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The importance of practical importance
The notion of practical importance is critical to investors. The question
is whether or not this forecast will make money?
Scientific validation
What is of practical importance to decisions is validation, not just
sampling error or statistical significance testing - the primary
model in surveys conducted for Wall Street.
“Huge sums are spent annually on research that is seriously
flawed through the use of inappropriate design, unrepresentative
samples, incorrect methods of analysis and faulty interpretation”
(DG Altman, The American Scientist)
Predictive Validity
Over the two year period 2008-2010 Lepere Analytics is 67%
accurate in predicting 3 month outperformance (vs S&P 500) for its
top 20 and bottom 20 ranked companies, 2 months after polling.
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Forecasting for profit: better science, better data
Current primary research models
There are two basic conceptual models of primary research used by Wall St today. The most widely used model
on risk assessment uses probability theory as the central concept. There are two classes of probability
models used throughout the investment industry – the Bayesian model, which incorporates prior knowledge of
probability of something occurring and the Pareto-Levy distribution model, which examines the standard
derivations distributed around a mean or alpha. The Lepere Analytics conceptual model is based on probability
theory and looks at the past, present and future probability of Predictive Customers© assessments.
The second model used by many investors today is the market research conceptual model based upon sampling
theory, which attempts to replicate in a sample of respondents how a larger population universe might respond.
Thus the key concept is representativeness in most market research studies of a category such as ‘fast food’
or ‘mobile phones,’ for example. The goal here is to reduce sampling error to the more representative or
predictive of a larger universe.
The purpose of this white paper is to compare the probability theory and scientific validity of the Lepere Analytics
datasets and resulting investment ideas to current sample-based surveys so that active investors
can have confidence in Lepere Analytics prediction probabilities.
The importance of practical importance
The notion of practical importance is critical to investors. The question is whether or not this forecast will help
to make money? As Tom Siegfried wrote in his article in Science News 2010; “Odds are it is wrong: science
fails to face shortcomings of statistics”.
“Statisticians perpetually caution against mistaking statistical significance for practical importance. I found eight
of every ten articles published in leading journals make the fatal substitution of equating statistical significance
to importance”
The Lepere Analytics methodology has been pilot tested in the US and UK market place from 2008-2010 by Zogby
International, the leading on-line political polling organisation led by John Zogby. More recently in 2010 it has
been tested by Brand Keys, Inc., one of the world’s leading consultancies on brand engagement and customer
loyalty. These pilot studies indicate that there is a strong correlation between the Predictive Customer
Momentum© data and future sales revenue and stock performance. Investors who have examined the results
agree that the findings make sense in the investor framework.
Scientific validation
What is of practical importance to decisions is validation, not just sampling error or statistical significance testing of
numbers and this focus on sampling error and/or statistical significance is the primary model in market
research surveys conducted today for Wall Street.
In writing about this in 1994 in the American Scientist, DG Altman stated:
“Huge sums are spent annually on research that is seriously flawed through the use of inappropriate design,
unrepresentative samples, incorrect methods of analysis and faulty interpretation”
Social scientists agree that the need for validation analysis is required before decision-makers can have
confidence in market research findings.
There are three critical areas of scientific validation that have been applied to the Lepere Analytics studies and resulting
datasets. A brief review of the validation work should satisfy any investor that the data from Lepere Analytics
studies can help them choose stocks for future value (six to twelve months forward) with great confidence.
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1.

Design validity

The first critical component of validity is the design of the study and the validity of the questions asked of
respondents. The design of Lepere Analytics has two essential elements – the selection of Predictive Customers©
and the nature of the questions asked of those Predictive Customer©.
The selection of Predictive Customers© uses a proven battery of psychological, attitudinal and behavioural
measures to identify Predictive Customers© from the rest of the population. This measurement battery has
been used often by social scientists like Everett Rogers, Daniel Yankolovich and Richard Church to identify
people more involved in popular culture, more open to new ideas and more active in sharing their knowledge
about products and services with others.
The Lepere Analytics Predictive Customer© battery has been validated via four pilot studies in 2008 and 2009
in theUSA and UK with over 30,000 people in over 50 categories of products and services.
The critical question used to measure the future momentum of brands through the eyes of Predictive
Customers© has both face validity (i.e., it appears to measure what it purports to measure) and replicated validity
determined by splitting samples of Predictive Customers© and correlating their answers to the Predictive
Customer Momentum© question; “Please indicate whether over the past 6-12 months each of the following
brands is gaining ground, losing ground or staying the same in terms of popularity among consumers”. The
split sample correlations ranged from r = 0.60 to r = 0.75, which are extraordinarily high.
2.

