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ABSTRACT 

This paper studies the impact of market sentiment on fund flow. We collect fund data from 2010 to 2020 and relevant 

data to measure investor sentiment. At the same time, the fund is divided into six different types and analyzed 

respectively. We find that the open-ended fund, LOF fund, the open-ended fund (with a fixed closing period), and the 

ETF fund lead to the increase of fund redemption share with the increase of investor sentiment. Moreover, In the case 

of the same investor sentiment, the larger the scale of the fund, the smaller the redemption share of the fund. Second, 

FOFs and innovative closed-end funds are buying more shares as investor sentiment grows. At the same time, in the 

same investor sentiment, the larger fund size will reduce the subscribing share. This study provides a new perspective 

for understanding the relationship between fund performance and fund flow in China and is conducive to investors 

making rational investment decisions. 

Keywords: investor sentiment, fund performance, fund flow, turnover rate, PCA proxy. 

1. INTRODUCTION 

Investor sentiment refers to the systematic deviation 

of investors' future expectations, which is called investor 

sentiment [1]. Investor sentiment is a difficult concept to 

measure. It reflects the investment wishes or 

expectations of market participants. So why should we 

consider investor sentiment, and what are the 

advantages of investor sentiment? The simplest and 

most obvious reason is that emotions govern the 

investment behaviour of all investors, and this emotion 

control may be difficult to detect. From an academic 

point of view, they can be called rational investors and 

irrational investors. Rational investors usually make 

investment decisions based on fundamental information 

and will conduct arbitrage when they find that the stock 

price deviates from its intrinsic value. Irrational 

investors make “wrong” investment decisions based on 

personal judgment, such as overconfidence or 

pessimism. They will consider not only fundamental 

information but also other more alternative information. 

Of course, The information that may be irrational by 

investors is incomplete, leading to incorrect information 

in their feedback. However, it should be noted that this 

does not mean that rational investors are technologically 

mature investment bosses or institutional investors, and 

irrationality does not mean our ordinary investors. 

Studies have proved that professional, institutional 

investors are more susceptible to "emotions" and make 

irrational trading behaviours [2]. However, what 

everyone can hardly deny is that investor sentiment is a 

very important concept. In economic activities, 

sentiment is an uncertain factor, which affects investors’ 

subjective judgments on future returns, and then affects 

their investment behaviour. After joining forces, it will 

have a great impact on the market. The logic of the 

influence of investor sentiment on future market 

volatility lies in the gradual amplification of positive 

and negative news. There is no uniform standard for the 

definition of investor sentiment. 

The main issue we discussed in this paper is how the 

market sentiment would impact fund flow. Generally, 

investors use fund flows to judge the investor sentiment 

of a particular industry or market. If net inflows for 

bond funds are substantially positive in a given month, it 

is a sign of investor optimism about the fixed-income 

market. If the fund flow changes. It may be related to 

the latest news in the company, the general trend in the 

industry, or new projects and products. A positive 

change in capital flows indicates an increase in inflows 

and a decrease in outflows. In contrast, negative capital 
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flows mean fewer inflows and more outflows. For 

example, when I was an investor, I invested $10,000 in 

the stock market or the fund market. I am hesitating 

now. Then, I discovered that investor sentiment in the 

stock market is high. So I chose to invest more in the 

stock market. So, this caused the outflow of the fund 

market 

1.1.  Paper organization 

The rest of the paper is organized as follows: Section 

2 represents the literature review. Section 3 represents 

the Data. Section 4 represents empirical results. Section 

5 represents the Conclusion. 

2. LITERATURE REVIEW 

The impact of investor sentiment on the financial 

market is shown in terms of stock prices. When 

investors are enthusiastic, they will choose to increase 

their shares. Investors ' rising demand at this time is 

represented as a rising stock price, and even when the 

stock prices are overvalued, they will continue to buy 

and partially ignore the price bubble. When investor 

sentiment, the impact will quickly produce the same 

effect, lasting for some time, slowly return to the stable. 

