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Abstract: An event study where the author investigates the effect on the sentiment of rational investors after the resignation of the Dutch cabinet in 2010. The paper investigates the maxima – minima spread before and after the resignation of the cabinet. The paper reviews phenomena of conservatism and liberalism. The results are presented through making use of unique data collected by ABN Amro preferred banking customers.
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1.1 Introduction
Recent empirical research in finance identified under and overreaction of stock prices due to news events that trigger investor sentiment. Moreover, earlier research (Kamstra, Kramer and Levi, 2003 and Cao and Wei, 2004) has been done on seasonal anomaly in  stock returns which is caused by mood changes of investors due to  a lack of daylight and temperature changes respectively. In our study we try to proof a correlation between an appealing event and the change in sentiment by investors. In research the traditional view has been challenged that securities and indexes are rationally priced to reflect all publically available information. Kent, Hirshleifer and Subrahmanyam
 have done research in the field of over – and under – reaction and concluded that anomalies can be classified in several groups. Event based returns predictability is based on public event date average stock returns of the same sign as average subsequent long-run abnormal performance. In this paper we will research whether a event of major importance has a triggering effect on the sentiment of investors measured by its effect on the spread.
In this paper we will conduct a research in the field of behavioral finance by making use of the data that is provided with us by the ABN Amro trading index. This data is collected throughout surveys that are send out to active preferred ABN Amro clients who trade in ABN Amro trading. 
These investors create through participating in this survey an sentiment index on the AEX. The investors who participate do this by answering questions on what they think the AEX will do over the coming two weeks and what they belief other investors will estimate. We collected this data over a period of 12 surveys which allows us to test multiple interesting hypothesis’s thoroughly. Most importantly for this research is what the investor expects other investors to answer on what the AEX index will do in two weeks. 

This survey can be regarded as an cross sectional research which takes a sample of the target group and bases its overall finding on the views or behaviours of those targeted, assuming them to be typical of the whole group. The survey leafs us with interesting data and a great opportunity to test whether this event will have significant influence on the sentiment of an investor. In this research we will investigate whether the resignation of the Dutch cabinet has significant influence on the sentiment of these investors. We will investigate whether the maximum – minimum spread will increase significantly after the resignation of the Dutch cabinet on the night of February 19th 2010.  In this work we will test our hypothesis that the spread will increase according to our expectations due to the resignation of the Dutch cabinet, which may be caused by several psychological factors under the investors. 
The cabinet, led by the prime minister J.P. Balkenende, resigned due to a disparity between the two leading parties in congress about the presence of Dutch soldiers in Afghanistan. The political party CDA did not want to leave Uruzgan whilst the PvdA did not want to stay for any longer than had been decided earlier. The resignation of the prime minister  followed quickly and the fall of the cabinet was a fact. In a period of distress due to the economic crisis, where banks are saved by governments, pension funds loose credits and where families are uncertain about their future due to high unemployment rates we expect that this has substantial influence on the sentiment of investors. Therefore we investigate the influence of the resignation of the Dutch cabinet on the sentiment before and after the event by the investors that participates in our survey. Several reactions can be expected, however in this research we will focus on the results that the data reveal on the spread before and after the event. 
2.1. Theoretical part

In answering the question whether previous research has been done in the field of over –  and under – reaction, we could only relate to research that has been done in the field of stock price changes due to corporate financing and payout patterns which may have led to market anomalies. However, to what extent does the sentiment index behave anomalous to the resignation of the Dutch cabinet? More importantly, does the spread in respect to before the event differ significantly to the spread after the event. Although it is not obvious how the empirical securities market phenomena can be captured plausibly in a model  based on perfect investor rationality, no psychological (behavioral) theory for these phenomena has won general acceptance
. This appealing event is expected to have an significant impact on investors’ confidence and therefore will have impact on their answers in survey which will affect our sentiment index data. 
However,  some aspects of the patterns seem contradictory to what we expect, such as apparent market under – or over – reaction. In different works, explanations have been given for particular anomalies, but we have lacked both an integrated theory to explain these phenomena and out-of-sample empirical implications to test proposed  explanations
. Nevertheless, the investors’ behavioral patterns in a given economic situation are essentially unrestricted. Good psychological finance theory will be grounded on psychological evidence about how people actually behave according to DeBondt and Thaler. We concur and

