentum

Liquidit Momentum
Ry Loser 2 8] 4 Winner W-L
liud | 025 |072| -036 [ 006 | 103 | 16;8
2 0.84 114 | 048 0.58 0.29
3 1.19 177 | 1.27 0.95 0.42
4 1.62 171 114 0.50 -0.28
Liquid 1.57 035 | -069 | -092 -2.26 - 4;3;2*
Lig 1.31 -1.23
-lllig (1.81)* (-1.36)

22 {58904 BRAREE = 0.252%% 54
ZEEZTQ -1.03%E T Bl Eo] A et 9
o 54 o REEZEQ 1.57%7F SAEEEZE
2-2.266ET &2 O E Fol& FoJHo|t}. &
A ER Ed 2ild ZEED Q9 {542 UH
g #go] 9l Ao 2 Ve th Avramov et al.(2016)
9] A7ZATtet Aot A HAZEE Q= AJhE
02 Hl§-54 FAlo|n, IHA FALEE Q= A7
02 540 T2 FA 02 notE|Qrt.

Table 4. Investor sentiment, liquidity and

momentum
Momentum
Slgr\:tsi;tg]t Liquidi-ty | Loser 2 3 4 Winn-er
Pessimistic illiquid 0.94 0.62 0.76 1.30 1.56
liquid -0.43 -0.31 0.09 0.01 -1.83
Optimistic illiquid 0.93 6.04 6.10 9.71 1.03
liquid -1.67 3.9 304 | -1.55 -5.14

2x2x5 XEET Q9| Bt g2 e L At +
AR ARE 7SR 34, AR 77 thy 74
& F5 A, vRE R teolth. 23 e 7]
=02 57ie] ZEEE| RS FAS 11 A, #AF
A AE7t 5ol BAolY, HREd f SAEEE
294 1.03%, 1.56%, THAHLEEE] Q4= 0.93%, 0.94%
2 mAgaIyt At el f529 Be=
SALEZT Q7 —5.14%F -1.83%, HWAZEEDQ
= -1.67%% -0.43%2 WA Y A YEhy
o} ol mHlg o] FA; A22Rl 8RIHT: &
&40l 9FE F= Ao mebdt. Ty A Hlf
|

EH0| T £ £08L Yeh 3450 vjgo] o
Wo 20158 vHEo] YRl AL ohch B4

oA FAAIEl7E Aol 1 Mg E AL W) 0512 2, 3,
AT TEEL Q(6.04%, 6.10%, 9.71%)7F SALEE
£19(1.03%)2ch o & S0l et glch ket
A 27} A7t g Eo) 1, vl EAe A g

ot A" EI 2 Ao wobEch

4.2 3|HEM 2t

Table 5= AM7HAZARRF O AFH S Hof
b 2Y 12 fEane} 7EX S 821 1Ea HHY
Q09lo] 23te Carhart 48 0% Fo|c} I8]1 2 2,
3, 4= FAA A= faAdol 23k 2ol

A= 4] 955 d9Yste b A9, F=,
7HA] meju|d], B Al E, A5 E HAE o) Fa%t
ATS AARRITE HAH 08 oA FZn|Y 1
7 &St F7142lE0] 0.53~0.78% 5716k
AOE FAXOE o5k 4o gk UEhiaL Sk +f
HQRI(SMB)Z BAIHCE 59 |3t JF= vIAY
T U= 2= Aol BAFCE o5t Pt
g ZHx| Zeju| dHMD)Y) Ald= o 2 F9gt J3F
< %t SMBY] &9 Alg= tH3F7H AF5HETH A
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