The stock market is impacted, the reaction is not as fast 

as investor sentiment, indicating that investor sentiment 

is fluctuating before the stock market, the mood has a 

certain prediction effect on the stock market. 

At the same time, there is also a spatial interaction 

on the impact of emotions on share prices. Investor 

sentiment is the characteristic determinant of asset price 

fluctuations, which affects the price fluctuations of the 

asset and affects the price fluctuations of other similar 

assets. And the spatial interaction of investor sentiment 

on the cross-section of the stock price is more sensitive 

to economic distance than to geographical distance [3]. 

In terms of the speed of the impact, once the investor 

sentiment fluctuates, the impact on the stock price of the 

same type of listed companies will be faster than on the 

companies close to space. 

Investor sentiment will also have an impact on the 

liquidity of the stock market. When the stock market 

fluctuates greatly, both rise or fall will positively or 

negatively impact investors, attract more investors to 

buy or sell in large numbers, the stock market turnover 

rate significantly increases, and the liquidity increases 

[4]. But at the same time, it may also lead to the 

expansion of the sales price difference, increasing the 

cost and difficulty of the transaction, liquidity has 

weakened. New investors are the new blood of the stock 

market. When investors are high, both rational and 

irrational investors may enter the market on a large 

scale, creating better preconditions for the change of the 

stock market. For newly opened investors, as an 

additional, the amount of funds is conducive to 

enriching the stock market's liquidity. While they have a 

process of gradually familiar with the stock market, 

phased increase and decrease of positions, so the impact 

on the popularity of the stock market will continue for a 

long time. 

Compared with the large market stocks, small and 

medium-sized stocks are more sensitive to emotional 

changes; compared with larger companies, small 

company stock trading volume, poor liquidity, such 

stocks have greater investment risk. The stock has less 

market information, and investors are prone to shadow 

capture and respond quickly to noise information. 

Because small-cap stocks are more vulnerable to 

sentiment when investor sentiment rises, small-cap 

stocks and large-cap share yields rise simultaneously. 

Still, the increase of small-cap stocks is more, so the 

income difference between small-cap stocks and 

large-cap stocks is increased. On the contrary, when the 

stock yield of different sizes decreased, but the decline 

of small-cap stocks was relatively large, reducing the 

income difference between small-cap stocks [5]. 

The definition of fund flow is the net of all cash 

inflows and outflows in and out of various financial 

assets. Fund flow is usually measured on a monthly or 

quarterly basis. The performance of an asset or fund is 

not taken into account, only share redemptions, or 

outflows, and share purchases, or inflows. Net inflows 

create excess cash for managers to invest, which 

theoretically creates demand for securities such as 

stocks and bonds.[6] Generally, investors use fund flows 

to judge the investor sentiment of a particular industry 

or market. For example, if net inflows for bond funds 

are substantially positive in a given month, investor 

optimism about the fixed-income market is a sign of 

investor optimism. If the fund flow changes. It may be 

related to the latest news in the company, the general 

trend in the industry, or new projects and products. A 

positive change in capital flows indicates an increase in 

inflows and a decrease in outflows. In contrast, negative 

capital flows mean fewer inflows and more outflows. 

While occasional shifts may not indicate issues within 

the company, prolonged negative fund flows can be a 

sign there are some issues present, as this is a reflection 

of income not being sufficient to meet the company’s 

expenses. If this trend continues, it could mean the 

company needs to acquire a form of debt to continue 

operations.[6] 

3. DATA SOURCE 

The sample period is from 2010-01-01 to 

2020-12-31, selected P / E ratio, value-weighted market 

turnover rate, value-weighted average market yield, and 

all A-share enterprises as the original sample. The data 

are obtained from the RESSET database, and the 

observations were excluded according to the following 

conditions: (1) Funds in an abnormal state. (2) 
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Companies listed after 2011 were excluded because the 

sample period required 10 years. and (3) Remodel data 

missing or abnormal from related variables. 