also believe that such a theory should allow for the rational side of investor decisions
. In this paper we base our research on the evaluation of the mean, the spread of the sentiment index. We expect deviations between the data before and after the resignation of the cabinet. 
Due to plural psychological effects, we expect the mean to differ significantly. However, according to the literature the investors are expected to incorporate the information that has become apparent after the resignation of the cabinet in their forecasts on the index. Once the investor  overestimates his ability to identify the significance of the event, this may lead to the underestimation of his forecast errors. However, an investor is perceived to be overconfident once he picks up signals or assessments in which he has personal involvement or private information. An investor may overreact, be overconfident about information he personally has assessed but the investor will not be overconfident once he relates to public signals. According to Kent et al we define an overconfident investor as one who overestimates the precision of his private information signal, but not of information signals publicly received by all
. In our work investors react upon public available information, which will test whether this public information has an effect on the investors’ expectations and therefore the sentiment index. Moreover, other work by psychologists, including Edwards (1968), did research on conservatism by investors. Individuals are believed to react and adapt slowly to new information. Nevertheless, conservative investors might disregard full information content such as the resignation of the cabinet, perhaps because the investor beliefs that this is only a temporary element and keep by their prior estimation on the index. Therefore, the investors that participate in our research might anticipate quickly in time but will react more rationally over a longer period of time. What we expect in our results will be based on the work of conservatism by Edwards (1968), where the investors do not deviate significantly in the long run on the spread in comparison to the data before the resignation. We expect the resignation of the cabinet to only have an temporary effect on the sentiment index, where the investor is rational and realizes this event will only have a temporary effect on his or hers expectations. 
3.1. Methodology

In our model we attempt to test whether the spread in the sentiment index has increased significantly due to the resignation of the Dutch cabinet. Our data which we collected through the ABN Amro preferred trading department has been conducted over a group of five thousand investors. The statistics retrieved from this survey allow us with information from which we can construct a sentiment index. Upon the questions regarding the expectation of the AEX index, the investor has about a week to answer the survey. In total there are four interesting questions to answer by the investor, which relate to our research. Questions in our survey include an expectation of the AEX index in two weeks, an estimate on the maximum and minimum of the AEX index and what the investor beliefs the average of all respondents will be. We could speak of a repeated cross sectional research method, in which we have collected this data. Our repeated cross sectional research has addressed and documented data at several moments in time. This research is better than longitudinal research since it better equipped to address the question of change in a population that participates in our research. We have multiple data points which allow us to confidently address the issue of change. We have not chosen for a fixed sample design but for a repeated cross sectional study. Multiple cross sectional studies have been applied in an effort to address change over time. Trend design calls for data collection at several times form different samples of respondents who all come from the same population and therefore data is collected from the same sample of respondents at numerous points in time
. Once we analyze each wave of our sample we could eventually build our model by comparing our key components. We group the waves (samples) in two groups which will allow us to compare the data which will reveal whether or not the population has changed its attitude. Those two groups will include the grouped samples before and after the resignation of the Dutch cabinet. 
Once we select our sample group which is based on the forecasts of the period December 31st 2009 through February 26th 2010 named “Estimation before resignation of the Dutch Cabinet (December 21st 2010 – February 15th 2010)”, we could look at the mean, median, maximum and minimum of this sample in detail. Moreover, we obtain an insight in the variance by means of kurtosis. We do the same for the sample which we named “Estimation after resignation of the Dutch Cabinet (March 1st  – May 25th 2010)”, where we include the estimates of the investors from March 14th through June 4th 2010. 
However, we make a subsamples of these groups as well. Due the fact that some uncertainty may be eliminated over time, we measure the difference between the means of maximum and minimum expectations also over shorter periods. We do so in order to discover whether there exists a more significant difference in the mean in the data that is closely collected to the resignation of the cabinet. We will use the data that is collected two surveys before and after the event. The two surveys that were held before the resignation, were forecasts on the AEX of February 12th 2010 and February 26th 2010. On the other hand, the two surveys that were held after the resignation, were forecasts on the AEX of March 12th 2010 and March 24th 2010. These outputs will give us an insight on how the investor reacted closely around the event. This will give us some insight whether the investors reacted conservative towards the news and to what extent the investor will adjust his or her estimation in this short period.
The results on the mean, maximum and minimum scores in our research have explaining power on the average of the set of expectations by the investors that participated in our research. Moreover, we look at the maximum and minimum score within each sample. Once we consider the kurtosis, a measure of variance in the sample, we may say that a higher kurtosis means more of the variance is the effect of uncommon extreme deviations, in contrast to frequent modestly sized deviations. Hence, once we look at the standard deviation in our results it portrays how much variation there is from the mean. It is generally known that a low standard deviation indicates that the sample points are closely distributed around the mean whereas a high standard deviation indicates that the data are spread out over a large range of values
.

