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��� 	��������)
����������	�� �� ������ �	�������� �� ��	�	��� ��� ����� ��	��� 	� � �����$� 
���
��� �����	�� �� ���� 	�������� 	� ����	���� 	����	����� *� 
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� ���� �����)� ����
����� ������� ��� ��	�������

������	��� ��� �������� ����������	�� �� ��	�	�� �� �5
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� ��� ������� (� ����	�
���� 
� ��� �
� � ����� 
���� 	��
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�� ����
���
�� �	�����	�� �� ��	�	��� (� ����	�
���� 
� ����	��� � ����� �� ���� ���� ���###
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����� �� � �	���	�� ���� �� ��� �	�������� 	� �������	��� ����	�� �� ��	�� 	��
������ �
������� ��� ����� ��� ��� ��	�� ������ ���
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Table 1: Descriptive Statistics 

 
Investors are grouped into 4 categories, on the basis of some institutional differences. The Individuals 
Accounts include: Administrator, Individual, Non-Prototype Individual, Sole Proprietorship, and Personal 
Representative. The Tax-benefited Accounts include Traditional IRA, UTMA, Rollover IRA, Sep-IRA, 
Joint-WROs, Money Purchase Keogh, Non-Prototype IRA, ROTH IRA, Simple IRA and PS Voluntary 
Keogh. The Fiduciary and Trusts Accounts include the Conservator, Executor, Fiduciary, Guardian, 
Transfer on Death-Individual, Trust: under Agreement, Trust under Indenture, Trust under Will. The 
Groups Accounts include the Bank, Religious Organisation, Joint CP, Corporation, Investment Club, 
Professional Corp., Partnership, Joint TIC, Joint TBE, Unincorporated Association, UGMA, Professional 
Association. Running Balance is constructed as the average holdings standardised by the amount of time 
they are held. Turnover is calculated as the absolute sum of purchases and sales (expressed in terms of 
number of shares) in the fund divided by the average running balance. Investor Profit Ratio is calculated as 
the ratio between the terminal value of the sum of the inflows and outflows each accrued at the return on the 
index fund and the terminal value of a buy and hold strategy.  

 
   

Individuals 
Tax-benefited 

Accounts 
Fiduciary 
and Trust 

 
Groups 

 
Total 

Number of Accounts  16,185 66,903 5,493 2,179 90,768 
Number of Transactions  51,864 185,059 15,558 7,119 259,614 
Percentage of Purchases  0.82 0.82 0.83 0.81 0.82 
Percentage of Sales  0.18 0.17 0.16 0.18 0.17 

 
Mean 

 
400 

 
254 

 
584 

 
1341 

 
327 

Median 170 116 244 195 134 

 
Running Balance 
(in number of shares) 
 S.Dev 1,106 665 2,061 2,259 3,617 

 
Mean 

 
30.18 

 
16.55 

 
202.35 

 
15.68 

 
30.23 

Median 1.12 1.02 1.03 1.11 1.03 

 
Turnover Ratio 

S.Dev 997.19 608.69 12,556.5 1,250 3,160 
 

Mean 
 

1.17 
 

1.19 
 

1.97 
 

1.21 
 

1.23 
Median 0.85 0.88 0.85 0.84 0.87 

 
Investor Profit Ratio 

S.Dev 6.14 13.14 68.41 5.05 20.44 
 

Mean 
 

3.20 
 

2.76 
 

2.83 
 

3.26 
 

2.86 
Median 2.00 2.00 2.00 2.00 2.00 

 
Number of Transactions 
 

S.Dev 4.30 3.82 4.79 5.09 4.01 
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Table 2:  Typology of “Rational Investors” 

 
Negative return feedback investors (NRFI) are defined as the investors who invest in the fund when the daily return of 
the index of the previous day is negative and positive return feedback investors (PRFI) are defined as the investors 
who invest in the fund when the daily return of the index of the previous day is positive. Negative volatility feedback 
investors (NVFI) are defined as the investors who invest in the fund when the volatility of the day before the 
investment is decreasing with respect to the previous day positive volatility feedback investors (PVFI) are defined as 
the investors who invest in the fund when the volatility of the day before the investment is increasing with respect to 
the previous day. Volatility is the implied volatility on the option on the SP500 as defined using the Black-Sholes 
pricing formula. Rational agents are identified on the basis of their systematic behavior. A small sample test of 
equality between the distribution of investors’ behavior and market returns based on the binomial distribution is 
applied and the investors with a statistic greater than 10% have been identified as rational investors. All the cases 
where the test is equal to zero or is not defined are called “undefined”. Only accounts with at least 3 transactions are 
considered. 
 

