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Introduction
D

In the Bible, the Four Horseman of the Apocalypse are 
harbingers of the “end times”.  They appear in Revelation 
Six and the Books of Zechariah and Ezekiel.   The four 
horses are colored White, Red, Black,  and Pale

The image at left is one of a series of fifteen woodcuts by 
Albrecht Durer done around the year 1500.  

For the financial activities which dominate much of 
modern life, we will take the liberty of defining the Four 
Horses as War, Pandemic, Corruption, and Climate Change

In this presentation we hope to provide relatively concise 
summaries of our research of how each of these risks is 
problematic for investors, and what we know about how to 
deal with them.  
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The image at right is Rembrandt’s Storm on 
the Sea of Galilee (1633).  Since that 
date it has been widely used as a 
representation of danger and risk. 

For today’s purpose we will loosely define risk 
only as the potential for undesirable 
outcomes.  

Risk is always in the future. It cannot be 
measured, only estimated. 

As the Greek writer Agathon stated in 450 BC 
Even unto the Gods it is forbidden to 
change the past.  

A Basic Conception of Risk
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In the modern world we define risks and dangers in 
terms of conditional probabilities (odds).   

The first researcher to get the math right was 
Gerolamo Cardano, for whom a crypto-currency 
was recently named. 

Unfortunately, Cardo did his research to improve his 
gambling in card games in Italian taverns.  He 
was a lifelong loser who financed his gambling 
losses with a good day job.  Cardano was a 
prominent physician by virtue of a fraudulent 
cure for syphilis.    

His book was published posthumously in 1663.  

Keys to Understanding: Drinking, Gambling, and STDs
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One way to think about being resilient to our 
Four Horseman of the Financial 
Apocalypse is to form a hold a portfolio 
least likely to be in distress during 
unfavorable conditions. 

We published our model of corporate 
sustainability 
• diBartolomeo, Dan, “Equity Risk, 

Default Risk, Default Correlation and 
Corporate Sustainability”, Journal of 
Investing, Winter 2010.

Survival in Unfavorable Conditions
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Could “Survivalist Views” Hurt You Financially?

While avoiding investment in companies 
that don’t go bankrupt sounds prima facia
appealing, we must at least consider the 

possibility that some firms might survive in 
the long run by being pathologically 

conservative and never growing.  

• A manifestation of “Nothing ventured, 
nothing gained”

• There is evidence in the real estate 
markets that US states that discourage 
real estate speculation (“flipping”) 
through taxation have had the lowest 
rates of property appreciation.

We studied this issue by creating portfolios 
that were intentionally survivorship biased.  

• We formulated portfolios from firms that 
had survived at least twenty- five years 
without changing the primary line of 
business.

• Several studies including ours found an 
annual equity alpha of around 3% for 
survivors (if you know who they will be in 
advance) in the US 

• Northfield News December 2018.pub 
(northinfo.com)

https://www.northinfo.com/documents/848.pdf
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As per Shakespeare in Henry V after receipt of a gift 
of medieval tennis balls from a French cousin

We are glad the Dauphin is so pleasant with us: 
His present and your pains we thank you for.  
When we have march’d our rackets to these balls.
We will, in France, by God’s grace play a set, 
Shall strike his father’s c rown into the hazard. 

Later Antony urges “let slip the dogs of war”, which Henry 
identified as famine, sword, and fire.

Wars and What Starts Them

Kenneth Branagh 
as Henry V
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A War Portfolio?

Our published “Four Horseman” paper (Journal of 
Performance Measurement, 2021) relied on 

previous Northfield research on the statistical 
relationship between global war casualties and 

returns for global equities and bonds.  

• This work was done at the request of the US 
State Department.  

• Historical data was reviewed back to the 1880s. 
• https://www.northinfo.com/Documents/646.pdf
• The key findings of this study were that equity 

markets declined during periods of conflict but 
recovered quickly at the cessation of hostilities

Fixed income markets declined very sharply 
during wars and there was no appreciable 

recovery at the cessation of violence.

