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Foreword


Imagine that a wealthy and elderly uncle invites you for a visit. Over lunch, he reveals that he plans to leave you a considerable sum of money in his will. There is a catch, however. He will either leave you $1 million, or you can flip a coin with him. If you win the toss, you get $3 million. If you lose, you get nothing. Your elderly relative has developed a playful streak in his old age!


If you are like most people, you would choose the $1 million “sure thing.” But consider the other option for a moment: It is actually worth much more than $1 million because a 50/50 shot at $3 million is “worth” $1.5 million. Still, that $1 million “bird in the hand” would set you up for life. Thanking your uncle for his generosity, you part ways, happy that your financial future is finally secure. His coin, meanwhile, stays safely in his pocket. Imagine the regret you would feel, if you were to lose the coin toss and walk away with nothing.


This story, anchored in the Nobel Prize–winning concept of “prospect theory,” reflects an important lesson about how humans make financial decisions: It’s not just about the money. If it were, you’d flip the coin and take your chances. Instead, we make constant tradeoffs that aim both to maximize our happiness and to minimize future handwringing over our decisions. Losses—even if merely imagined—weigh heavily on our psyches and profoundly inform our choices.


Happily, technology is a highly useful tool for managing this never-ending tightrope of difficult financial decisions, both big and small. If you are buying a house, you can check numerous real estate websites to evaluate your options. Considering the purchase of a new car or television? An Internet search will help you find the best price and let you read in-depth product reviews. Perhaps you are out on the town with friends. With your smartphone, you can check into every eatery nearby, find a highly rated one, and even book a table. In each case, technology allows you to maximize your choices and—just as importantly—minimize potential regret.


For all the clear benefits of technology in your daily life, chances are very good that you don’t leverage it effectively, when it comes to investing. But why not? Part of the answer is obviously that nagging fear of regret. We worry that we’ll make the wrong decision and lose part of our hard-earned capital with an ill-considered investment from a dubious source. A larger issue, however, is that the Internet is a “firehose” of information, and it is hard to know where to begin, and whom to trust.


When faced with an overwhelming array of choices, we tend to revert to the familiar ones even if they aren’t the best options out there. In other words, despite a dizzying array of twenty-first century tech-enabled information resources, we tend to act on a limited menu of choices. To effectively balance the wealth of information available to us with our natural avoidance of regret, we need a clear and consistent strategy. Without such a playbook, our psychological tendency toward regret would be a permanent and unwelcomed third wheel.


Consider the topic of this book: social media and the investment process. Chances are that you know something about both, but they are difficult and complex topics. Keeping up with all the latest Internet outlets for individual social expression is a full-time job, and there seem to be new offerings every week. And investing is never easy, with the last decade’s volatility only adding to the confusion.


A marriage of these two subjects of social media and investing might seem like an unholy alliance. But technology marches forward, and we must follow in its path. The good news is that you already have the skills and, if you’ve read this far, you clearly have the interest to succeed in this new challenge. There’s even better news: You have an excellent guide on your journey with the author of this book, Brian Egger. I have known Brian for twenty years as a colleague and friend, and his ability to think clearly about the complex world of investing is first-rate. You are in good hands here.


The investment process in light of social media is an important topic for individual investors to understand. Even if you only choose to use a fraction of the contents of this book for your investment decisions, you will be better off for it. Institutional investors—“big money” hedge funds, mutual fund managers, pension funds, and very wealthy individuals—constantly scramble to leverage every possible advantage and reach their goals. Using social media is the single hottest topic for many of them at the moment. How—not if—they choose to incorporate this technology into their investment processes will play an increasingly important role in how they value securities in coming years. As an investor you need to understand these changes too, and that is the purpose of this book.


In the end, investing is simply a microcosm of our life’s journey. We constantly make choices between two scarce resources: time and money. We proactively seek happiness while seeking to minimize regret. At the same time, the rules are always changing, and we have to change with them. Using every resource at our disposal, guided by those whom we trust, is the best way to navigate the investment landscape. The use of social media in investing is now part of the capital markets, so it must be on your roadmap.


After all, wouldn’t you like to be that capricious rich uncle one day?