Sampling validity

The second crucial area of validation for Lepere Analytics is in the area of sample selection and size. Most market
research surveys upon specific product or service category behaviour focus on recruiting a large sample of the
total adult population to answer questions of brand choice and usage in a pre-selected product or service category.
Lepere Analytics was set up specifically for investors. The methodology focuses on the future by recruiting only Predictive
Customers© for their answers. Thus Lepere Analytics studies ‘ flip’ the recruitment process by identifying a large sample
of Predictive Customers©, then asking them to self-select the categories of products and services they are most
involved with and feel most knowledgeable about to probe for perceptions of brand momentum.
Lepere Analytics sampling works this way (based on March ’10 study): an invitation was sent on-line to over 220,000
people. Of these 32,350 (14.7%) responded volunteering to take part. Predictive Customers© are identified
based on their responses to a series of attitudinal, behavioural and psychological questions designed specifically
to single out people who have the ability to influence those in their social circles on products and technologies.
These questions measure amongst other things the respondents’ general attitude towards commercial culture and
modern society, level of networking activities, media consumption habit, curiosity about new products and
technologies, willingness to share information and experiences, understanding of product value, proclivity for
independent thinking. A proprietary algorithm then calculated a composite score for each respondent and those
who scored higher than the pre-set value were identified as Predictive Customers©.
In total this screening process resulted in 5,499 (17%) Predictive Customers© in the March’10 study. These
qualified Predictive Customers© then answer questions to indicate the categories of product and services most
important to them.
Most Wall St surveys have a total sample of around 100 people, significantly smaller than the Lepere Analytics sample
of Predictive Customers© which produces a lower sampling error. Investors can be 99% confident in the overall
Lepere Analytics dataset.
The large total number of Predictive Customers© also means that when respondents self-select their sectors
of interest or engagement, they are in sufficient numbers to ensure that sector subsets of the Lepere Analytics dataset
are valid at the 95% confidence level, again providing a significantly lower sampling error than the Wall St norm.
The other element that improves the validity -- and therefore the confidence in the resulting investment ideas
-- comes from the use of trend methodology which reduces errors in a like manor to sample size.
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Trend methodology recognises that dependence upon a single experiment or survey measurement is filled with
risk. This was most clearly stated by Dr Steven Goodman of John Hopkins School of Public Health in
Sciencenews.com;
“Still any single scientific test is quite likely to be incorrect, thanks largely to the fact that standard statistical tests
for drawing conclusions that a result could not have occurred by chance alone is in essence, illogical. Studies
must be repeated more than once”
Trend methodology takes similar measures of similarly selected population samples at regularly timed intervals.
Lepere Analytics will do four studies (or more) in a year. These quarterly studies increase the likelyhood of catching an
inflection point – of critical importance to the investor -- as well as improving the probability of future forecasts.
3.

Predictive validity

The final area of investigation into the validity of Lepere Analytics studies is a focus on the dataset to predict future outcomes. The trend data for 2008 and 2009 has been examined. Two areas of future outcomes have been
investigated – brand sales and company stock.
In predicting or forecasting future outcomes scientists have a choice of focusing on macro data (the market or
economy in total) or micro outcomes (specific brands and companies).The Lepere Analytics validation has focussed on
micro data in order to determine the robustness of future predictions which lead to higher levels of confidence.
The investigation of Lepere Analytics predictive validity has focused on brands and companies with increasing
Predictive Customer Momentum© scores and decreasing Predictive Customer Momentum© scores. This
approach introduces sufficient variation in a small dataset with minimal time-series data points. The results
from the validity analysis provide a practical level of confidence to invest in specific ideas.
The first validation exercise correlated changes in Predictive Customer Momentum© scores, expressed as a
Growth Factor© with changes in future sales revenue, reported as actual revenue.
The Growth Factor© is calculated for each brand individually. It is based on a net momentum score i.e., the %
of Predictive Customers© who believe a brand is gaining ground minus the % who believe it is losing ground.
It is a relative measure both to the competitive brand set and to all brands in the study. It is not an absolute or
a measure of momentum in the sense of a zero sum gain.
When a company is a single brand company like Starbucks or UPS, for example, the brand and company
scores are inter-changeable. But for most companies, like Nestle, for example, different brands or divisions need
to be assigned back to their quoted parent. In doing so, the Growth Factor© identifies drive brands or divisions
and weights them in line with their contribution to the P&L, strategy, revenue potential, etc.
Companies with sufficient data (e.g., no M&A, bankruptcy) were ranked in order of their Growth Factor© score
to create a top 50 and bottom 50. The table below looks at the top 50 and bottom 50 companies which had
positive or negative revenue growth, expressed as a percent. Q1 is the first reported quarter after Growth
Factor© data is posted and Q2 is the second reported quarter after Growth Factor© date. The performance of
the S&P 500 is provided for context.
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Even in April and September 2008 when the markets and the wider economy were in crisis the Lepere Analytics data
accurately predicted revenue growth for 42% of its top 50 companies in April and 32% in September. Of the bottom
50 companies Lepere Analytics was 56% accurate in predicting revenue declines in April 08 and 72% accurate in
September 08. When the economy recovered somewhat Lepere Analytics’ was 70% accurate in predicting revenue
growth (top 50) and 36% (bottom 50).
We also tested how Lepere Analytics compared to consensus estimates by comparing actual revenue to consensus
estimates for each of the periods shown. As you can see below Lepere Analytics appears to be a better predictor
of revenue performance than consensus for the top 50 and bottom 50 companies analysed.

