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Introducing Risk Systems That Read 
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Northfield Information Services is pleased to announce the launch of Risk Systems That Read, our groundbreaking 
methodology that is unlike the other model constructs, which rely solely on historical data. Risk Systems That Read 
immediately uses information as it becomes available to adapt rapidly to the changes in market conditions.   
 
We are bringing two types of new information to the risk estimation process. The first is directly observable from 
financial markets such as market volatility indices (e.g. VIX), implied volatility for individual stocks, and the cross-
sectional dispersion of returns across countries and sectors. The second new source of information is from 
quantitative summarization of the flow of textual news coming to investors. By studying the rate of news flow on 
companies, sectors and countries we can discern if there is low or high volatility expectations for the investors.  
 
Unexpected news items, positive or negative have a profound impact on asset prices. Empirical studies illustrate 
that the frequency of news articles on companies fits almost perfectly with the subsequent volatility of their equity 
shares. In studying nearly two million observations we found that large news flows on a company consistently 
translated to higher next-day intraday volatility, with T statistics ranging from 7 to 9 in terms of statistical 
significance. Risk Systems That Read is a profound improvement on techniques for near and medium-term horizon 
risk estimation in a variety of portfolio management, trading, and credit risk applications 

How Risk Systems That Read Works 

Risk Systems That Read delivers the stability of a long-term model, rapid adaptation to changing conditions and 
broad coverage. We process news by summarizing each article in the Dow Jones news feed using numerous 
metrics. For example, one such metric is the “sentiment of the article” (good news/neutral/bad news) based on 
summarization metrics provided by Alexandria Investment Research just 30 milliseconds after news is released.  
Other metrics 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, we assign a degree of 
importance to each news article and aggregate it into a measure of how fast time is effectively passing for 
investors in a particular firm. The information is also aggregated across firms at various higher levels such as 
economic sectors and geographic regions.   

What Makes Risk Systems That Read Different? 

Almost all risk models available in the market today are “unconditional” in the sense that they are based entirely on 
a sample of history that is deemed relevant, possibly giving more weight to recent observations, or assuming a 
simple trend-following model of volatility. This approach assumes that the future will be like the past during sample 
periods ranging from as short as sixty trading days to as long as twenty years. 
 
Conventionally, short-term models are built following the same steps as for long-term models, but on higher 
frequency (i.e. daily) data with shorter sample periods. Putting aside statistical complexities (for example, how to 
determine correlation with asynchronous global markets), this outdated process omits everything we know about 
the present, and most importantly what we know about how the present is different from the sample period.   
 
Investors go to great effort to receive and analyze financial news as it comes to public awareness. Why should 
estimation of security and portfolio risk ignore this very obvious and elemental fact? It should not and now it does 
not have to.   
 
Please contact Northfield Sales to learn more. In the US, 617-208-2050, sales@northinfo.com. EMEA Region, +44 
(0) 20 3714 4130, sales-europe@northinfo.com. Asia Pacific Region, +81 (0)3 5403-4655, sales-asia@northinfo.com. 
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