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Abstract

In recent years, more and more foreign researches have shown that
the classic finance theories can not completely explain the volatility of
the stock price in the capital market, therefore, the researchers have
paied more attention to the behavior finance field and they think the sen-
timent of investors has great impact on the stock price. In view of the
Chinese market, on one hand, it has experienced from bull market to
bear market since 2006. Although this result is due to the world financial
crisis to a large degree, we can see the investor sentiment indeed has an
impact on the stock price. On the other hand, our market mechanism al-
so stimulate the development of comparatively high correlation between
the investor sentiment and the stock price. There has been no empting
mechanism in the Chinese market for quite a long time, which leads to
the price only reflect the expectation of the most optimistic investors,
thus we can easily find over-priced stock when the market is hot.

This paper considers that in China, the control transferring events
offer an excellent environment for experiment for us to explore the rela-
tionship between the investor sentiment and the market behavior: the in-
vestors can be over-optimistic about these events due to the high return
during; furthermore, there is information leaking in this process,
which allows us to use the control transferring events to examine the com-
prehensive effects of information asymmetry on the investor sentiment and
the market response. So this paper titles “The market reaction in control
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transferring: a view based on the investor sentiment” to study how the
investor sentiment affects the market response in control transferring
events.

This paper has the following innovations: (1) This paper explores
the control transferring event using the behavior finance theory. The form
researches think that the investor is rational, but as lacking of short-sale
mechanism, the investors who has little knowledge of stock tend to be
over-optimistic on the stock. (2) This paper uses the intraday data to
estimate the adverse select component of the bid-ask spread of the stock
which we take as a proxy of the information asymmetry. This paper com-
putes the CAR from a relative longer window because of the information
leaking during these events. Our method provides a new way to research
the information asymmetry. (3) This paper focuses on the merger mo-
mentum and explore the market reflection from both the short-term and
the long-term period, while the other researches explore them independ-
ently. (4) This paper divides the whole window into three sub-window
to explore the change of the investor sentiment and the stock retum
among these sub-windows as the information leaks.

This paper first reviews the relative literatures and then explores the
relationship between the investor sentiment and the market reflection
from two aspects. One is the impact of the sentiment before the an-
nouncement window period, and the other is the sentiment around the
announcement window period. The former can be divided into two parts,
one is to discuss the investor’s over-optimism by merge momentum theory
and the other is to construct an investor sentiment index to proxy for the
investor sentiment. The later is concerned to the information leak which
divide the investors into two parts, one is the informed investors and the
other is the liquidity investors. When the informed investors trade in the
market, the liquidity investors will protect himself by decreasing the vol-
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ume and increase the bid-ask spread and so on. So this paper try to ex-
plore the relationship between the investor sentiment and the stock return
when the information asymmetry changes.

This paper uses the Chinese capital market data to explore the

above problems and gets the following conclusions.

1. The investor is indeed over-optimistic in view of merger mo-
mentum

From the short-term, the merger momentum exists, but from a
long-term view, there is a reverse in the price and return, so we can
conclude that during the control transferring events the investor indeed
over-optimism. Moreover, this paper divides the sample into for sub-
sample by ST and the market value. The conclusions show that the inves-
tors will be more over-optimism when the company is ST or its market

value is low.

2. The sentiment before the announcement window has an im-
pact on the market reflection

Generally, when the sentiment is high, it has a positive correlation
with the stock return and when the sentiment is low, it has a negative
correlation with the stock return.

Furthermore, we divide the sample into two sub-sample ST or not
ST and the results show that when the sentiment is high the reflection of
the ST companies is lower than the non-ST companies and when the sen-
timent is low the reflection of the ST companies is higher than the non-ST
companies. Meantime when we divide the sample into two sub-sample by
the market value we can get the similar conclusions as the ST compa-

nies.



AL YT I BN

3. The information is indeed leaked during the control trans-
ferring events

This paper uses the intraday data to estimate the information asym-
metry of the sub-window and we find that between the ( - 30, - 10)
window, the adverse select component is significantly higher than the
reference window ( — 100, —80), while in window ( — 10, 0), the
adverse select component decreased. These all show that the information

indeed leaks during the control transferring events.

4. The information asymmetry has an impact on the investor
sentiment and market reflection

We find that there is no significant relationship among the informa-
tion asymmetry, investor sentiment and the market reflection. But when
we use the difference of the above three variables there is a significant
relationship. The change of the turnover is positive correlated with the
change of CAR. For the ST and low market value companies, we find
that the change of information asymmetry is significant positive with the
change of CAR and the information asymmetry and the turnover have an

significant interaction with each other.

Key Words: Control Transfer Investor Sentiment Merger Momen-
tum  Information Asymmetry
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