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Where have all the reasonable people gone? 

A few weeks ago, we mentioned how we were spending quite a bit of time looking the data we’ve 

compiled over the past two years and understanding how it has actually performed. Here at First 

Coverage, as you might know, we provide the tools that allow the opinions of the sell-side to reach their 

buy-side clients in an efficient, organized fashion. Because we do this, we’re able to aggregate the 

thousands of ideas each week that are being communicated and get a real understanding of how the 

sell-side feels about the market place in real time. 

Anecdotally, we knew we had something predictive based on the movements we had captured and 

wrote about in these weekly columns. However, when everything was said and done, while the market 

was imploding and most were losing their heads (and their bank accounts), investing based strictly on 

how our ‘Sentiment’ calculation was changing would have managed to dramatically outperform the 

market benchmarks. (See graph below) 



 

What’s more, the aggregate wisdom of the sell-side (which is the whole basis of the sentiment index) 

would have helped an investor make a profit in each of the last seven quarters and surprisingly would 

have managed to generate this return by holding positions for an average of three to four weeks and 

being long for almost half of the two-year period. 

Most important of all is an understanding we now have that the greatest returns were generated by 

focusing not on the absolute level of sentiment, not on whether the number was up or down from the 

previous week, but simply by identifying the moments in time when there was a ‘meaningful’ move in 

sentiment opposite from the way the market had felt previously (e.g., a bullish trend turned bearish or a 

bearish trend turned bullish). 

All that being said, it’s more important to understand why this is happening than the returns that were 

historically made in a theoretical portfolio.  

There are two types of investors in the marketplace…always has been, always will be. The first type is 

you, me and everybody else who are politely referred to as the ‘emotional’ investor. We buy stocks, we 

fall in love with them, we look for bargains, and we hold them. We cause bubbles like tech in 2000 and 

real estate in 2007…we do this, and we do it well.  

That being said, in most market conditions, ‘We’ are opposed by the ‘rational’ investor, or the 

‘arbitrageurs.’ These are investors that don’t let the emotions enter into their investment process. They 

are institutionalized, run based on algorithms, have quantitative backgrounds, have spent their careers 



(and processing power) looking for market inefficiencies, hammering them back to efficient pricing 

levels and making sure that the market place stayed efficient…so what’s changed?  

Well…in a nut shell, a lot of the arbitrageurs aren’t around anymore. Their capital has been depleted, 

pulled or the balance sheets that remain are a mess. In addition, even the ones that are around don’t 

currently have the risk appetite (or permission) to take advantage of inefficiencies where they exist. In 

short, without as much arbitrage capital, emotions are able to run wild over this market place and will 

continue to be the driving force for short-term market direction until a balance has been re-established 

over a multi-year cycle of replenishing the coffers of the arbitrageurs. 

So, with a greater understanding of the importance of sentiment in a market like this, we’ve identified 

below (and will continue to identify going forward) the three stocks with the most bullish and bearish 

changes in sentiment over the last week. 

Bullish: 

 

TXI TEXAS IND Industrials 

AMGN AMGEN Health Care 

ETI ENTERPRISE INNS Consumer Services 

 

Bearish: 

 

AAPL APPLE INC Technology 

GENZ GENZYME CORPORATION Health Care 

VOLC VOLCANO CORPORATION Health Care 

 

Until next week … 

About The First Coverage Weekly Street Sentiment 

Derived from the aggregated analysis of thousands of actual trade ideas and data being sent in 

real-time from the sell-side to the buy-side, the First Coverage Weekly Street Sentiment provides a 

snapshot of market trends and a unique perspective of the mindset of the Street for the week 

ahead. The following data has been extracted directly from all information transmitted in the past 

week by sell-side representatives from more than 250 firms submitting information to portfolio 

and asset managers across North America via the First Coverage platform.  

About First Coverage 

Catering to more than 300 financial institutions worldwide, First Coverage provides a web-based 

platform that simplifies the gathering, evaluation and organization of all sell-side services and 

information. For more information, visit www.firstcoverage.com or contact us at 

info@firstcoverage.com.  

  



For media inquiries, please contact Deborah Jorge at First Coverage: 

Deborah.Jorge@FirstCoverage.com, 617-303-0067 (office) or 413-531-0959 (mobile). 

--DISCLAIMER— 

First Coverage’s Weekly Street Sentiment (“WSS”) is derived from sources believed to be reliable, but which we furnish “AS IS” and 

“WITH ALL FAULTS.”  We do not warrant or guarantee the suitability, timeliness, sequence, accuracy, or completeness of WSS. 

THERE ARE NO WARRANTIES OF ANY KIND, EXPRESSED, IMPLIED OR STATUTORY(INCLUDING, WITHOUT LIMITATION, 

SUITABILITY, TIMELINESS, TRUTHFULNESS, SEQUENCE, ACCURACY OR COMPLETENESS), ANY IMPLIED WARRANTIES 

ARISING FROM TRADE USAGE, COURSE OF DEALING, OR COURSE OF PERFORMANCE, OR THE IMPLIED WARRANTIES 

OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR USE OR PURPOSE.  THERE ARE NO WARRANTIES, 

EXPRESSED OR IMPLIED, AS TO THE RESULTS TO BE OBTAINED FROM USE OF WSS. Any analysis, observation or other 

opinion that WSS may contain is, and must be construed solely as, a statement of opinion and not a statement of fact, indication of 

preference or recommendation of any nature. Content contained in WSS is not intended to and does not constitute investment 

advice and no investment adviser-client relationship is formed. 