 
All Accounts 

 
 Individuals 

(%) 
Tax-benefited 

Accounts  
(%) 

Fiduciary and 
Trust  
(%) 

Groups  
(%) 

Total  
(%) 

 
 Purch. Sales Purch. Sales Purch. Sales Purch. Sales Purch. Sales 

α>0.1 1.19 0.10 1.04 0.12 1.06 0.11 1.51 0.14 1.08 0.11 PRFI 
0.5>α>0.1 11.16 2.26 9.97 1.77 9.72 1.80 13.35 2.34 10.25 1.87 

Undef.  63.89 85.32 69.46 87.11 66.76 88.26 61.22 85.87 68.10 86.83 
0.5>α>0.1 20.87 11.99 17.38 10.76 19.55 9.58 20.70 11.11 18.22 10.91 NRFI 

α>0.1 2.90 0.34 2.15 0.24 2.91 0.25 3.21 0.55 2.36 0.27 
α>0.1 1.84 0.14 1.28 0.08 1.20 0.15 1.42 0.18 1.38 0.09 VPFI 

0.5>α>0.1 12.65 2.37 10.47 1.72 12.12 1.67 13.45 1.97 11.03 1.84 
Undef.  66.76 87.00 71.46 88.42 68.60 89.50 65.08 86.97 70.29 88.20 

0.5>α>0.1 17.71 10.41 15.94 9.70 17.29 8.54 19.00 10.83 16.41 9.79 NPFI 
α>0.1 1.05 0.08 0.85 0.08 0.78 0.15 1.06 0.05 0.88 0.08 

 
Accounts with more than 8 transactions 

 
 Purch. Sales Purch. Sales Purch. Sales Purch. Sales Purch. Sales 

α>0.1 10.40 0.89 12.38 1.26 11.07 2.29 17.16 1.49 11.99 1.24 PRFI 
0.5>α>0.1 35.38 9.33 38.92 7.96 40.46 9.92 39.55 10.45 38.21 8.44 

Undef.  11.11 74.40 11.94 73.51 12.98 74.81 7.46 73.13 11.68 73.77 
0.5>α>0.1 27.11 13.78 23.85 15.28 21.37 11.07 21.64 11.19 24.40 14.60 NRFI 

α>0.1 16.00 1.60 12.91 1.99 14.12 1.91 14.18 3.73 13.71 1.94 
α>0.1 16.44 1.42 14.93 0.88 14.89 1.91 12.69 2.99 15.21 1.11 VPFI 

0.5>α>0.1 28.98 8.62 30.55 8.87 30.15 8.02 29.10 8.21 30.13 8.75 
Undef.  15.56 76.62 12.91 75.83 15.65 77.48 11.19 79.10 13.61 76.18 

0.5>α>0.1 28.62 12.36 30.49 13.37 29.77 9.54 37.31 8.96 30.21 12.82 NPFI 
α>0.1 10.40 0.98 11.12 1.05 9.54 3.05 9.70 0.75 10.83 1.13 
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Table 3:  Stock returns and dispersion of opinions 