Nicholas Colas


Chief Market Strategist


ConvergEx Group




Introduction


Social Media: A Key to Stock Market Survival


In recent years, social media has become a linchpin for investment success. Mounting evidence suggests that the messages on Twitter and investing websites, such as StockTwits, can predict future stock market behavior. However, the importance of social media as an investing tool extends well beyond its predictive capacity. Twitter and other online communities are often the best source of insight into the causes of breakout moves in stocks. For a growing number of companies and research organizations, social media websites have become the venues of choice for communicating with investors about business trends. These websites are often the first and best sources for learning about the outcome of policy decisions that determine the fate of corporations. By using social media, investors may be able to learn about breaking news before it hits the mainstream media.


For those who might question whether or not social media can make them smarter investors, consider the alternative proposition that media can make them smarter investors. Very few investors I know would question the validity of that assertion. The problem seems to be with the “social” aspects of social media. As an investor, you must get past the perception that Twitter, Facebook, and YouTube are little more than virtual sandboxes for overgrown adolescents who are prone to idle gossip.


If you think social media has some growing up to do, and isn’t quite ready for Wall Street, think again. An expanding segment of the investing population is embracing the value of the social web as a vehicle for learning more about investments and the stock market. Instances of corporate tweeting are becoming the rule rather than the exception. On January 16, 2014, retailer J.C. Penney rankled industry analysts when it announced that it would “begin breaking information” such as marketing campaigns or low-level employee hires exclusively through its Twitter account. J.C. Penney wants to have the flexibility to use Twitter to communicate with “the Street” without the “formality and time-consuming requirements of a press release.”


The best way for investors to enter the fray of the rapidly evolving world of social finance is to become acquainted with some of the essential resources that are available online. This book is structured with that objective in mind. Chapter 1 provides some important context about the regulatory and business forces that have fueled the evolution of social media as an investing tool.


Chapter 2 features an introduction to the critical role that Twitter plays in investing, and details several elements of its website that can be streamlined for investment research. Chapter 3 introduces readers to the dynamic world of investing blogs and presents several examples of online journalism and financial writing, each having a different style.


Chapter 4 describes RSS feeds, which are online article syndication tools, and related applications (also referred to as apps) that facilitate the process of digesting streams of information from multiple blogs and social media sources. Chapter 5 presents several important examples of crowdsourced websites that can be used to obtain investment commentary, financial estimates, and stock recommendations from user communities.


Chapter 6 contains an introduction to some of the critical resources that are available on major financial websites, such as Yahoo! Finance. Chapter 7 features the dynamic world of financial webcasts, podcasts, and related audio-visual media that can enhance your understanding of the stock market.


In Chapter 8, I address the esoteric world of social bookmarking websites, such as reddit and Pinterest, which can be useful adjunct resources for investors. Chapter 9 explains the connection between “high-frequency trading” and the burgeoning world of social media analytics. Technology companies have developed novel approaches to gleaning sentiment signals from the mountains of data generated by Twitter and other social media websites, and this chapter details the essentials from an investment perspective.


In the book’s tenth and final chapter, readers are presented with detailed examples of how investors can incorporate many of the social media tools discussed throughout the book into their daily investment research and trading. Finally, this book concludes with some predictions about what lies ahead for social media as an influence on the world of investing and a resource guide that notes the social media and financial websites and applications of today.





CHAPTER ONE
Why Social Media Is So Important for Investors


Some investors have already discovered the importance of social media as an investing resource. However, the world of social finance is still in its infancy. Recently, stock market observers have borne witness to several jarring examples of how messages on social media websites such as Twitter (www.twitter.com) can move markets. Yet many active users of social media resources are unaware of, or are underusing, the features that define these applications as financial and investment research tools. In other instances, individuals with a vested interest in the stock market are simply not tuned in to social media at all. This chapter highlights the contrast between the powerful influence of social media on financial markets and the limited extent to which it is currently being used by investors.


A Metaphor for Social Finance


Our galaxy, the Milky Way, and our closest galactic neighbor, Andromeda, will collide someday. That event has been predicted with near certainty by NASA, thanks to the Hubble Space Telescope. According to NASA, Andromeda is approaching us at a velocity that is 2,000 times faster than a Major League pitcher’s fastball. Even at that astounding speed, it will take about four billion years for the galactic collision to take place.


The worlds of investing and the Internet are also on a collision course, but investors won’t have to wait billions of years to see its effects. It is already happening. These two big spheres of activity—investing and the Internet—both operate at a breakneck pace. They are beginning to coalesce, and we are awash in the disruptive ripple effects of their convergence. You don’t need the Hubble Telescope to see this. Its effects can be detected with the naked eye.