• War is expensive to wage, industrial capacity and 
infrastructure are destroyed

• Young, healthy members of the labor force are 
killed as combatants

• Countries that lose wars don’t pay their debts
• A war resilient portfolio would be tilted to most 

negative exposure to returns on the global bond 
market return factor present in many Northfield 
models.    

https://www.northinfo.com/Documents/646.pdf
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Financial Considerations of the COVID 19 Pandemic

Our early published work on the pandemic was accurate in forecasting that 
financial markets would recover quickly from the lows in March 2020.

• diBartolomeo, Investments and Wealth Monitor, May 2020.  

Our sustainability model has presented one very interesting indication in 
terms of corporate sustainability in the pandemic period. 

• Perversely, the expected half life of firms increased markedly. 
• This effect was concentrated in banks that moved to a seventy-year average half-life 

suggesting a default rate of only 1% per annum.  
• This result arises from the enormous liquidity injected by the US Fed and other central 

banks.   It’s hard to go broke if you have borrowing costs below zero.
• Belev, Emilian and Dan diBartolomeo “Finance Meets Macroeconomics: A Structural 

Model of Sovereign Credit Risk”, M. Crouhy, D. Galai ande Z. Weiner Editors, “Contingent 
Claims Analysis in Corporate Finance”, World Scientific, 2019. 

• Bodie, Zvi, Dale Gray and Robert Merton, “A New Framework for Measuring and 
Managing Macrofinancial Risk and Financial Stability”, NBER, 2007 (Updated 2021). 
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We rely on the Corruption Perception Index 
(CPI) which has been compiled annually 
from global surveys since 1995.

Since 1995 the US has moved from 15th best 
among world nations to 25th best.    Over 
the same sample period, the level of 
perceived corruption (1-CPI) has increased 
by half from 22% to 33% (0 to 10 scale) 

Averages during Republican administrations 
are slightly worse, but the differences are 
not statistically significant. 

US Corruption Trends Don’t Look Good
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The US is more widely divided along political party 
lines at the current time than has been evident in 
the past. 

• It is therefore plausible that domestic views 
on corruption of the political process and 
business community may simplify to whether 
or not the political party favored by a given 
individual is or is not in a dominant position 
of political influence.  

We have previously analyzed historical factor data for 
the US equity market based on whether the 
presidential administration is from the Democratic 
or Republican parties.   

• The US Presidential Election, Pandemics, and 
Long-Term Factor Returns (northinfo.com)

Domestic Perceptions of Corruption

https://www.northinfo.com/documents/963.pdf
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The image at right depicts the “Oath of the 
Tennis Court” taken in 1789 by French 
aristocrats just prior to the French 
Revolution.   

In response, the Revolutionaries burned all but 
three tennis courts in France, as well as 
beheading some of the attendees by 
guillotine. 

Another Response to Perceived Corruption
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A Climate Change Portfolio

Unless you want to make active bets, the 
most obvious strategy to deal with 

climate change is to remove companies 
related to fossil fuels as either producers 
or heavy consumers from your portfolio.  

• Businesses sensitive to the cost of fossil 
fuels will be negatively correlated with 
fossil energy producers

• Some businesses that are negatively 
correlated with oil prices aren’t 
obvious.  

• The strongest negative correlations 
arise in “big box” retailers like Walmart 
and Home Depot where both 
consumer spending and operating 
expenses are impacted by energy 
costs. 

We published early two papers on the 
dominance of the fossil fuels on the 

relative performance of SRI/ESG 
portfolios. About 80% explanatory 

power

• Kurtz, Lloyd and Dan diBartolomeo. 
"Socially Screened Portfolios: An 
Attribution Analysis Of Relative 
Performance," Journal of Investing, 
1996, v5(3,Fall), 35-41.

• diBartolomeo and Dan and Lloyd Kurtz. 
“Long Term Performance of a Social 
Investment Universe”, Journal of 
Investing, Fall 2011. 



www.northinfo.com Slide 14

If we spirits have offended
Think but this and all is mended
That you have but slumbered here
While this visions did appear
And this weak and idle theme
No more yielding than a dream. 

Gentles do not reprehend 
If you pardon, we will mend
And as I am an honest Puck,
If we have unearned luck 
Now to ‘scape the serpent’s tongue 
We will make amends ere long; 

Else the Puck a Liar call 
And so Good Night unto you all; 
Give me your hand if we be friends 
And Robin shall restore amends.

A Lesson in Financial Risk From Shakespeare 
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