3.2. Event study methodology
This event study methodology is used in order to study the reaction of investors on negative news which is the resignation of the cabinet in our research. This methodology is based on the assumption that investors are sufficiently efficient to evaluate the impact of new information on expected future fluctuations of the index
. We have set a event window, in which we test the significance of the effect on the data that is provided to us by the investors. We test the data on the basis of five surveys before the event and six surveys after the event. We compare the maximum minimum spread of these two groups. Moreover, we compare a shorter window, in which we only test two surveys before and two surveys after the event. 
3.3. Testing Maximum – Minimum spread
In our research we conduct a test on the spread between the maximum and minimum in our different data groups. Like we mentioned before, we conduct equal tests on multiple data groups. We do so in order to test our hypothesis, to find out whether the resignation of the cabinet has an effect on the sentiment index created by investors of the ABN Amro preferred trading department. We treated the data for each group individually, by selecting the group and process the data through Eviews.  In our results we open the groups as cross sectional data, as a common sample in which it uses an observation only if data on the variable are available for all cross sections in the same period.  

We choose our computational method which corresponds to our data to be stacked data. The stacked data displays the statistics for each variable in the list, which is computed over all cross sections and periods. These are the descriptive statistics that you would get if you ignored the pooled nature of the data, stacked the data, and computed descriptive statistics. As a result we will obtain a single column containing descriptive statistics for each ordinary and pool series
.
4.1 Results
The results based on the first two data groups presented in table 1.1. and 1.2. they do differ in some contexts. However, we discover no significant change in the spread of the mean.  This calculation is based on the data collected from our surveys that were conducted in the period December 21st 2010 – February 15th 2010 till March 1st  – May 25th 2010. This period is the largest data series of our research and the resignation may have less significant effect on the sentiment index that is created by these rational investor. Considering the kurtosis, we mentioned before that a higher kurtosis means more of the variance is the effect of uncommon extreme deviations, in contrast to frequent modestly sized deviations. Hence, once we look at the standard deviation in our results it portrays how much variation there is from the mean. In the results achieved through the broader data period presented in table 1.1. and table 1.2. we could see some slight deviations between the kurtosis in the period before the resignation and the kurtosis after the resignation. 

We observe that the kurtosis of the maximum expected value of the AEX index does increase after the resignation of the cabinet which portrays  a chart with fat tails and a low even distribution (see chart 3.2.1). Moreover, we see that the kurtosis increases also for the minimum expected value of the AEX once we compare the data before and after the resignation of the cabinet. We could observe these results in detail once we look at the charts 3.1.1, 3.1.2, 3.2.1 and 3.2.2. (see appendix). 
We observe that the standard deviation does actually increase in the period after the resignation in respect of the maximum expected value of the AEX. More variation around the mean can be detected. The standard deviation of the minimum expected value of the AEX index, increases even more in the period after the resignation which portrays an increase of variation from the mean. This could be due to the fact that we did not mine the data. Some outliers may affect the standard deviation, however we do not adjust the sentiment data.

Once we look carefully to the spread between the maximum and minimum before and after the resignation, we do not see a significant change in the spread. In the large data sample we see an increase of 1.25, which can be explained by multiple other factors other than the resignation. 
Once we look at the data which is collected closer to the event, namely the data which is collected from our surveys conducted in the period: February 12th 2010 and February 26th 2010; March 12th 2010 and March 24th 2010 we observe other developments. The results can be read of in table 2.1. and 2.2. We observe that the mean increases significantly over the event. The kurtosis decreases for the maximum expected value of the AEX after the event, however increases for the minimum expected value of the AEX. We could see this back in the charts 4.1. and 4.2, where the maximum distribution shows a chart with skinnier tails and a distribution concentrated toward the mean. The spread between the expected maxima and minima around the event do not differ significantly either. We could see an increase in the spread of .82, which has no significant explaining power to proof that investors become nervous and adjust their expectations accordingly.

