
 

HOME        SPEAKING SELF-TESTS       TOOLS ABOUT    PRESS CHARTS  

 

A Guide to International Investing:  
Unstable Government?  Buy it.  Happy 
Businesses?  Short it. 
January 20, 2013, v3, n2 
 

Heart of Darkness 

“He has to live in the midst of the incomprehensible, which is 
detestable. And it has a fascination, too, which goes to work upon 
him. The fascination of the abomination--you know. Imagine the 
growing regrets, the longing to escape, the powerless disgust, the 
surrender, the hate.” 
- Joseph Conrad, Heart of Darkness, Part 1  

When a government fails – whether due to warfare, failure to 
provide services, or insolvency and cutbacks - the citizens of the 
country go through several psychological stages.   
 
Unfortunately I’ve witnessed these stages, and gone through them 
myself.   I used to enjoy off-the-beaten path travel and journeyed 
to places in transition such as post-Soviet Central Asia in 1992 
and Central Africa in 1996 (inspiration for the Heart of Darkness 
quote above and throughout today’s letter).  The particulars of my 
experiences are too lengthy and surreal to write about here, but 
suffice it to say, when the lights go off, the bugs come out.  
 
When a government first falls – when the President flees the 
country or a brand new group enters power – there is at first hope 
that business will continue as usual.  This represents the stage of 
denial.  In the second stage, as laws change or law and order 
break down entirely, citizens enter a stage of paralysis.  I saw this 

in the post office in Kisangani, Zaire, where well-dressed postal 
workers came to work every day despite not having been paid in 2 
years and having no work to do.  Paralyzed citizens protect 
valuable possessions and listen to every rumor for signs of danger.  
Their indecision is broken when they realize that inaction will cost 
them dearly, often leading to the third stage:  disorganized panic 
and escape. They run away or, if they don’t have the resources to 
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run, they bunker down.  In the fourth stage, they become 
accustomed to the new order, either learning to live as a refugee 
or accepting the new authorities and laws (or the arbitrariness of 

the laws). 
 
In Africa in 1996 I traveled from Uganda to Cameroon overland.  In 
Zaire (now Congo) the government was absent – warlords and 
bandits were dividing the country.  And when I was in the Central 
African Republic, a rebel army was camped outside the capital, 
regrouping for a second assault.  Adventurous diamond and gold 
traders remained in Zaire, despite the danger, buying up gold 
nuggets and uncut diamonds at bargain-basement prices from 
local miners.  Nothing good came from those African failed states, 
which remain troubled today, but those hardy entrepreneurs 
profited handsomely – if they survived. 
 

Bargains and Oligarchs 

"I couldn't help asking him [Kurtz] once what he meant by coming 
here at all. 'To make money, of course. What do you think?' he 
said scornfully."  
- Joseph Conrad, Heart of Darkness 
 
In 1992 after the U.S.S.R. collapsed, prices collapsed with it.  To 
my surprise and delight, in post-Soviet Central Asia I found I could 
eat as many delicious local dishes as I wanted and never spend 
more than $0.10 on food per day.  I saw large hand-woven wool 
carpets in department stores priced at $50.  And I was offered a 
smorgasbord of military hardware at tremendous discounts (a MIG 
fighter jet for $10,000, anyone?  How about RPGs for $100 
each?).  When Communism fell, goods became exceptionally 
cheap.  And this mispricing is how most Russian oligarchs made 
their fortunes, buying commodities at unadjusted Soviet prices and 
exporting them to Europe for global market prices. 
 
In both Africa and Central Asia I observed that government 
instability drove out nervous investors.  The crazy and 
courageous who stayed behind, if they survived, profited 
tremendously.  Given these personal experiences, it was incredibly 
exciting this week when our phenomenal new data scientist, 
Changjie Liu, discovered the powerful predictive nature of 
government instability, and other sentiments, in our Country-level 
sentiment data.  Greater government instability reported in the 
media signals an excellent opportunity for intrepid investors. 
 
Today’s newsletter looks at the power of national emotions and 
news headlines in predicting a country’s stock index return.   
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For some background – if you follow us regularly you know that at MarketPsych we perform 

semantic analysis on 2 million articles daily from social and news media.  We have archives of 

such articles back to 1980 (1998 for the Thomson Reuters MarketPsych Indices).  Our software 

scans the content of each article in the news and social media flow and quantifies sentiments 

expressed about specific companies and locations.  Beyond sentiment, we also look for 

complex concepts such as GovernmentInstability and macroeconomic themes such as 

MonetaryPolicyLooseVsTight (a measure of easy versus tight monetary policy discussed in 

news and social media).  Several of the sentiments and themes we track appear predictive of 

future stock market movement globally. 

Extracting emotion about different countries and locations from the business news is very 
difficult, especially when dealing with a firehose of unstructured information.  For example, we 
take special measures to exclude travel, entertainment, sports and other business-irrelevant 
sentiments.  Because all of the language we analyze is English, we are often quantifying an 
English-language cultural perspective on non-English-speaking countries. 
 
