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Clear Harbor Flash: The Fickle Gauge of Investor Sentiment 
 
While the Clear Harbor team maintains a fundamental approach to investing, sentiment indicators can be 
useful in signaling the prospect of incremental allocation of capital to one asset class over another, 
particularly should a change in economic headlines catch investors off guard. At our internal investment 
committee meeting last week, we noted that one such indicator — the “Bull-Bear” survey published by the 
American Association of Individual Investors — reported that only 22% of investors were bullish on the 
direction of the market over the next six months. 
 
This represents a 2 standard deviation low level — the lowest since July 2010 and, prior to that, March 
2009. Both, of course, marked near-term bottoms in equities.  
 

 
 
Our work suggests that sentiment indicators are more reliable in predicting a bottom than a top in the 
market, as even modestly constructive news can spark near-term buying and short covering. Indeed, this 
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proved to be the case last week, as confirmation of weak but positive GDP growth in the U.S. was joined 
by vague but dramatic comments from European Central Bank president Mario Draghi to drive global 
markets higher. 
 
The durability of this move remains to be seen. Draghi’s pledge that “the ECB is ready to do whatever it 
takes to preserve the euro” struck investors as bold and clear, yet German Chancellor Angela Merkel — 
whose support for any significant increase in monetary easing remains far from assured — is on vacation. 
Evidence of discord among ECB Governors could quickly rescind the recent market bump, which 
occurred despite deteriorating consumer confidence, new home sales and equipment orders in the U.S. 
 
Ultimately, the trajectory of corporate earnings drives equity prices. Investors remain ready to question 
the sustainability of positive sloping earnings in an environment of increasing government deficits and 
diminishing alternatives available to monetary regimes around the world. While last week’s sentiment 
measures sent appealing signals, those who seek favorable long-term, risk-adjusted returns will maintain 
“dry powder” and stay positioned for further market volatility, recognizing short-term momentum drivers for 
what they are. 
 
As we begin the new week, the AAII survey of bullish sentiment has increased to 28% — still well below 
the long-term average of 39%, but a significant improvement in a short time. Ultimately, solid 
improvement in the global macroeconomic climate will be required to sustain further improvements in 
sentiment, in corporate earnings, and indeed, in the capital markets. And so as we wade into the back 
half of the year, we shall maintain our primary focus on tangible economic data — but with an eye on 
investor sentiment as one gauge of potential market dislocations, and hence, long-term opportunity. 
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