(incremental explanatory power of dispersion of opinions) 
The table reports the means of the Adjusted R2 from the daily cross-sectional of the second stage of a Fama-MacBeth 
procedure based only on 4 dispersion of opinions-related factors. The dispersion of opinions-related factors are 
constructed by identifying the transactions (purchases and sales) of different classes of investors. Investors are 
identified in terms of the amount of money invested in the index fund on average (Average Holdings), the money the 
have invested at the end of the period (Running Balance), the dispersion of the holdings over time (Holding 
Dispersion), their frequency of trading (Number of Transactions and Turnover). Average Holdings are defined as the 
number of shares the investor has in the fund multiplied by the length of time they are held, the Dispersion of 
Holdings is the standard deviation of the holdings over time. Turnover is calculated as the absolute sum of purchases 
and sales in the fund divided by the average running balance and Running Balance is constructed as the average 
holdings standardized by the amount of time they are held.  Investors are then ranked in 50 groups in ascending order 
and their purchases and sales are separately aggregated. This provides 50 time-series of both purchases and sales for 
each of the 6 groupings. Then for each of the 50 categories we calculate the absolute difference in percentage changes 
of purchases with respects to all the other 49 categories. We calculate the average value of these time series for the 
first 25 and the last 25 categories separately considered (Specification I). The resulting time series provide the first 
two factors. The other two factors are calculated analogously by using the sales. In an alternative specification we 
calculate the standard deviation of the value of these time series for the first 25 and the last 25 categories separately 
considered (Specification II).  The dispersion of opinions-related factors are then orthogonalized by regressing them 
on the fundamentals-related factors. In the case of “Perceived States”, the dispersion of opinions-related factors are 
constructed in the same way, but instead of purchases and sales, we considered the underlying perceived states 
estimated by using a Kalman Filter technique. The fundamentals-related factors are extracted from past returns. In 
particular, we consider the regularly-traded individual securities in the U.S. market. Loadings for each portfolio and 
portfolio weights are estimated via a principal component analysis performed on over-lapping 90 days windows 
through the sample period. The factors are extracted and loadings estimated using leading rolling windows.  For the 
returns, we take the 560 stocks in the CRSP database that have been consecutively traded in the two-year period 
1997-1998 with no missing observations.  We then create 20 portfolios each containing 28 stocks, ranked by market 
capitalization.  A Dimson-Marsh correction using two days of leads and lags is applied to control for potential lead-
lag effects due to asynchronous trading. The factor extraction and the estimation of the betas are updated each day in 
the sample, following the initial 90-day estimation period. Thus, betas are allowed to vary through time. In stage 2, 
we regress portfolio returns on betas for each day following the estimation period. For each day a cross-section over 
the 20 portfolios is estimated. We report the mean values of the Adjusted R2 of such a cross-section, averaged over 
time.  
 

 Flows-based Dispersion of Opinions 
 I Specification II Specification 
Full Set of Factors. 
Classification based on :     
 
Holding Dispersion  0.103 0.093 
Running Balance 0.102 0.094 
Average Holdings  0.100 0.094 
Number of Transactions 0.106 0.094 
Portfolio Turnover 0.105 0.094 
    

 Perceived States-based Dispersion of Opinions 
 I Specification II Specification 
Full Set of Factors. 
Classification based on :     
 
Holding Dispersion  0.101 0.090 
Running Balance 0.105 0.102 
Average Holdings  0.102 0.094 
Number of Transactions 0.102 0.091 
Portfolio Turnover 0.103 0.102 
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Table 4:  Stock returns and dispersion of opinions 