On April 23, 2013, the Dow Jones Industrial Average dropped 145 points—a 1 percentage point move—then quickly recovered its entire loss, all in the space of about two minutes. This rare instance of market whiplash occurred in the cramped interval between 1:07 P.M. and 1:10 P.M. Those few panic-ridden minutes of trading were precipitated by a false rumor that President Obama had been injured by two explosions at the White House. The means by which the rumor spread was Twitter. It was quickly revealed that someone had hacked the Twitter account of the Associated Press and transmitted the phony news.


Instances of compromised e-mail and social media accounts are not uncommon. However, this bit of disturbing news raised the specter of a grave national security threat. It not only jarred onlookers but also erased and, just as quickly, restored, $136 billion in stock market value. Any trader working on Wall Street that day who had stepped away from his desk at 1:06 P.M. to go to the bathroom probably missed the entire rollercoaster ride.


This brief, scary instance of trading chaos would not have occurred without two contributing elements. First, the new unstructured, chaotic, irrepressible, and sometimes irresponsible world of social media has clashed with the U.S. securities market, a bastion of the “old economy.” For those who had never used Twitter, the hackers’ deception probably seemed like a sinister, high-tech prank by a comic book villain. But to the stock market, this hyperkinetic reaction to this tidbit of fake news was no joke. Computerized trading programs catalyzed events, even as human onlookers greeted the hacker-conceived rumor with a mix of skepticism and dread, and algorithmic systems hastened a selloff that left even market veterans in a brief state of shock.


Individual investors are but one group that must reckon with the maelstrom of social media and its effects on the investment markets. In April 2013, the New York Times highlighted the concerned reactions of members of the institutional investment community to the White House explosion rumor. Seasoned Wall Street traders must scramble to sort through a deluge of social media messages, separate the relevant from the meaningless, and distinguish between the accurate and the apocryphal. Financial service and media firms hire technology companies to help them filter through social media messages and identify those that are truly relevant.


In the wake of the Associated Press hacking debacle, it is not hard to imagine similarly fast, and equally disturbing, scenarios playing out again. Investors can prepare themselves for such unforeseen events by removing the veil of mystery that seems to be wrapped around the world of social media.


Many Internet Users Underuse Social Media’s Investment Tools


According to a study by Pew Research Center, 73 percent of all Internet users are active on social media websites. According to the same study, which was published in 2012, an estimated 18 percent of all Internet users are active on Twitter. The fact that Twitter has penetrated only a small percentage of the overall Internet-using population is evidence of its growth potential as a business and financial research tool. Internet user statistics reveal another important unrealized opportunity: Many investors who already use social media have not yet taken advantage of some of the basic, empowering attributes of Twitter.


An important feature of Twitter, one that is a particularly useful business tool, is the “hashtag”—the “#” symbol users sometimes place in front of a word or phrase to categorize it by its subject. Users can simply submit, and search for, messages that include a hashtag. Using hashtags helps ensure that one’s tweets are easily found by other Twitter users during online searches. For example, investors searching on Twitter for information about investing might look under “#investing.” Without the inclusion of hashtags, the searching process on Twitter is far less effective. Yet, according to a survey of mobile device users by RadiumOne, an online advertising firm, only 58 percent of consumers use hashtags on a regular basis. Even frequent users of social media often don’t employ hashtags. Recently I asked a student audience how many of them use hashtags. A surprisingly small number of students—well less than half of those in attendance—said that they did.


Another important Internet tagging and search convention for investment research is the use of the “cashtag,” represented by a dollar sign, paired with a stock symbol (e.g., “$GE” for General Electric). The importance of using cashtags—a social media notation that was pioneered by StockTwits and later adopted by Twitter—is discussed at length in Chapter 5.


Although the cashtag has become ubiquitous on investing website StockTwits (www.stocktwits.com), it is only in its early stages of adoption on Twitter. In October 2013, Statista, an online statistics portal, published its findings regarding the most discussed companies on Twitter, as measured by the mention of cashtags in tweets originated in August 2013. Not surprisingly, Apple, the U.S. company with the largest stock market value, topped Statista’s list of the ten “most cashtagged” stocks. However, the use of cashtags was limited to a small group of securities. During August 2013, cashtag mentions for just three stocks—Apple Inc., Tesla Motors Inc., and BlackBerry Limited—accounted for approximately 60 percent of the total number of Twitter cashtag mentions observed for those top ten stocks. Although Apple, Tesla, and Blackberry dominated the “cashtag conversation” on Twitter, their stocks accounted for, in aggregate, only 32 percent of the total market value of all those top ten stocks.