5.1. Conclusion
The population in this survey, the private investors of the ABN Amro preferred banking department, are expected to have a firm rational background with sufficient knowledge on stock trading. These investors experienced the resignation of the Dutch cabinet in an hectic economic period. This resignation could have been a trigger for investors to adjust their expectations on the future and affect the sentiment index. However, in our results no significant results can be dismantled on the sentiment change. It may be argued that the investors belief in the Dutch liberal system, which is perceived to hold and strengthen during the crisis. Moreover, Kent et al mentioned the effect of public events and the attitude of investors towards this information. In the resignation of the cabinet, the information was publically known and the investors reacted rationally towards this news. However, in an anonymous survey investors may react towards this more pessimistic. In  our research nothing of this has become apparent of this non rational behavior. Edwards proposed the conservative view on the reaction of investors on events, namely investors are believed to react and adapt slowly to new information. We have proven that the information only has a temporary effect on the index. We could see some noise in the results in the shorter data period than over the longer data test. We expected the resignation of the cabinet to only have an temporary effect on the sentiment index, where the investor is rational and realizes this event will only have a temporary effect on his or hers expectations. This effect is only very small, however has become apparent. Overall, we may conclude the rigger, the resignation of a cabinet, has no significant effect on these rational investors and do not adjust their expectations accordingly as expected in our hypothesis. 
6.1. Appendix
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Forecasts on the AEX before resignation of the Dutch Cabinet 

(December 21st 2010 – February 15th 2010)

MAXIMUM

MINIMUM

 Mean

337,95

          

 

318,22

            

 

 Median

339,00

          

 

320,00

            

 

 Maximum

380,00

          

 

365,00

            

 

 Minimum

300,00

          

 

190,00

            

 

 Std. Dev.

11,40

            

 

13,47

              

 

 Skewness

0,09

             

 

1,63-

                

 

 Kurtosis

3,16

             

 

1,44

                

 

 Jarque-Bera

2.078.466

5.107.357

 Probability

 0.353726

 0.000000

 Sum

 295027.0

 277809.0

 Sum Sq. Dev.

 113226.5

 158241.4

 Observations

873

873
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Forecasts on the AEX before resignation of the Dutch Cabinet 

(March 1st  – May 25th 2010)

MAXIMUM

MINIMUM

 Mean

345,38

          

 

324,41

            

 

 Median

348,00

          

 

328,00

            

 

 Maximum

385,00

          

 

370,00

            

 

 Minimum

223,00

          

 

220,00

            

 

 Std. Dev.

17,67

            

 

24,31

              

 

 Skewness

0,79-

             

 

3,23-

                

 

 Kurtosis

5,56

             

 

3,50

                

 

 Jarque-Bera

2.883.126

 33991.92

 Probability

 0.000000

 0.000000

 Sum

 264559.0

 248496.0

 Sum Sq. Dev.

 238886.0

 452062.9

 Observations

766

766
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Forecasts on the AEX before resignation of the Dutch Cabinet 

February 12th 2010 and February 26th 2010

MAXIMUM

MINIMUM

 Mean

332,36

          

 

312,45

            

 

 Median

335,00

          

 

315,00

            

 

 Maximum

360,00

          

 

339,00

            

 

 Minimum

300,00

          

 

190,00

            

 

 Std. Dev.

10,21

            

 

13,98

              

 

 Skewness

0,14-

             

 

2,61-

                

 

 Kurtosis

2,70

             

 

2,25

                

 

 Jarque-Bera

1.950.661

4.797.824

 Probability

 0.377068

 0.000000

 Sum

 94058.00

 88422.00

 Sum Sq. Dev.

 29385.24

 55133.90

 Observations

283

283
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Forecasts on the AEX before resignation of the Dutch Cabinet 

March 12th 2010 and March 24th 2010

MAXIMUM

MINIMUM

 Mean

337,98

          

 

317,24

            

 

 Median

340,00

          

 

320,00

            

 

 Maximum

380,00

          

 

357,00

            

 

 Minimum

223,00

          

 

220,00

            

 

 Std. Dev.

15,21

            

 

24,61

              

 

Skewness

1,78-

             

 

7,40-

                

 

Kurtosis

1,47

             

 

8,62

                

 

 Jarque-Bera

1.560.996

 74397.64

 Probability

 0.000000

 0.000000

 Sum

 84494.00

 79310.00

 Sum Sq. Dev.

 57567.86

 150857.6

 Observations

250

250
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Maximum distribution (December 21st 2010 – February 15th 2010)
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Maximum distribution (March 1st  – May 25th 2010)
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Minimum distribution (December 21st 2010 – February 15th 2010)
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Minimum distribution (March 1st  – May 25th 2010)
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Maximum distribution (February 12th 2010 - February 26th 2010)
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Minimum distribution (February 12th 2010 - February 26th 2010)
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Maximum distribution (March 12th 2010 - March 24th 2010)

0

10

20

30

40

50

220

240

260

280

300

320

340

360

380

400

F

r

e

q

u

e

n

c

y

M

A

X

I

M

U

M

[image: image12.wmf]Chart 4.2.2

Minimum distribution (March 12th 2010 - March 24th 2010)
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