(statistical significance of incremental explanatory power) 
The table reports the means of the R2 from the daily cross-sectional of the second stage of a Fama-MacBeth procedure 
with 8 factors: four fundamental-related factors and four dispersion of opinions-related factors. The fundamental-
related factors are extracted from past returns. In particular, we consider the regularly traded individual securities in 
the U.S. market. Loadings for each portfolio and portfolio weights are estimated via a principal component analysis 
performed on over-lapping 90 days windows through the sample period. The factors are extracted and loadings 
estimated using leading rolling windows.  For the returns, we take the 560 stocks in the CRSP database that have 
been consecutively traded in the two-year period 1997-1998 with no missing observations.  We then create 20 
portfolios each containing 28 stocks, ranked by market capitalization. The dispersion of opinions-related factors are 
constructed by identifying the transactions (purchases and sales) of different classes of investors. The classes are 
determined by grouping the accounts on the basis of the characteristics of the investors. Investors are identified in 
terms of the amount of money invested in the index fund on average (Average Holdings), the money the have 
invested at the end of the period (Running Balance), the dispersion of the holdings over time (Holding Dispersion), 
their frequency of trading (Number of Transactions and Turnover).  Average Holdings are defined as the number of 
shares the investor has in the fund multiplied by the length of time they are held, the Dispersion of Holdings is the 
standard deviation of the holdings over time. Turnover is calculated as the absolute sum of purchases and sales in the 
fund divided by the average running balance and Running Balance is constructed as the average holdings 
standardized by the amount of time they are held.  Investors are then ranked in 50 groups in ascending order and their 
purchases and sales are separately aggregated. This provides 50 time-series of both purchases and sales for each of 
the 6 groupings. Then for each of the 50 categories we calculate the absolute difference in percentage changes of 
purchases with respects to all the other 49 categories. We calculate the average value of these time series for the first 
25 and the last 25 categories separately considered (Specification I). The resulting time series provide the first two 
factors. The other two factors are calculated analogously by using the sales. In an alternative specification we 
calculate the standard deviation of the value of these time series for the first 25 and the last 25 categories separately 
considered (Specification II).  The dispersion of opinions-related factors are then orthogonalized by regressing them 
on the first four factors (fundamentals-related factors). In the case of “Perceived States”, the dispersion of opinions-
related factors are constructed in the same way, but instead of purchases and sales, we considered the underlying 
perceived states estimated by using a Kalman Filter technique. A Dimson-Marsh correction using two days of leads 
and lags is applied to control for potential lead-lag effects due to asynchronous trading. The factor extraction and the 
estimation of the betas are updated each day in the sample, following the initial 90-day estimation period. Thus, betas 
are allowed to vary through time. In stage 2, we regress portfolio returns on betas for each day following the 
estimation period. For each day a cross-section over the 20 portfolios is estimated. We report the mean values of the 
Adjusted R2 of such a cross-section, averaged over time. We consider the case based only on the fundamentals-related 
factors (4 factors) and the case based on both fundamental-related factors and dispersion of opinions factors (Full set 
of 8 factors).  For the specification inclusive of all the 8 factors we also report the P-Value of the t-test testing 
whether the means of the Adjusted R2 estimated using full set of factors are statistically different from the ones 
estimated using only the fundamentals-related factors.  

 Flows-based Dispersion of Opinions 
 I Specification II Specification 
 
Fundamentals-Related 
Factors Only 

Mean 
 

0.126 

P Value 
 
- 

Mean 
 

0.126 

P Value 
 
- 

 
Full Set of Factors. 
Classification based on :      
Holding Dispersion  0.172 0.0001 0.173 0.0001 
Running Balance 0.160 0.0010 0.154 0.0080 
Average Holdings 0.163 0.0001 0.172 0.0001 
Number of Transactions 0.174 0.0001 0.168 0.0001 
Portfolio Turnover 0.176 0.0001 0.160 0.0020 
     

 Perceived States-based Dispersion of Opinions 
 I Specification II Specification 
Full Set of Factors. 
Classification based on :  

Mean P Value Mean  P Value 

Holding Dispersion  0.175 0.0001 0.177 0.0001 
Running Balance 0.172 0.0001 0.169 0.0001 
Average Holdings  0.163 0.0010 0.171 0.0001 
Number of Transactions 0.157 0.0020 0.181 0.0001 
Portfolio Turnover 0.175 0.0001 0.170 0.0001 
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Table 5:  Impact of Dispersion of opinions in different regimes 
 

