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I generally think of peaks and troughs in sentiment as fairly 
coincident to highs and lows in the stock market. Thus, gener-
ally at extremes, sentiment is not a leading indicator. But of 
course, before we get to true extremes, sentiment does get 
into zones that warn us to “get ready to sell” or “get ready to 
buy.” As I have tried to prove over the years, sentiment works 
well in most market environments. The times it does not work 
well are during bubbles on the upside or systemic panic on 
the downside. In these cases, I use Keynes' note that “markets 
can remain irrational longer than one can stay solvent.” 

So no indicators work in all kinds of markets. The way I try 
to get around this is to tell clients that if the market has great 
momentum up or down, then less emphasis should be put on 
sentiment. For example, early this year I noted we had many 
“breadth thrusts” on the upside, saying in that case, momen-
tum generally trumps sentiment. In late 2008, during a sys-
temic panic after Lehman Brothers, momentum turned down 
sharply, and sentiment got way too pessimistic too early.

All of this explains why NDR, instead of using sentiment as a 
leading indicator, generally likes to say “go with the flow until it 
reaches an extreme and then begins to reverse; that is the time 
to go contrary.”

Given the background of strong upside momentum (and a 
friendly Fed), I have stated that my favorite sentiment indicator 
right now is S0502 (below). There are two types of analysis on this 
chart. One is bracket or mode analysis that generally tries to be a 
leading indicator of tops or bottoms. The other type of analysis is 
a signal analysis that is more of a trigger for when to act. It is true 
that we are at excessive optimism, which is a sentiment warning, 
but on a signal basis, we are still on a timely buy signal. The Fab 
Five Sentiment Component uses S0502 on a signal basis.

In conclusion, John Templeton says that stocks go from pes-
simism at a bottom to skepticism during the rise, to optimism 
as it matures, and euphoria at a peak. I think we are in the op-
timism phase. Updates on S574A for stocks and DAVIS263 for 
gold are shown on page 2.

(S0502)

Weekly Data 9/04/1970 - 3/15/2013 (Log Scale)

3/15/2013 = 14514.11

Profitable Long Trades: 93%
Gain/Annum: 10.6%
Buy-Hold Gain/Annum: 7.2%
Latest Signal 1/06/2012 = 12359.92
S = Switch into Commercial Paper
Signal Dates: 9/18/1970 - 3/15/2013

Signals Generated When Ratio:
Rises Above 42% or 59% = Buy
(whichever comes first)
Declines Below 67% = Sell
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DJIA Gain/Annum When:
(9/04/1970 - 3/15/2013)

BULLS/(BULLS +BEARS) Gain/ %
Is: Annum of Time

* Above 69 -0. 6 20. 6

Between 53 and 69 7. 6 49. 5

53 and Below 12. 0 29. 9
Source: IDC389
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Smoothed 3/22/2013 = 70.5%
Extreme Optimism

Extreme
Pessimism

Gloom & Doom!
Source: Investors Intelligence
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Dow Jones Industrial Average

BULLS / (BULLS + BEARS) (10-Week Smoothing)

Do Sentiment Indicators Lead at 
Stock Market Peaks?

SENTIMENT UPDATE

S&P 500 = 1548.34

REFERENCED CHART LINKS

http://www.ndr.com/clients/products/DAVIS502.pdf
http://www.ndr.com/clients/products/DAVIS502.pdf
http://www.ndr.com/clients/includedprods.html?product=hot201303201.pdf&includeself=no&type=CHART


Please see important disclosures at the end of this report.

NED DAVIS RESEARCH GROUP� Ned's Insights: Institutional Hotline  |  MARCH 20, 2013

www.ndr.com   |  Periodical  |  Issue #HOT2013032012

Daily Data 12/01/1995 - 3/19/2013

(S574A)

(updated weekly on Wednesday mornings)

S&P 500 Gain/Annum When:

NDR Crowd Gain/ %
Sentiment Poll is: Annum of Time

* Above 66 -9. 2 18. 4

57 - 66 from Above -2. 8 14. 5

57 - 66 from Below 15. 1 21. 4

57 and Below 10. 6 45. 7

Source: S&P Index Alert
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3/19/2013 = 68.7

Extreme Pessimism (Bullish)

Extreme Optimism (Bearish)
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Standard & Poor's 500 Composite Index

NDR Crowd Sentiment Poll -- Transitional Mode Basis

(DAVIS263)

Daily Data 1/03/2006 - 3/19/2013 (Log Scale)

Gold Futures (13-Week Perpetual Contract)
Gain/Annum When:

Signal Dates 12/30/1994 - 3/19/2013

NDR Daily Gold Gain/ %
Sentiment Composite is Annum of Time

Above 68  -4.6 25. 1

Between 35 and 68 8. 3 46. 1

* Below 35 20. 2 28. 9

Gold Futures (13-Week Perpetual Contract)
Gain/Annum When:

Signal Dates 1/03/2006 - 3/19/2013

NDR Daily Gold Gain/ %
Sentiment Composite is Annum of Time

Above 68  0. 8 23. 4

Between 35 and 68 13. 8 47. 2

* Below 35 35. 7 29. 4

Source: Commodity Systems, Inc. (CSI) www.csidata.com511
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3/19/2013 = 25.0Excessive Optimism
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Gold Futures (13-Week Perpetual Contract)

NDR Daily Gold Sentiment Composite
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Founded in 1980, Ned Davis Research Group is a leading independent research � rm with 

over 1,100 institutional clients in over three dozen countries.  With a range of products and 

services utilizing a 360° methodology, we deliver award-

winning solutions to the world’s leading investment 

management companies. Our clients include 

professionals from global investment � rms, 

banks, insurance companies, mutual funds, 

hedge funds, pension and endowment funds, 

and registered investment advisors.

Generate alpha. Identify risk. Choose Ned Davis Research.
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