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The Impact of Investor Sentiment on the Pair Trading Efficiency

HE Xuehui',LIU Yinglin®
(1.School of Finance ,Shanghai University of International Business and Economics ,Shanghai 201620 ,China;
2.Macquarie University ,NSW ,2109 ,Australia)

Abstract: Pair trading is a market neutral arbitrage strategy that are widely adopted by foreign and domestic investors.From the per-
spective of behaviour finance,the impact of investor sentiment on the efficiency of pair trading market is still an unsolved mystery.This
article analyzed the impact,using the data from January 4th 2000 to December 31th 2015 in Chinese stock market,using principal com-
ponent analysis to construct the investor sentiment index,and practising the minimum distance method and the cointegration in 10 cate-
gories.The result shows that the wide differences among arbitrage trading efficiencies in diversified fields are obvious.Spirited sentiment
has little effect on arbitrage efficiency, while depressed sentiment makes pair trading more efficient and obviously intensified in some
categories such as real estate.

Key Words: Pair trading; Cointegration ; Minimum distance method ; Investor sentiment ; Market efficiency
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