In the Thomson Reuters Indices we produce sentiment for the 120 most economically significant 
countries.  The sentiments we issue are updated minutely.  You can see the sentiments 
available below: 
 

http://www.marketpsych.com/TRMI_flyer_2012.pdf


 
 

Buy Fear, Sell Joy 

In today’s newsletter I describe a series of studies we performed on our country sentiment data.  

The descriptions are informal, as the research is still underway.  We are preparing a more 

formal research paper to describe the findings in detail with methodology.   

Note that when I say “our” and “we” in this newsletter, I generally mean Changjie Liu and his 

semi-magical R scripts.  In our first study we analyzed the 18 countries (for symmetry) with the 

top Buzz in the news over the past 14 years.  We then tracked the return of the major stock 

index of that country over the following year.  The list of countries with top Buzz is similar to 

expectations, as you can see in the list below: 



 

For a given year, we ranked sentiment in each country for the year and went long the top 4 and 

short the bottom 4 for the ranked sentiment (Joy is inverted below).  Several sentiments stood 

out, in particular Joy, Fear, Government Instability, and MonetaryPolicyLooseVsTight.  For the 

sake of brevity I will focus on those in the remainder of this newsletter. 

The below chart on the left indicates a 3-fold return from 1999 to June 2012 using a strategy 

that shorts the stock indexes of the 4 countries with the highest Joy and buys the 4 with the 

lowest Joy.  We see 10-fold returns if one buys the highest government instability and shorts 

those with the lowest government instability.   

 

Lesson to international investors so far?  Buy national unhappiness (low Joy) and 

GovernmentInstability, short Joy and government stability.  



Note that our FinancialSystemInstability variable did not correlate strongly with returns, but 

our GovernmentAnger, RegimeChange, and ElectionSentiment (inverted) variables had 

correlations similar to GovernmentInstability. 

These returns were interesting, and we wanted to establish their stability, so we also looked at 

arbitraging the top 2 vs bottom 2 and top 6 vs bottom 6.  See those results below for 

GovernmentInstability: 

 

There was also a concern that perhaps the same countries were appearing on 

GovernmentInstability (e.g., Pakistan), and thus biasing the sample.  In fact, there were almost 

no countries remaining at the extremes of one of the ranking list over the entire 14 year period.  

For Joy we see Italy and Spain dominating the high list, but for low, we don’t see as much 

consistency overall.  Generally speaking, several countries and regions go into and out of the 

rotation for both the top and bottom groups, which supports sentiment as an independent region 

and country-selection tool. 



  

We then examined stability of returns for the group of Countries with the largest Buzz over the 

past year, and we found better returns.  Buzz – a proxy for investor attention – appear to itself 

be a useful variable for improving country selection. 



 

When we divided the group of countries into Developed vs Developing groups of nations, we 

continued to see return consistency.  Also we see consistency for a group of European 

countries only.   In fact, Joy led to much higher returns in Europe only.  The below chart depicts 

Joy arbitrage in the top 8 highest Buzz European countries, shorting the 2 with highest Joy and 

buying the 2 with lowest Joy. 

 

We also found that dual-rankings of sentiments led to more stable, and still very good, 

performance: 



 

We also looked at past stock index return.  There is a powerful mean-reversion effect of past 

one-year country returns, and arbitraging past return would earn a 5-fold return over our study 

period.  Fortunately, we found that this effect is independent (for most TRMI) from our sentiment 

strategies. 

There is an interesting philosophical issue with Monetary Policy.  We see that a combination of 

high Joy and easy Monetary policy leads to greater underperformance.  Perhaps Joy is a proxy 

for overconfidence that leads to profligate spending and excessively low interest rates.  I hate to 

be the wet blanket, but national economic Joy may be good for politicians, but ultimately 

backfires for investors. 

Because we found such high returns in high returns prompted some questions, such as, are we 

losing money to interest rate or currency differentials?  We figure a currency hedge can take 

care of currency risk, but interest rate risk remains.  We will continue to explore the practicalities 

of implementing this strategy, and we will soon have a website displaying global investment risk 

by country based on news flow sentiment.  Stay tuned… 

2012 Global Sentiment 



In case you’re interested in playing with or implementing such strategies for yourself, please get 

in touch with Thomson Reuters (or me) to check out a trial of our data. 

Below are two depictions of 2012 sentiment generated by our Chief Data Scientist, Aleksander 

Fafula.  The first map represents Joy extracted from social media.  Darker countries have higher 

variable values.  I’m not sure what is happening in Morocco, but it must be really good.  White 

countries have no data available in the TRMI. 

 

Below is GovernmentInstability reflected in news flow for 2012: 

http://www.marketpsych.com/TRMI_flyer_2012.pdf


 

Global Emotional Arbitrage 

"[Kurtz] declared he would shoot me unless I gave him the ivory and then cleared out of the 

country, because he could do so, and had a fancy for it, and there was nothing on earth to 

prevent him killing whom he jolly well pleased."  

