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The noise trader model of Delong, Shieifer, Summers and Waldmann
(1990) documented that the existence of irrational noise traders in a market
will affect the market to operate effectively. In Taiwan, individual investors

have occupied large shares of trading volume. As a result, investor sentiments

may have profound effects on market returns. This paper used market turnover
new equity issues and the ratio of margin buying to margin selling as proxies
of investor sentiment to examine whether or not the investor sentiment can
explain market returns. Empirical results showed that only market turnover

could explain market returns significantly, and there was a negative causal

ccted by

relation between them. Additionally, sentiment proxies were aff

fundamental risk, implying that investors were not completely irrational
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