Thus it appears that Lepere Analytics is predictive of actual revenue and a better growth potential indicator than consensus
estimates.
The second predictive validation at the micro level focused on the ability of Predictive Customer Momentum©
and Growth Factor© scores to “predict” future stock performance.
The top 20 and bottom 20 companies were ranked by their Growth Factor© scores and their performance
against the S&P 500 was monitored over a six month period following each study. The results validate the Lepere
Analytics dataset in predicting stock performance.
Over the two year period 2008-2010 Lepere Analytics Investing® is 67% accurate in predicting 3 month
outperformance (vs S&P 500) for its top 20 and bottom 20 ranked companies, 2 months after polling.
An example from the Tire sector demonstrates the correlation between the Growth Factor© scores and stock
performance.
Michelin (ML FP) led the Tire subsector with a Growth Factor© of 1.17 in Apr 08. Continental (CON GY) on the
other hand was the sector loser with a low score and a low overall ranking. This ‘spread’ presented an excellent
opportunity for a pairs trade.
Polling in Sepember 08 saw Michelin consolidate its Growth Factor© and crucially the spread with sector loser
Continental. The trade had a +40% spread over a 9 month period.
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Three successive 6 month funds further demonstrate the predictive validity of Lepere Analytics data.
The first two funds were market neutral, with the investment split 50% long and 50% short. The top 10 and bottom
10 names were selected only on their Growth Factor© ranking – no other factors were taken into account. Finally,
the funds were completely ‘passive’ with the positions being fully taken on day one and fully liquidated 6 months
later. Clearly this strategy was designed to isolate the Lepere Analytics dataset as the only variable and was not
investment strategy.
The first fund ran from April 30th-Nov 3rd ‘08, a time of massive turbulence. Polling took place in
February/March. Lepere Analytics performance for the 6 months -3.7% vs. S&P -30%. Delta = 26.3%

S&P 500
Lepere
Analytics

Fund #2 was based on polling in September ‘08. The fund ran from Nov 11, ‘08 – Apr 20, ’09.
Lepere Analytics performance +6.3% vs. S&P -3.9%. Delta = 10.2%

S&P 500
Lepere
Analytics

Fund #3 was opened on August 18, ‘09 and ran until February 26, ’10. It was decided to add one variable –
this fund was traded. It was registered as the Vox Pop Fund, LP and operated as a fully functioning fund with
a prime broker, external administrators, etc. The fund turned in a 6.76% performance for the six months on the
same long-short strategy. Critically in terms of validation 42 positions were taken, 64% of these made money.
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The 2 month lag effect after polling suggested in earlier tests again played out in fund #3. The polling took place in
July. The table below charts the number of up and down trading days – when the portfolio managers made or lost
money. August and September had more down trading days, in a ratio of 2:1. After this 2 month lag, outperformance
started in October and continued building through December ’09.

The second predictive validation over the two year period 2008-2010 concluded that Lepere Analytics is 67%
accurate in predicting 3 month outperformance (vs S&P 500) for its top 20 and bottom 20 ranked companies, 2 months
after polling.

Summary
This paper has discussed the importance of scientific validity in gaining confidence for decision making based
on survey datasets.
The examination has looked at the three major sources of scientific validity for Lepere Analytics - design, sampling
and predictions of future outcomes.
The results should provide confidence that the Lepere Analytics dataset and resulting ideas have value for the forwardlooking investor. We all know however, that personal experience over time with a specific dataset is the best
guide to practical value. However very few research methods or investment strategies have prepared for public
review their scientific basis for confidence in their results for decision-making.
Lepere Analytics is willing to share with prospective buyers additional analysis and results from the most recent
study March ‘10. Lepere Analytics is a new, added value and validated tool for forward looking investors that can
give a high level of confidence in the ideas generated from its proprietary datasets.
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