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7. Conclusion

Understanding the combined effect of investor behavior and investor sentiment on the formation of stock prices is an
important issue in behavioral finance. In this paper, we offer explanations of excess returns with individual stock crowded
trades and individual stock investor sentiment.

We show directly that individual stock crowded trades and individual stock investor sentiment have significant effects on
excess returns. Specifically, we find that excess returns increase with individual stock crowded trades and individual stock
investor sentiment including or excluding the Fama-French three factors of China Stock Markets. Furthermore, excess
returns increase with individual stock buyer-initiated crowded trades, and decrease with individual stock seller-initiated
crowded trades including or excluding the Fama-French three factors of China Stock Markets. These evidences are consistent
with the view that both investor behavior and investor sentiment have significant impacts on excess returns.
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