A Markov-switching regime model is estimated for the specification Rt = α + ß1 DB1,t + ß2 DB2,t +γLTYt +δJYt 
+ζSTYt +µRt-1+ν DYt +θVt + εt, where Rt is the daily return on the S&P500 index, LTYt is the yield on long term 
corporate bond, JYt is the yield on Junk bond, STYt is the yield on the T-Bills, DYt is the dividend yield of the Index 
and Vt is the overall trading volume on the S&P 500. DBt is the measure of dispersion of opinions. It is constructed 
by identifying the transactions (purchases and sales) of different classes of investors. The classes are determined by 
grouping the accounts on the basis of the characteristics of the investors. Investors are identified in terms of the 
amount of money invested in the index fund on average (Average Holdings), the money the have invested at the end 
of the period (Running Balance), the dispersion of the holdings over time (Holding Dispersion), their frequency of 
trading (Number of Transactions and Turnover). Average Holdings are defined as the number of shares the investor 
has in the fund multiplied by the length of time they are held, the Dispersion of Holdings is the standard deviation of 
the holdings over time. Turnover is calculated as the absolute sum of purchases and sales in the fund divided by the 
average running balance and Running Balance is constructed as the average holdings standardized by the amount of 
time they are held.  Investors are then ranked in 50 groups in ascending order and their purchases and sales are 
separately aggregated. This provides 50 time-series of both purchases and sales for each of the 6 groupings. Then for 
each of the 50 categories we calculate the absolute difference in percentage changes of purchases with respects to all 
the other 49 categories. We calculate the average value of these time series for 50 categories (“Flows”). The resulting 
time series provides the first factor (DB1,t ). The other factor is calculated analogously by using the sales (DB2,t). In an 
alternative specification we calculate the standard deviation of the value of these time series for the first 25 and the 
last 25 categories separately considered (“Perceived States”).  The dispersion of opinions-related factors are then 
orthogonalized by regressing them on the first four factors (fundamentals-related factors). In the case of  “Perceived 
States”, the dispersion of opinions-related factors are constructed in the same way, but instead of purchases and sales, 
we considered the underlying perceived states estimated by using a Kalman Filter technique. We consider alternative 
specifications that differ, depending on whether lagged returns or contemporaneous trading volume on the S&P500 
are included. In the latter case, the measure of dispersion of opinions is previously orthogonalized by regressing it on 
the trading volume itself. The flows (purchases and sales) have been standardized by dividing them by 100,000. 

 
I Specification 

(Rt = α + ß1 DB1,t + ß2 DB2,t +γLTYt +δJYt +ζSTYt +ν DYt + εt,) 
 

 Flows-based Dispersion of Opinions 
 ß1 ß2 

 I Regime II Regime I Regime II Regime 
 Value Tstat Value TStat Value TStat Value TStat 
Full Set of Factors. 
Classification based on :  
         
Holding Dispersion  0.02 0.60 0.30 2.24 -0.61 -7.15 0.67 2.60 
Running Balance 0.03 0.88 0.91 3.91 -0.55 -6.98 0.91 2.80 
Average Holdings 0.03 0.83 0.90 4.09 -0.60 -6.80 0.85 2.45 
Number of Transactions 0.02 0.61 0.83 4.56 -0.56 -7.03 0.84 2.65 
Portfolio Turnover 0.02 0.73 0.84 4.04 -0.57 -6.91 0.91 2.96 
     

 Perceived States-based Dispersion of Opinions 
 ß1 ß2 
 I Regime II Regime I Regime II Regime 
 Value TStat Value TStat Value TStat Value TStat 
Full Set of Factors. 
Classification based on : 
          
Holding Dispersion  0.01 0.09 1.23 2.76 -0.81 -6.70 1.04 4.56 
Running Balance 0.02 0.23 1.19 2.34 -0.57 -6.02 0.95 4.77 
Average Holdings 0.02 0.16 1.37 2.77 -0.69 -5.99 1.04 4.68 
Number of Transactions 0.00 0.01 1.24 2.79 -0.74 -5.86 1.04 4.41 
Portfolio Turnover 0.00 -0.03 1.30 2.91 -0.75 -6.28 1.03 4.53 
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II Specification 
(Rt = α + ß1 DB1,t + ß2 DB2,t +γLTYt +δJYt +ζSTYt +ν DYt +θVt + εt,) 

 

 Flows-based Dispersion of Opinions 
 ß1 ß2 

 I Regime II Regime I Regime II Regime 
 Value Tstat Value TStat Value TStat Value TStat 
Full Set of Factors. 
Classification based on :          
 
Holding Dispersion  0.01 1.30 0.01 0.73 -0.05 -5.34 0.07 2.82 
Running Balance 0.01 1.53 0.02 0.69 -0.05 -5.52 0.06 2.21 
Average Holdings 0.01 1.83 0.14 2.00 -0.02 -2.09 0.10 6.41 
Number of Transactions 0.00 1.01 0.03 2.26 -0.05 -6.27 0.06 2.10 
Portfolio Turnover 0.01 1.41 0.01 0.75 -0.05 -5.36 0.07 2.68 
     

