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ÅñWe simply attempt to be fearful when others 

are greedy and to be greedy only when 

others are fearful.ò

ÅWarren Buffett

ÅBut how do we really know if others are 

excessively fearful or greedy?
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SOCIAL MEDIA AND NEWS 
DATA IN INVESTING

ÅApproximately 20% of hedge funds use news 
data.

ÅThomson Reuters, Dow Jones (through 
RavenPack), Predictive Signal, and MarketPsych
(me) offer news analytics data.

ÅFunds publically trading this data include the 
Pluga!L CǳƴŘ ƛƴ WŀǇŀƴ όά¢ƘŜ .ƭƻƎ CǳƴŘέύΣ 
Derwent/ŀǇƛǘŀƭ όά¢ƘŜ ¢ǿƛǘǘŜǊ CǳƴŘέύΣ ŀƴŘ Ƴȅ 
own (hibernated MarketPsyLong-Short Fund LP).



MARKETPSYCH OVERVIEW

ÅOver 7 years we developed sentiment analysis 
software to monitor and quantify conversations 
in social media, financial news, and earnings 
conference call transcripts.

ÅWe use dictionaries and grammatical rules 
domain-specific to business and finance.

ÅOur software quantifies 400different sentiments 
(e.g., optimism or anger), tones (e.g., uncertainty 
or confidence), and topics (e.g., management 
changes or product releases) for 12,000 U.S. 
stocks and ETFs from dozens of online sources 
and news feeds.



The MarketPsych Process
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THE ANALYSIS PROCESS





SENTIMENT ANALYSIS EXAMPLE



SENTIMENT 
DATA



SENTIMENT DATA
ÅAn example of the data format is below.



SENTIMENTS AND STOCK RETURNS:
EARNINGS CONFERENCE CALLS

Sentiment

5-Day Excess 

Return over 

S&P500 Explanation

AccountingBad_nt_d1_4 -0.5%

Increase in negative accounting 

news.

AccountingGood_nt_d1_4 0.6%

Sharp increase in discussion of 

positive accounting numbers.

AccountingGood_p_d1_4 0.8%

Dramatic increase in good 

accounting developments.

Ambiguity_n_d1_4 -0.3% Increased uncertainty.

Anxiety_nt 0.7% High anxiety.

Anxiety_nt_d1_4 0.5% Jump in anxiety.

Bear_p_d1_4 -0.5%

Sharp increase in bearish 

events.



ÅUsing this quantitative data we traded a 
market-neutral stock strategy (MarketPsy
Long-Short Fund LP).
ÅThe Fund was up 25+% over the S&P500 with 

one-third of the volatility from launch on Sep 
2, 2008 through Dec 31, 2010.

PROOF-OF-CONCEPT



Cumulative Performance (Through July 2009)
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*Growth of $1 excluding 1% Management and 20% Performance Fee.

MarketPsy*  vs. S&P 500

MarketPsy

S&P 500

Closed 

here

S&P 

here



HOW INVESTORS 

GAIN AN EDGE

ÅFaster processing (HFTs).

ÅBetter quality information (insiders, 

unique data).

ÅBetter interpretation of information.



EXECUTIVE SUMMARY

ÅSocial Media data can be used to monitor:
ïVariations of investor sentiment about companies over 

time.

ïSentiment rankings relative to peer group and context (pre-
earnings, for example).

ïDetection of insider or company-specific information 
leakage.

ïEvent impact analysis.

ïConversation and attention monitoring.

ïUnique rankings including corporate trust, innovation 
perceptions, and esteem.

ÅSocial media is an incredibly complex source of 
ƛƴŦƻǊƳŀǘƛƻƴ ŀōƻǳǘ ǘƘŜ άƳƛƴŘ ƻŦ ǘƘŜ ƳŀǊƪŜǘΦέ



GRATITUDE

Write Down 

What Youôre 

Grateful for 

Every Day

(Remember, 

things could be 

worse.)

INFORMATION SEEP



INFORMATION 
SEEPAGE 
FROM 

INSIDERS?

ÅSpikes in investor 
uncertainty, 
projections of a 
stock selloff, and 
rumors of fraud 
before a 
disappointing 
earnings report.

http://1.bp.blogspot.com/_h3VGvU_LWiY/TTYoivwSvMI/AAAAAAAAAU8/qAsOgIRn8sg/s1600/CREE_takes_a_hit_20110118_v2.jpg


FRAUD RUMOR DETECTION
ÅMortgage fraudrumors build in social media in 

advance of news media attention on the issue.

ÅBAC stock price then declines sharply.



CHINESE ADR FRAUDS - ABAT



CHINESE ADR FRAUDS - CBEH



WISDOM OF THE 

CROWD
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S&P 500 

Optimism

Homebuilders 

(XHB) Optimism

Energy Sector 

(XLE) Optimism

WISDOM OF THE CROWD?
Online Investor Optimism for Energy stocks, Homebuilders, 

and the S&P 500 from 2003 ï2010.



WISDOM OF THE CROWDS?
Positive Accounting Forecasts from 2003 

through the Present in Social Media

Bottom Quartile

Top Quartile

S&P 500



EXTREMES PERFORM BETTER?

