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Mr King’s Index Test: Econometric Analysis of

Retaillnvestor Sentiment Index

Chen Jian

Abstract: The effectiveness of the newly constructed retail investor sentiment index is
evaluated. Our main findings can be summarized as follows: the correlation coefficient of
Shanghai Stock Exchange Composite Index return and retail investor sentiment index is 0.
81, and it shows that retail investor sentiment index can describe the retail investors’
emotion to Shanghai Stock Exchange Composite Index return. A significant positive
relation between retail investor sentiment index and Shanghai Stock Exchange Composite
Index excess return is found. The significant negative effect of the one lagged retail
investor sentiment index to Shanghai Stock Exchange Composite Index excess returnis also
found. The goodness of fitis 0.76, and shows that the retail investor sentiment index has
forecasting power for Shanghai Stock Exchange Composite Index excess return.The results
show the effectiveness of retail investor sentiment index constructed by the School of
Finance and Business of Shanghai Normal University and the short-term forecasting power
to Shanghai Stock Exchange Composite Index excess return.

Key Words: Investor Sentiment; Retail Investor Sentiment Index; Forecast