- Joseph Conrad, Heart of Darkness 

During my travels in Zaire, besides learning the basics of how to grade raw diamonds and out-bluff 

gunmen, I learned that intrepid investors find the best opportunities in places where authority is 

fragile or non-existent and darkness (low Joy) is endemic.  You may invest in these countries, but don’t 

forget your bodyguard. 

Of course, there are risks to investing in unstable places.  But it is the human tendency to 

catastrophize – to exaggerate risks beyond their actual danger – that makes these risks so 

lucrative for enterprising investors. 

Is global sentiment predictably driving investment flows around the world?  We believe our data 

confirms this – English-language news loaded with frightening topics (like government 

instability) is driving investment flows away from areas where investment would be best 

allocated.   



Our investigations are ongoing, and we will send a link to our white paper and a global 

investment risk map when it is ready.  Next newsletter we will name the top and bottom 2 

countries for buying and shorting in 2013.  Stay tuned… 

Housekeeping and Closing 

 

We launched the Thomson Reuters MarketPsych Indices for monitoring market psychology for 
30 currencies, 50 commodities, 120 countries, and 40 equity sectors and industries in social and 
news media.   
 
We have a number of Spring 2013 speaking engagements in New York, London, Toronto, San 
Francisco and Boston – we look forward to seeing our friends in those cities! 
 
We love to chat with our readers about their experience with psychology in the markets - we 
look forward to hearing from you!  We especially love interesting stories or your or others 
experiences. 
 
We have speaking and training availability.  Please contact Derek Sweeney at the Sweeney 
Agency to book us: Derek@thesweeneyagency.com, +1-866-727-7555 
 
Happy Investing! 
Richard L. Peterson, M.D. and The MarketPsych Team 
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 Linguistic analysis paired with behavioral 
economics opens a new dimension for financial 
products and trainings.  

 MarketPsych Data provides granular quantitative 
sentiment data from streaming social and news 
media through Thomson Reuters.  Please 
contact us for data access and more information. 

 

 Optimized to identify value over two+ years of 
real-time trading. 

 The MarketPsych Data feed includes minutely 
macro indices tracking reported price action, 
supply and demand dynamics, media 
expectations, and other concepts for all major 
countries, commodities, currencies, ETFs, and 
equities (over 6,000).   

Contact:  
Richard Peterson 
+1 (323) 389-1813 
richard@marketpsychdata.com  

 

 

Disclaimer  

This material is not intended as and does not constitute an offer to sell any securities or a solicitation of any offer to 

purchase any securities.  

The information of the MarketPsych Report is presented free of charge.  It is no substitute for the services of a 

professional investment advisor.  Investments recommended may not be appropriate for all investors.  

Recommendations are made without consideration of your financial sophistication, financial situation, investing time 

horizon, or risk tolerance.  Readers are urged to consult with their own independent financial advisers with respect to 

any investment. 

Past performance is no guarantee of future results.  Screen and model signals and related analysis are for 

informational and entertainment purposes only and should not be construed as an offer to sell or the solicitation of an 

offer to buy securities.  Most financial instruments (stocks, bonds, funds) carry risk to principal and are not insured by 

the government.  Anyone using this newsletter for investment purposes does so at his or her own risk. 

Data accuracy cannot be guaranteed.  Opinions and analyses included herein are based on sources believed to be 

reliable and written in good faith, but no representation or warranty, expressed or implied, is made as to their 

accuracy, completeness, timeliness, or correctness. We are not liable for any errors or inaccuracies, regardless of 

cause, or for the lack of timeliness of, or for any delay or interruptions in, the transmission thereof to the users. 

As a matter of policy, we may act upon the investment information that this newsletter provides prior to making it 

available to the public.  We do not accept compensation of any kind from any companies mentioned herein. 

MarketPsych is not responsible for any special, indirect, incidental, or consequential damages that may result from 

the use of, or the inability to use, the Information contained on this newsletter whether the Information is provided or 

otherwise supplied by MarketPsych or anyone else. Notwithstanding the foregoing, in no event shall MarketPsych 

total liability to you for any and all claims, damages, losses, and causes of action (whether in contract or tort or 

otherwise) exceed the amount paid by you, if any, for accessing this newsletter. 

MarketPsych expressly disclaims all warranties and conditions with regard to the Web sites, their Content, and the 

Information, including, without limitation, all implied warranties and conditions of merchantability, fitness for a 

particular purpose, title, and non-infringement. By using the Web site, Content, and Information, I assume all of the 

risks associated with their use, and I release and agree to indemnify and hold harmless MarketPsych from any and all 

liability, claims for damages, and losses arising from or connected with such risks. 

IF YOU DO NOT AGREE WITH ANY OF THESE TERMS AND CONDITIONS OR FIND ANY OF THEM TO BE 

UNACCEPTABLE, SIMPLY UNSUBSCRIBE FROM THE EMAIL LIST. If you understand and accept these caveats, 

feel free to read the newsletter. 
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