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Abstract

Noise traders make decisions based on market sentiment and buy and sell
assets based on unrelated information. These traders generally have poor
timing, follow trends, and overreact to good or bad news. The experience of
financial markets shows that noise traders cause excess volatility and
deviation of the stock value from its intrinsic value. This study seeks to
evaluate the role of noise traders on the occurrence of bubbles in the Tehran
Stock Exchange in the period 2011 to 2017. Therefore, the research
hypothesis is: "The effect of noise trading on the occurrence of bubbles in
the Tehran Stock Exchange is positive and significant." In this study, PCA
method is used to extract a composite sentiment index, The GSADF method
also is employed to determine the bubble periods of the Tehran Stock
Exchange price index. Finally, the logit method is applied to measure the
effect of noise trading on the bubble in the stock market price index. The
results show that the effect of noise trading on the occurrence of bubbles is
positive and significant. Also, the estimation of the final marginal effect
indicates that the increase of one unit of optimistic sentiment and optimistic
sentiment with a lag in the stock market increases the probability of bubbles
by 24 and 28%, respectively.
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