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Investor Sentiment Risk and the Abnormal
Performance of IPOs: An Application of
Sunshine Effect

Rocer C. Y. CHEN, SHyan-Rong CHOU, CHao-SHI WANG :

ABSTRACT

Based on the psychological argument and the surshffiect suggested by Hirshleifer and Shumway (2003
we firstly present a model, taking investor sentithénto consideration, to investigate the differeschetween
short-term and long-term performances of IPOs. @urpirical results indicate that investor sentimemn
help explain the short-term abnormal return of IP@®asured by the Fama-French three factors model.
Nonetheless, investor sentiment doesn’t play anlg iia understanding the long-term performance o®$Pand
the short-term and long-term performances of theahad firms. The evidence shows that we can awtieb
the short-term abnormal return of IPOs partly tovéstor sentiment while the long-term performancesidl
decided by actual operating figures of individuadntpanies. Furthermore, investor sentiment influenc
more on non-electronic industry than on electroimdustry. We may interpret this finding as inverstoare
not so enthusiastic in collecting related infornmation non-electronic companies. The sentiment dact
therefore becomes essential in making investmewgisden.

Keywords: IPOs, investor sentiment, sunshine effect, Fama-French three factors model
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