 Perceived States-based Dispersion of Opinions 
 ß1 ß2 
 I Regime II Regime I Regime II Regime 
 Value Tstat Value TStat Value TStat Value TStat 
Full Set of Factors. 
Classification based on :          
 
Holding Dispersion  0.01 0.49 0.10 2.40 -0.07 -5.34 0.08 3.29 
Running Balance 0.01 0.51 0.11 2.56 -0.05 -4.57 0.06 3.13 
Average Holdings 0.01 0.62 0.10 2.37 -0.06 -4.49 0.08 3.37 
Number of Transactions 0.01 0.49 0.10 2.41 -0.06 -4.42 0.08 3.19 
Portfolio Turnover 0.00 0.42 0.10 2.48 -0.06 -4.81 0.08 3.32 
     

III Specification 
(Rt = α +ß1 DB1,t + ß2 DB2,t +γLTYt +δJYt +ζSTYt +µRt-1 +ν DYt  + εt,) 

 

 Flows-based Dispersion of Opinions 
 ß1 ß2 
 I Regime II Regime I Regime II Regime 
 Value TStat Value Tstat Value TStat Value TStat 
Full Set of Factors. 
Classification based on : 
          
Holding Dispersion  0.02 0.55 0.21 1.70 -0.63 -6.69 0.94 3.26 
Running Balance 0.03 0.91 0.81 4.15 -0.59 -7.15 0.73 2.36 
Average Holdings 0.03 0.78 0.42 1.82 -0.68 -7.40 0.53 1.78 
Number of Transactions 0.02 0.66 0.30 2.49 -0.63 -7.65 0.66 2.43 
Portfolio Turnover 0.02 0.75 0.34 2.31 -0.63 -7.59 0.71 2.58 

 Perceived States-based Dispersion of Opinions 
 ß1 ß2 
 I Regime II Regime I Regime II Regime 
 Value TStat Value Tstat Value TStat Value TStat 
Full Set of Factors. 
Classification based on :  
         
Holding Dispersion  0.01 0.09 1.23 3.01 -0.82 -6.46 0.77 3.37 
Running Balance 0.01 0.12 1.20 2.36 -0.61 -6.31 0.94 4.56 
Average Holdings 0.02 0.20 1.28 3.06 -0.68 -5.60 0.75 3.43 
Number of Transactions 0.01 0.12 1.01 2.02 -0.70 -6.18 1.15 4.24 
Portfolio Turnover 0.00 0.00 1.27 3.19 -0.75 -5.95 0.73 3.15 
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Table 6:  Dispersion of opinions and rational investors 