3.1. Investor sentiment variable construction 

Table 1. Total variance of the interpretation 

Element Initial Eigenvalue Extract the Sum of 

Squares and Load It 

Total VAR % Accumu

lation % 

Total VAR % Accumu

lation % 

1 1.856 61.871 61.871 1.856 61.871 61.871 

2 .760 25.325 87.196    

3 .384 12.804 100.00    

Investor sentiment is an expectation of investment 

risk and expected return, making investors form a 

subjective judgment of the market changes, thus 

forming an emotional reflection of investors to the 

market, which is reflected by the change in investors' 

future investment behaviour. Investor sentiment is a 

very abstract concept, but everyone can clearly feel its 

existence and be affected by it in the market. Therefore, 

when studying investor behaviour and financial markets, 

investor sentiment is a very important concept, need to 

use other indicators to quantify it and accurately 

measure indicators. In this paper, we use the indirect 

index method. That is part of market indicators that can 

affect investor sentiment will be used to make it can 

measure mood variables more accurately. When reading 

the literature, in The Impact of Investor Sentiment on 

the Scale Effects, Environmental Uncertainty, Investor 

Sentiment, and Enterprise Investment Efficiency and 

other literature, the author used indicators such as 

turnover rate, price/earnings ratio, stock yield, the 

average yield on the first day of IPO listing, number of 

new shares and other indicators as tools to measure 

investor sentiment. After considering the difficulty of 

data acquisition and the extent of the impact on investor 

sentiment, we chose the circulation market 

value-weighted monthly turnover rate and circulation 

market value-weighted average market monthly return, 

the market P / E ratio as a measure of investor sentiment 

measurement tools. We selected the monthly data from 

January 1, 2010, to December 31, 2020, first 

standardized the three indicators and obtained the 

standardized data, then complete the main component 

analysis, taking the final comprehensive index as the 

final measure of investor sentiment. The explanatory 

power of the comprehensive indicators of the three 

standardized indicators is shown in the table. The 

circulation market value-weighted monthly turnover rate 

is 61.871%, the circulation market value-weighted 

average market monthly return is 25.325%, and the 

market P / E ratio is 12.804%. 

4. EMPIRICAL DATA SOURCE  

The data in this paper are from RESSET Database, 

and all fund data are collected from the start date of 

January 1, 2010, to October 1, 2020. The second part is 

to screen the fund data, including a single statistical 

period of three months (one quarter). The start dates of 

funds are January 1, April 1, July 1, and October 1 of 

each year. Deadlines are March 31, June 30, September 

30, and December 31 of each year. Prevent subsequent 

changes in the fund share at individual times from 

affecting the accuracy of the results. Through the above 

screening conditions, a total of 151,631 effective 

samples were screened.   

Then, according to different fund types, all the data 

sets are divided into data sets of 6 different fund types. 

Among them, the number of Open-ended funds is 

112,776; The sample number of LOF funds is 7281. The 

sample number of FOF funds is 5144; The number of 

innovative closed-end fund samples is 7201; The 

number of Open-ended samples (with a fixed closed 

period) is 15245; The sample number of ETF linked 

funds is 3974, and the total sample is 151631. (The 

remaining 10 observations are contractual closed-end 

funds, which cannot be analysed due to the lack of 

detailed subscription and redemption data.) 

5. EMPIRICAL RESULTS AND 

ANALYSIS 

5.1 The impact of investor sentiments on fund 

flow 

The influence of investor sentiments on fund cash 

flow is shown in Table 1, where the value in brackets is 

the T value of the variable. 

We can see that in the Open-ended, LOF, 

Open-ended (with a fixed closed period), and ETF 

funds, the turnover rate, and PCA coefficients are all 

negative. This suggests that the higher investor 

sentiment, the greater redemptions. Among them, the 

variable coefficient of the turnover rate of the open-end 

fund is the smallest, and the turnover rate is -1151.997. 

