
Academy of Accounting and Financial Studies Journal                                                            Volume 28, Special issue 5, 2024 

                                                                                                  1                                                                1528-2635-28-S5-004 

Citation Information: Owusu, K., (2024). The role of investor sentiment in stock market price fluctuations. Academy of 

Accounting and Financial Studies Journal, 28(S5), 1-3. 

THE ROLE OF INVESTOR SENTIMENT IN STOCK 

MARKET PRICE FLUCTUATIONS 

Kofi Owusu, University of Ghana Business School 

ABSTRACT 

Investor sentiment plays a crucial role in influencing stock market price fluctuations, 

often driving short-term movements that deviate from underlying fundamental values. This 

article explores the dynamics of investor sentiment, examining its impact on market 

psychology, trading behaviors, and overall market efficiency. By analyzing key factors that 

shape investor sentiment, such as media influence, economic indicators, and behavioral 

biases, this article provides insights into how sentiment-driven fluctuations can lead to 

market inefficiencies and opportunities for investors. Understanding the role of investor 

sentiment is essential for navigating volatile market conditions and making informed 

investment decisions. 
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INTRODUCTION 

In the realm of financial markets, the interplay between investor sentiment and stock 

prices often presents a fascinating dichotomy between rational valuation and psychological 

influences. Investor sentiment refers to the collective mood, attitude, and emotional state of 

market participants towards the future prospects of stocks or the market as a whole (Wu, 

2021). This sentiment, rather than solely driven by fundamental factors like earnings or 

economic data, can lead to significant fluctuations in stock prices over the short term (Baker 

& Wurgler, 2007). 

Understanding Investor Sentiment 

Investor sentiment is shaped by a myriad of factors, both rational and irrational. 

Media coverage, economic indicators, corporate earnings reports, and geopolitical events all 

contribute to shaping how investors perceive market conditions and future prospects (Gong et 

al., 2022). Positive sentiment can lead to bullish behavior, with investors optimistic about 

potential gains and willing to bid up stock prices. Conversely, negative sentiment can result 

in bearish behavior, with fear and pessimism prompting selling pressure and driving prices 

down (Guo, 2023). 

Behavioural Biases and Sentiment 

Behavioural finance theory underscores the role of psychological biases in investor 

decision-making. Cognitive biases such as overconfidence, herd mentality, and loss aversion 

can amplify sentiment-driven movements in stock prices (Kumari, 2019). For instance, 

during periods of irrational exuberance, investors may disregard valuation metrics and follow 

the herd into overvalued stocks, leading to market bubbles. Conversely, during periods of 

extreme fear, panic selling can drive prices well below intrinsic values, presenting buying 

opportunities for contrarian investors (Kumari & Mahakud, 2016). 
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Market Efficiency and Sentiment 

The efficient market hypothesis suggests that stock prices reflect all available 

information and therefore follow a random walk pattern. However, the presence of investor 

sentiment introduces inefficiencies into markets (Shu, 2010). Sentiment-driven fluctuations 

can cause prices to deviate from fundamental values, creating opportunities for arbitrage and 

active trading strategies. Over the short term, sentiment can dominate market dynamics, 

overshadowing rational valuation metrics and leading to price volatility (Lee et al., 2002). 

Implications for Investors 

For investors, understanding the role of investor sentiment is crucial for making 

informed decisions and managing risk (Liu, 2015). While sentiment-driven fluctuations can 

present trading opportunities, they also pose risks of overvaluation or undervaluation. 

Strategies that incorporate sentiment analysis alongside fundamental and technical analysis 

can help investors navigate volatile market conditions and capitalize on mispricings (Oprea & 

Brad, 2014). Moreover, maintaining a disciplined investment approach and avoiding 

succumbing to emotional biases can enhance long-term portfolio performance. 

CONCLUSION 

In conclusion, investor sentiment plays a pivotal role in shaping stock market price 

fluctuations. By influencing market psychology, trading behaviors, and market efficiency, 

sentiment can lead to short-term deviations from fundamental values. While sentiment-driven 

movements introduce opportunities for profit, they also heighten market volatility and risk. 

Investors who grasp the dynamics of investor sentiment can better position themselves to 

navigate market cycles, identify potential opportunities, and mitigate risks in their investment 

strategies. Ultimately, integrating sentiment analysis with rigorous fundamental analysis can 

empower investors to make informed decisions amid the dynamic landscape of financial 

markets. 
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