(incremental explanatory power) 
The table reports the means of the R2 from the daily cross-sectional of the second stage of a Fama-MacBeth procedure 
with 12 factors: eight fundamentals-related factors (four extracted from past returns, four based on the investors’ 
flows orthogonalized by regressing them on the first four factors) and four dispersion of opinions-related factors. The 
fundamental-related factors are extracted from past returns. In particular, we consider the regularly traded individual 
securities in the U.S. market. Loadings for each portfolio and portfolio weights are estimated via a principal 
component analysis performed on over-lapping 90 days windows through the sample period. The factors are extracted 
and loadings estimated using leading rolling windows.  For the returns, we take the 560 stocks in the CRSP database 
that have been consecutively traded in the two-year period 1997-1998 with no missing observations.  We then create 
20 portfolios each containing 28 stocks, ranked by market capitalization. The dispersion of opinions-related factors 
are constructed by identifying the transactions (purchases and sales) of different classes of rational investors. They are 
constructed as the absolute differences between percentage changes of positive and negative feedback investors, both 
defined in terms of return and volatility. We consider two specifications.  In the first specification, the factors are 
constructed using the flows (both purchases and sales) of positive and negative feedback investors, defined on the 
basis of return and volatility. Each single portfolio is composed of the percentage changes in both purchases and 
sales of the investors belonging to the specific category. For example, the portfolio of negative return feedback 
investors (NRFI) is made of four components: a measure of dispersion constructed by using the purchases of the 
negative feedback investors identified on the basis of their sales, a measure of dispersion constructed by using the 
purchases of the negative feedback investors identified on the basis of their purchases, a measure of dispersion 
constructed by using the sales of the negative feedback investors identified on the basis of their sales and a measure 
of dispersion constructed by using the purchases of the negative feedback investors identified  on the basis of their 
purchases. In the second specification, the four factors are constructed by using the purchases and sales separately 
considered, of feedback investors, regardless of the direction of their reaction (positive or negative feedback 
investors). We therefore have dispersion defined on the basis of purchases of return investors, dispersion defined on 
the basis of the purchases of volatility investors, sales of return investors, sales of volatility investors, net purchases 
(purchases minus sales) of return investors and net purchases of volatility investors. For example the portfolio of the 
purchases of return investors is made of four components of the measure of dispersion: the one based on the 
purchases of the negative return investors identified on the basis of their purchases, the one based on the purchases of 
the negative return investors identified on the basis of their sales, the one based on purchases of the positive return 
investors identified on the basis of their purchases and the one based on the purchases of the positive return investors 
identified on the basis of their sales. Loadings for each portfolio and portfolio weights are estimated via a principal 
component analysis performed on over-lapping 90 days windows through the sample period. A Dimson-Marsh 
correction using two days of leads and lags is applied to control for potential lead-lag effects due to asynchronous 
trading. The factor extraction and the estimation of the betas are updated each day in the sample, following the initial 
90-day estimation period. Thus, betas are allowed to vary through time. In stage 2, we regress portfolio returns on 
betas for each day following the estimation period. 
The table also reports the P-values of the tests which assess whether the means of the R2 of the regressions with the 
dispersion of opinions-related as well as the dispersion of opinions-related factors are statistically different from the 
means of the R2 estimated using only the fundamentals-related factors. 
 
 Mean P 

 
I Specification 

(measure of dispersion of opinions based on both purchases and sales for positive and negative 
feedback investors, separately considered) 

Negative Return Investors 0.2459 0.004 
Positive Return Investors. 0.2214 0.007 
Negative Volatility Investors. 0.2169 0.530 
Positive Volatility Investors. 0.2489 0.001 

 
II Specification 

(measure of dispersion of opinions based on purchases and sales separately considered for generic 
feedback investors) 

Return Investors’ Purchases 0.2133 0.010 
Return Investors’ Sales 0.2225 0.400 
Volatility Investors’ Purchases 0.2113 0.080 
Volatility Investors’ Sales 0.2061 0.370 
Return Investors’ Net Purchases 0.2289 0.003 
Volatility Investors’ Net Purchases. 0.2094 0.040 
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Table 7:  Dispersion of opinions and rational investors 