The PCA coefficient of the open-ended fund (with the 

fixed closing period) is the smallest, and the PCA is 

-28594.754. The main reason may be that open-ended 

funds are easier to purchase and redeem than other fund 

types. At the same time, the fund volume is large, and 

small and medium investors generally dominate it, so it 

is extremely vulnerable to the impact of investor 

sentiment fluctuations.  
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On the other hand, the investor sentiment 

coefficients of FOF and innovative closed-end funds are 

both positive. The turnover rate and PCA coefficient of 

FOF were 0.532 and 4.92, respectively. The turnover 

rate and PCA of an innovative closed-end fund are 

1.934 and 57.183, respectively. This means that the 

stronger investor sentiment, the greater number of 

subscriptions for these types of funds. 

The main reason may be that FOF has less risk and 

less influence on investors compared with other fund 

types.  On the other hand, compared with the 

open-ended fund, the closed-end fund is more difficult 

to redeem, and it is difficult to produce huge 

fluctuations in a short time. 

 

Table 2. The impact of investor sentiments on fund flow 

Type Turnover 
rate 

 PCA proxy Fund size  R2 Observation 

Open-ended -1151.997 (-0.341)  7133126 (12.068) 0.001 112776 
 

  -17059.132 7063109 (12.73) 0.001 

LOF -0.284 (-0.596)  1138.07 (7.752) 0.008 7281 
 

  -12.186 1123.287 (7.901) 0.008 

FOF 0.523 (3.991)  128.321 (4.112) 0.009 5144 
 

  4.92 165.572 (5.574) 0.006 

Innovative 
Close-end 

1.934 (16.179)  141.05 (4.793) 0.043 7201 
 

  57.183 248.18 (8.509) 0.035 

Open-ended 
(with a fixed 
closed period) 

-774.507 (-0.854)  1189253 (6.727) 0.003 15245 
 

  -28594.754 1140004 (6.808) 0.003 

ETF -47.452 (-1.446)  92605.56 (12.19) 0.038 3974 

  -1921.286 89957.25 (12.349) 0.038 

 

5.2. The effect of the cross between investor 

sentiment and ending share (logarithmic value) 

on fund flow  

The effect of the cross between investor sentiment 

and ending share (logarithmic value) on fund flow is 

shown in Table 2. It can be seen that the investor 

sentiment coefficients of open-ended funds, LOF, 

open-end funds (with a fixed closed period), and ETF 

are still negative after adding the cross item. Among 

them, the minimum value of the turnover rate 

coefficient is -95091.765, while the minimum value of 

the PCA coefficient is -2023755.356. 

However, all the crosses are positive, which means 

that the larger the fund is under the premise of the same 

investor sentiment, the smaller the redemption share will 

be.  

On the other hand, the investor sentiment coefficient 

of FOF and the innovative closed-end fund is still 

positive, and the maximum value of turnover rate 

coefficient and PCA coefficient are both innovative 

closed-end fund coefficients (14.815 and 370.157).  

And their crosses are the opposite, all negative. This 

means that the larger the fund is under the same 

sentiment, the smaller the subscription will be.  
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Table 3. The effect of the cross between investor sentiment and ending share (logarithmic value) on fund flow 

 

6. CONCLUSION AND SUGGESTIONS 

Much empirical evidence shows that investor 

sentiment has a substantial impact on the financial 

markets. In this paper, we construct new investor 

sentiment variables to study their impact on the fund 

market. Empirical results show that in the fund market, 

a lot of redemption occurs when investors are depressed. 

When investor sentiment is high, a lot of subscription 

behaviour occurs. 

For investors, when their own emotions are affected 

by the market fluctuations, we should first judge the 

cause of the fluctuations to make a rational judgment, 

rather than allowing the emotions to develop and cause 

stronger market fluctuations. 

For fund managers, when the mood of many 

investors fluctuates, the first thing to do is predict future 

market trends through changes in investor sentiment. 

Predict future market trends, make price forecasts, and 

make corresponding decisions to make a profit or reduce 

losses. 

For enterprises, when market fluctuations affect 

investors' emotions, they should first determine the 

cause of the market fluctuations and make 

corresponding policy adjustments according to the 

reasons to calm down investors, make a rational 

judgment, and maintain the market's stability. 
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