A Wake-Up Call


Many seasoned individual investors were deeply affected by the burst of the dot-com bubble in 2000 and the great financial crisis of 2008. They became skeptical about financial advice and distrustful of financial advisors, and they question the motives of people who work on Wall Street. But mostly, they are pragmatists who want their money to work for them, rather than have it lie under a mattress, and they understand that interest income from money market accounts can’t keep pace with inflation (even when inflation is as tame as they can remember). It is harder than ever to understand how the stock market works. There is something new and unsettling about how it functions.


When many people outside the world of finance think of the people who work on Wall Street, they come up with what may be unfair characterizations. They generally imagine Wall Streeters to be young and technologically savvy, perhaps even the coddled beneficiaries of the Information Age.


How much of social media you let into your life is, of course, your own choice. However, I hope that after finishing this book you will come away with an appreciation for how this technology can open doors for you as an investor.


There is a dizzying array of choices out there for those who want to tap the power of the Internet. You may be new to many of them. Just beneath the surface layer of social media—the Facebooks and Twitters—lies a substratum of quirky, lesser-known applications. They are instantly recognizable to some by their whimsical, colorful icons. They have names that are equally whimsical: reddit, Digg, Delicious, and StumbleUpon. They are often referred to as social bookmarking websites. As an investor, you may not use them, but you need to know that they exist.


In order to benefit from the information that is out there, there are a few things you need to understand about social media, particularly if you’re new to it or have only used it a small amount.


First, you should know that social media is transforming the way information is conveyed to investors. We have all observed the informal way in which people communicate when they use e-mail and social media websites. The writing is punchy and laced with cryptic acronyms. Twitter cuts off all user messages at 140 characters, and so tweeted messages have an abbreviated, staccato-like rhythm. This new brand of shorthand has crept into business writing. The benefits and drawbacks of its succinctness are already affecting how companies address their stakeholders.


Second, you should know that powerful changes in the structure and operation of the stock market are unfolding. Just as the lightning-fast pace of Twitter message feeds can seem daunting to the individual investor, the dramatically accelerated speed at which stock trading takes place intimidates even seasoned stock market professionals. Today, computerized automation manages many aspects of what has long been a human institution.


According to the research and consulting firm, TABB Group, more than half of the U.S. equity trading volume can now be attributed to activity by hedge funds, high-frequency traders, and computerized algorithms. Many individual investors increasingly feel that stock market investing is something that’s no longer “by them,” or “for them.” To them, the stock market has taken on a cold, mechanized feeling. As the Wall Street Journal aptly said, “Stocks aren’t fun anymore; they are scary.”


Many investment clubs—organizations that cater to the needs and interests of nonprofessional investors who have a passion for the stock market—are also at risk of falling behind in the new world of social finance. Last August, I walked over to my town library to attend a meeting of the local chapter of a statewide investment club. I entered the library’s main meeting room, where I found eleven people sitting around a U-shaped table, shuffling through dog-eared printouts of dated Value Line Investment Survey stock reports. Value Line stock reviews have their place, and investment clubs are still important, but the world of investing has changed dramatically in the last twenty years. The need to find new, relevant information, and the ability to find it quickly, has made the use of the Internet imperative. Becoming better acquainted with some of the latest elements of consumer technology has never been more important.


Folks over Forty Have Much to Lose . . . and Gain


In April 2013, securities regulators permitted corporations to publish new financial data and news announcements on Twitter (www.twitter.com) and Facebook (www.facebook.com). This event makes it more important than ever for you to develop some facility with using social media websites. Ultimately, it doesn’t matter if you’re old or young—to be successful in the market, you must interact with it the way it is now. It is critical that you understand the current investor demographics, and how each group engages the market.


At the moment, the majority of stocks and bonds in the United States is held by older investors. About 75 percent of stocks and bonds in the United States are owned by households headed by someone over the age of forty. What about mutual funds? Researchers Michael Bogdan and Daniel Schrass found that about 40 percent of those assets belong to households in which someone fifty-five or older makes the financial decisions for the family.
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Exhibit 1: Equity and Bond Owner Characteristics by Age


Source: Investment Company Institute (ICI) and Securities Industry and Financial Markets Association (SIFMA), 2008.