Positive Accounting Forecasts 

from 2003 through the Present 

in Social Media

Bottom 5%

Bottom Quartile

S&P 500

Top Quartile

Top 5%



BACKGROUND 

PSYCHOLOGICAL 

CONTEXT:  

TONE MONITORING



SENTIMENT MONITORING

Deep Water Horizon Accident

BP Stock Price

BP Investor Net Sentiment



TONE MONITORING
ÅIdentifying the presence of a speculative bubble.

http://1.bp.blogspot.com/_h3VGvU_LWiY/TQAUK2wYkkI/AAAAAAAAARY/GGPrFwUoYj8/s1600/MarketPsychBubbleometer_20101203.jpg


INNOVATION PERCEPTIONS



BACKGROUND 

OVERREACTION



TRADING OPPORTUNITIES:  
OVERREACTION

4/25/09: WHO director declares a

formal ñpublichealth emergency of

international concernòregarding

the ñSwineFluò.

Anxiety rises in AMR online stock

message boards about reduced

travel (see grey line).

4/27/09: WHO raises pandemic alert

level to Phase 4.

4/30/09: MarketPsy bought AMR at

$4.81/share.

5/6/09: MarketPsy sold AMR at

$5.95/share.



BACKGROUND 

UNDERREACTION



CAMECO (NYSE:  CCJ):   
A Uranium Miner and Nuclear Power Utility
August 2010 through early April 2011.



PSYCHOLOGICAL 

PROFILE OF A 

MARKET TOP



PSYCHOLOGICAL PROFILE 
OF A MARKET TOP

ÅStudied social media language predominant in the 
two weeks around seven recent market peaks:  
ïTechnology (QQQ) in early 2000,

ïHomebuilders (XHB) in mid 2006, 

ïFinancials (XLF) in mid 2007, 

ïS&P 500 (SPY) in late 2007, 

ïEnergy (XLE) in mid 2008, 

ïSolar (TAN) in mid 2008, and

ïGold Miners (GDX) in April 2011.



SOCIAL SENTIMENT 
DURING A MARKET TOP

ÅNet Sentimentis highly positive.

ÅOutlook (future-oriented) is positive and rising.

ÅExpressed Fearand discussed Dangersare low and 
declining.

ÅExpressed Joyand PositiveSuperlativesόά.ŜǎǘΗέύ 
are high.

ÅHigh frequency of discussions of positive earnings 
surprises.

ÅDiscussions about the stock price are significantly 
more common than discussions about accounting 
fundamentals όŀ ǎƛƎƴ ƻŦ άŘŀȅ-ǘǊŀŘƛƴƎέύΦ



OPTIMISTIC BELIEFS 
COLLAPSE

ÅSIGNIFICANTLY:Outlook (beliefs about the future) 
are diverging from actual events (reality) at a peak.

ÅIn most cases, prices start to fall, but Outlook 
remains positive until surprising negative news 
collapses the Outlook vs. Reality disconnect.

ÅJoy gives way to worry and doubt.



PSYCHOLOGICAL PROFILE OF 
A MARKET BOTTOM

ÅExamined 2 market bottoms:
ïSept-Oct 2002

ïFebruary-March of 2009

ÅSentiments were reversed from those of a top:
ïNet Sentimentis highly negative.

ïOutlook (future-oriented) is negative and declining.

ïExpressed Fearand discussed Dangersare high andrising.

ïExpressed PositiveSuperlativesόά.ŜǎǘΗέύ ŀǊŜ ƭƻǿΦ

ï Infrequent discussions of positive earnings surprises.

ÅDiscussions about the stock price were significantly 
less common than discussions about accounting 
fundamentals (a sign of a focus on fundamentals).



PRODUCTIZATION



CUSTOM DATA 
GENERATION



REPUTATION MONITORING
Å The MarketPsychά9ǎǘŜŜƳ wŀƴƪƛƴƎέ ƻŦ ǇŜŜǊ-group retailers ranks 

retailers by the overall favorability of both their products and stocks 
measured in online conversations.  

Å Chart below shows 11-year average esteem of discount retailers.  Until 
the past year, Ross Stores (blue) was in high esteem for years, and its 
stock price tripled while it was in the top spot.



REAL-TIME MONITORING

ÅAssess the impact of product releases, 
announcements, or other events on 
company perceptions in real-time.



TRADING DASHBOARD
ÅInstall a mobile app to help clients 

monitor their reputation in real-time.



STOCK VITAL SIGNS
Å/ƻƳǇŀƴȅ ά±ƛǘŀƭ {ƛƎƴǎέ
Å Social and News Media
ï Overall Buzz:  measures investor attention 

and the impact of outreach.
ï Sentiment Rankings

Å Innovation Perceptions
ÅRetailer Esteem 
Å Leadership Perceptions
ÅBank Trust
ÅProduct perceptions
Å Investor Optimism

Å Earnings Conference Calls
ï Executive tone
ï Accounting sentiment
ï Analyst sentiment

Å Buzz monitoring:  Three standard 
deviation spikes in online buzz
ïά{ŜƴǘƛƳŜƴǘ !ƭŜǊǘǎέ ƛƴŎƭǳŘƛƴƎ άƳŀƴŀƎŜƳŜƴǘ 
ŎƘŀƴƎŜǎέΣ άƛƴǾŜǎǘƻǊ ǳƴŎŜǊǘŀƛƴǘȅέΣ ŀƴŘ ƻǘƘŜǊǎΦ

Å Spikes in online buzz
ïά{ŜƴǘƛƳŜƴǘ !ƭŜǊǘǎέ



STATE OF THE 

MARKETS



U.S. INVESTOR SENTIMENT


