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Sentiment and Stock Market Volatility Revisited: A Time-
Frequency Domain Approach

Debasish Maitra®, Department of Accounting and Finance, Indian Institute of Management
Indore (I11M Indore), Indore, Madhya Pradesh-453556, India.

Saumya Ranjan Dash, Department of Accounting and Finance, Indian Institute of
Management Indore (IIM Indore), Indore, Madhya Pradesh-453556, India.

Abstract: The cause and consequences of stock market volatility are considered to be a
legitimate concern for market participants, regulators and policy makers. This article
examines the relationship between investor sentiment and stock return volatility in the
context of Indian stock market. Our empirical analysis for examining the sentiment and
volatility relationship focuses on wavelet approach to carry out the time-frequency domain
analysis. The results reveal that there is weak conditional correlation between sentiment and
volatility. Investor sentiment is found to affect both conditional and realized volatility in the
short as well as medium run. Results also show that small size stocks are more prone to the
impact of sentiment. Significant co-movement between sentiments and return is noted during
different volatile periods (pre-crisis, crisis and post-crisis) at different frequencies.

JEL CLASSIFICATION: C22, C32, G10, G12

KEYWORDS: sentiment, volatility, wavelet approach, time-frequency analysis

! Corresponding author: Debasish Maitra, Email: debasishm@iimidr.ac.in



ISIf)rticles el Y 20 6La5 s 3l OISl ¥
Olpl (pawasd DYl gz 5o Ve 00 Az 5 ddes 36kl Ol ¥/
auass daz 3 Gl Gy V

Wi Ol3a 9 £aoge o I rals 9oy T 55 g OISl V/

s ,a Jol domieo ¥ O, 55l 0lsel v/

ol guae sla oLl Al b ,mml csls p oKl V7

N s ls 5l e i (560 sglils V7

Sl 5,:K8) Kiadigh o Sl (5300 0,00 b 25 ol Sleiiy ¥/


https://isiarticles.com/article/101267

