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Abstract

This paper is aimed to investigate the effect of investor sentiment on relation between
cross-sectional expected stock return and left tail risk. For this aim, a sample of 201 listed
firms in Tehran Stock Exchange from 2009 to 2019 is examined. “Portfolio analysis” and
“Fama-Mcbeth regression” (1973) approaches are used to test this hypothesis “investor
sentiment affects the relation between expected stock return and left tail risk”. According
to findings, Reverse relation between VaR and expected stock return is confirmed for high
sentiment period but isn t for low sentiment period. The volatility effect overcomes the VaR
explanation power to elucidate cross-sectional stock return variations for High sentiment.
Increased sentiment of noisy investors strengthens their optimism and subsequently
increases stock price. This point results in limit to arbitrage therefore the effect of noisy
investors can not be cancle out. By increasing the level of investor sentiment, stock retrun
is overestimated and its risk is underestimated. Demand for stock having high volatility
increases its price and consequently the future stock return decreases. The results show
the relation between expected stock return and VaR affected by investor sentiment.
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