
 
 

Important Announcement: 
Physics Meets Finance in Risk Systems That Read® 

 
Northfield will introduce risk models augmented with quantified news flows for 
investors. We believe this will be the biggest step forward in risk modeling for 
asset management since the creation of the multi-factor risk model in the 1970s. 
While almost every financial institution has extensive risk modeling systems in 
place, the global financial crisis of 2007-2009 and the $1.4 billion fine recently paid 
by Standard and Poor's have demonstrated that such systems are frequently 
grossly inadequate. What is missing from nearly all financial models is a 
recognition of how the present is different from the past, and therefore, how the 
near future is also likely to be different from the past. By defining "news" explicitly 
as the information set that informs us of how the present is different from the 
past, we can improve our estimates of future risk levels. Investors go to great 
effort to receive and analyze financial news as it comes to public awareness. It is 
implausible that estimation of security and portfolio risk should somehow ignore 
this very obvious and elemental fact. 
 
The analytical basis of the new approach is borrowed from "relativity" in physics. 
In this approach, we explain differences in financial market volatility over time as 
being a function of how quickly information is flowing to investors. When there is 
a large amount of news, time itself is presumed to be passing quickly. When there 
is a little news of interest to investors about a particular company or topic, time 
itself is treated as passing slowly. This conception of the problem is consistent 
with the findings of two published research studies diBartolomeo, Mitra and Mitra 
(2009) and Kyle, Obizhaeva, Sinha and Tuzun (2012). 
 
News conditioned risk assessments will be immediately useful in a number of 
applications. Of greatest interest to active managers are the areas of alpha 
estimation, portfolio risk and optimization for high turnover portfolios, especially 
hedge funds. Another area of importance will be algorithmic trading including 
"high frequency" and optimal execution algorithms. This new approach also holds 
a lot of promise for daily updating of fixed income credit risk and derivative 
counterparty risk. Many fund managers and asset owners also need short horizon 
risk assessments for regulatory compliance purposes (e.g. UCITS). While there is 
more work to be done, our research to date suggests that a single large news 
event may change risk forecast levels by 10 to 15% at time horizons as far out as 
one year. 



Northfield processes its news feeds by summarizing each article in the Dow Jones 
news feed using numerous metrics including the "sentiment of the article" (good 
news/neutral/bad news). We use summarization metrics provided by Alexandria 
Investment Research. This combination gives us both very wide coverage and low 
latency times. Quantitative summarization of each article takes no more than 30 
milliseconds. More than 21,000 companies were covered in the most recent 
quarter. Other important factors include "novelty" (has similar news been 
previously reported recently?) and "event type" (news about a merger is more 
important than a routine dividend payment). From these metrics, Northfield 
assigns a degree of importance to each news article and aggregates this 
information into a measure of how fast time is passing for investors in a particular 
firm. 
 
RISK SYSTEMS THAT READ is a profound improvement in techniques for near 
horizon risk estimation in a variety of portfolio management, trading, and credit 
risk applications. More information is available in our June 2015 newsletter, 
http://www.northinfo.com/Documents/648.pdf. 
 
A recorded version of our May 2015 "Risk Systems That Read" webinar is 
available for viewing at:  
 
https://northinfoevents.webex.com/northinfoevents/lsr.php?RCID=3dde545445
c4750b9d7e569596832d1d. 
 
In June 2015, we presented a second webinar on the applications of these 
techniques to credit and counterparty risk. A recorded version of the June 2015 
webinar is available at: 
 
https://northinfoevents.webex.com/northinfoevents/lsr.php?RCID=4051de9c4f
95cd6b186fa0f4cca286ba 
 
Interested parties should contact their Northfield client relations representative for 
more information or sales@northinfo.com or refer to www.northinfo.com. 
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