(residuals and dispersions of opinions) 
The functional specification estimated is Rest = α +�ßkDBkt + εt, where Rest are the residuals calculated from the daily cross-
sectional of the second stage of a Fama-MacBeth procedure with 8 eight fundamentals-related factors (four extracted from past returns, 
four based on the investors’ flows orthogonalized by regressing them on the first four factors). DBkt are the dispersion of opinions. 
The fundamental-related factors extracted from past returns are constructed using a principal component technique. We consider the 
regularly traded individual securities in the U.S. market. Loadings for each portfolio and portfolio weights are estimated via a principal 
component analysis performed on over-lapping 90 days windows through the sample period. The factors are extracted and loadings 
estimated using leading rolling windows.  For the returns, we take the 560 stocks in the CRSP database that have been consecutively 
traded in the two-year period 1997-1998 with no missing observations.  We then create 20 portfolios each containing 28 stocks, ranked 
by market capitalization. The fundamentals-related factors based on investors’ flows are constructed by orthogonalizing the purchases 
and sales of the rational investors on the first four factors constructed by using by using only past returns.  We consider alternative 
specifications that differ depending on the type of flows we use to construct these four actors. We consider either the purchases and 
sales of the investors identified in terms of positive (positive return or volatility investors) and negative (negative return or volatility 
investors) reactions, or the purchases and sales separately considered of the investors defined on in terms of the event they react to 
(return and volatility investors). Also the case when only the first 4 factors extracted from past returns is considered (“Return”). The 
dispersion of opinions-related factors are constructed using the same way of aggregating the transactions (purchases and sales) of 
different classes of rational investors used to build the previously defined fundamentals-related factors. They are constructed as the 
absolute differences between percentage changes of positive and negative feedback investors, both defined in terms of return and 
volatility. The factors are constructed using the flows (both purchases and sales) of positive and negative feedback investors, defined on 
the basis of return and volatility. Each single portfolio is composed of the percentage changes in both purchases and sales of the 
investors belonging to the specific category. For example, the portfolio of negative return feedback investors (NRFI) is made of four 
components: a measure of dispersion constructed by using the purchases of the negative feedback investors identified on the basis of 
their sales, a measure of dispersion constructed by using the purchases of the negative feedback investors identified on the basis of their 
purchases, a measure of dispersion constructed by using the sales of the negative feedback investors identified on the basis of their sales 
and a measure of dispersion constructed by using the purchases of the negative feedback investors identified  on the basis of their 
purchases. Loadings for each portfolio and portfolio weights are estimated via a principal component analysis performed on over-
lapping 90 days windows through the sample period. A Dimson-Marsh correction using two days of leads and lags is applied to control 
for potential lead-lag effects due to asynchronous trading. The factor extraction and the estimation of the betas are updated each day in 
the sample, following the initial 90-day estimation period. Thus, betas are allowed to vary through time. In stage 2, we regress portfolio 
returns on betas for each day following the estimation period. 
 
 Specifications 
 Return Negative Return 

Investors 
Positive Return 

Investors 
Negative Volat. 

Investors 
Positive Volat. 

Investors 

 Value TStat Value TStat Value TStat Value TStat Value TStat 
Constant 0.002 25.98 0.002 16.13 0.002 22.08 0.002 22.01 0.002 17.51 
Return Investors’ 
Purch. 

-0.034 -2.90 -0.02 -0.36 -0.010 -0.11 -0.059 -0.68 -0.040 -0.54 

Return Investors’ 
Sales 

0.045 0.38 0.27 1.50 0.277 2.11 0.286 2.13 0.262 1.64 

Volat. Investors’ 
Purch. 

0.229 2.12 0.37 3.05 0.347 3.19 0.384 3.80 0.307 2.32 

Volat. Investors’ 
Sales 

0.121 1.27 -0.19 -1.02 -0.063 -0.65 -0.080 -1.06 -0.016 -0.13 

R Square 0.124 0.190 0.241 0.199 0.177 
      
 Specifications 
 Ret.Investor 

Purchases 
Volat.Investor 

Purchases 
Ret.Investor  

Sales 
Volat.Investor  

Sales 
Ret.Investor 
Net Purch.. 

Volat.Investor 
Net Purch. 

 Value TStat Value TStat Value TStat Value TStat Value TStat Value TStat 
Constant 0.002 24.48 0.002 23.97 0.002 20.32 0.002 20.20 0.002 22.17 0.002 -0.04 
Return Investors’ 
Purch. 

 
0.005 

 
0.06 

 
-0.056 

 
-0.72 

 
-0.048 

 
-0.54 

 
-0.034 

 
-0.40 

 
-0.03 

 
-0.45 

 
-0.115 

 
0.23 

Return Investors’ 
Sales 

 
0.123 

 
0.91 

 
0.170 

 
1.33 

 
0.231 

 
1.50 

 
0.307 

 
2.16 

 
0.35 

 
2.12 

 
0.270 

 
0.15 

Volat. Investors’ 
Purch. 

 
0.216 

 
2.48 

 
0.311 

 
3.41 

 
0.154 

 
1.34 

 
0.367 

 
3.83 

 
0.32 

 
2.95 

 
0.224 

 
0.08 

Volat. Investors’ 
Sales 

 
0.028 

 
0.37 

 
-0.079 

 
-0.97 

 
0.088 

 
0.89 

 
-0.043 

 
-0.50 

 
-0.06 

 
-0.66 

 
0.049 

 
-0.04 

R Square 0.144 0.149 0.107 0.246 0.210 0.146 

 