Many Wall Street professionals are younger adults, in their twenties and thirties. The securities industry is, in many respects, a younger person’s profession. The business of owning stocks and bonds? Not so much. Households headed by the members of Generation X and Generation Y—those born since 1965—own only about one-third of all equities and bonds. In other words, the age group principally associated with the profession of buying and selling stocks does not own a lot of stocks, relative to other population segments.


Let’s look at the north and south generational poles of the population: those over sixty-five, and those under forty. The average household headed by a senior citizen has $350,000 in stock and bond holdings. That’s about six times the dollar amount of those particular financial assets held by families whose financial decisions are made by someone under age forty.
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Exhibit 2: Household Financial Assets by Age


Source: Investment Company Institute (ICI) and Securities Industry and Financial Markets Association (SIFMA), 2008.





So much for stock ownership, which is clearly dominated by those with gray hair on their temples. How about Internet use? Perhaps it should be no surprise that this is where older Americans lag behind their younger counterparts. In fact, these older Americans use the Internet to access financial information only about half as often as people under forty years old. An estimated 82 percent of those under age forty go online to engage in financial transactions or find financial information (see Exhibit 3). Less than half of the sixty-five-and-older crowd does this.
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Exhibit 3: Finance-Related Internet Use by Age


Source: Investment Company Institute (ICI) and Securities Industry and Financial Markets Association (SIFMA), 2008.





In the case of social media adoption, striking differences persist in user rates among younger and older Americans. Although 86 percent of all Internet users in the eighteen- to twenty-nine-year-old age group use Facebook, the same can be said of only 35 percent of Internet users older than age sixty-five. Note that this 35 percent adoption rate applies to senior citizens who already use the Internet. The percentage of all seniors who use Facebook probably hovers around 20 percent.


When it comes to Twitter, there’s an even bigger disparity between old and young users. Pew Research estimates that 27 percent of the eighteen- to twenty-nine-year-old online population uses Twitter, in comparison to only 2 percent of Internet users in the sixty-five-plus age category.


Because they’re less familiar with social media, middle-aged and older individuals bear the greatest risk of being left behind as more companies begin to announce corporate developments on Twitter and Facebook. However, younger individuals, even if they already use Twitter, are less likely to make informed financial decisions if they are unaware of the social media tools now being employed by investment professionals.


Most Twitter users who engage the social media website primarily as a personal communications tool are unfamiliar with how money managers use social media analytics. Even active Twitter users might not realize that potentially market-moving discussions now occur routinely on social bookmarking websites, such as reddit (www.reddit.com), or by way of video and audio recordings found on YouTube (www.youtube.com) and iTunes. A December 2013 article in the Wall Street Journal describes the growing prominence of technology firms such as Social Market Analytics (www.social marketanalytics.com). This type of technology firm “scans tweets for words that indicate sentiment around a stock,” and scores “how the chatter around a particular stock is changing.”


By now you are probably tripping over all the statistics cited in this chapter. But the specific numbers aren’t as important as the key takeaway: Once companies start using social media to speak to the investing public, it is probable that many individual investors won’t be listening and will be left behind in the process. That makes it doubly important that you learn as much as possible about how to use social media to improve your investing decisions.


Key Takeaways from Chapter One




	Due to changes in regulation and technology, social media applications, such as Twitter, are transforming the way information is conveyed to investors.


	More than half of U.S. equity trading volume can now be attributed to activity by social media–savvy hedge funds and high-frequency traders who use algorithms.


	Many Internet users who visit Twitter fail to take advantage of that website’s powerful business and investment research tools, such as hashtags and cashtags.


	Households headed by someone age forty or older own about 75 percent of U.S. stocks or bonds, and less than 10 percent of Internet users over fifty are on Twitter.








CHAPTER TWO
How Twitter Is Transforming the World of Investing


Among leading social media websites, Twitter (www.twitter.com) has emerged as a particularly influential online resource for investors. Recent academic studies affirm Twitter’s potential to predict stock market sentiment and stock price moves. However, its role in social finance did not emerge in a vacuum. Several important business and regulatory developments hastened the emergence of Twitter as an important financial communications medium. In this chapter I explain that business and regulatory context. I then provide three important examples of how stock market professionals use Twitter to illustrate how all investors can get the most out of Twitter. I conclude by examining why some people are reluctant to use Twitter—and note a simple suggestion that can help individual investors overcome that resistance.
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