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ABOUT NEWFOUND RESEARCH LLC 

We are a Boston-based financial technology and product innovation firm 
focused on tactical risk management through dynamic event allocationtm




We research and develop innovative investment strategies and license the 

analytics necessary to construct and manage these portfolios



We strive to create partnerships with asset managers and work in concert to 

either enhance their already existing strategies or develop new strategies 
from the ground up
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OUR SOLUTION:  
THE EXPOSURE RECOMMENDATION MODEL 


Provides an absolute exposure recommendation for a wide range of asset 

classes, such as individual equities, indices, mutual funds, commodities and 
futures, in both domestic and international markets, using the same 
repeatable and consistent process




Key Components:


§  Simple, non-optimized, purely mechanical logic

§  One model for every asset class

§  Reactive to the realized path of returns, not predictive on hypothetical 

ones

§  Risk based only
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The E.R. Model is a building 

block for constructing 
dynamically risk-managed 
portfolios that work in concert 
with the strategies employed 
by portfolio managers
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THE SIGNALS FROM THE ER™ MODEL  

When the signal is green, exposure is recommended



A yellow signal is transitory, and means a new market regime may 

be imminent



When the signal is red, exposure is not recommended
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The model’s output is similar to a stop light


Newfound Research works closely with its clients to identify the best use and

implementation of our model




 
HOW THE E.R. MODEL DIFFERS FROM  

    TRADITIONAL RISK MODELS 



reactive / predictive                    model

timely / lagging                         delivery

downside / volatility                     focus

general / specific                        usage

building block / package         product
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HOW THE E.R. MODEL DIFFERS  
FROM TRADITIONAL RISK MODELS 
Reactive Modeling: The majority of risk factor models attempt to predict future risk 

levels, and therefore their confidence is limited by the data they have been built 
on.  By being reactive, instead of predictive, our model’s use is not restricted 
only to market environments or events that fall inside the training data.  For 
example, a reactive model can adapt to the untimely passing of a company’s 
CEO; a predictive model would not have the appropriate historical data to 
accurately model such an event





Timely Delivery: Traditional macroeconomic and fundamental risk factor models are 
restricted to lagging monthly and quarterly information, forcing their predictions to 
not only be further out, and therefore less accurate, but also be less frequent.  
Since our models do not rely on quarterly information, they can provide signals 
on a daily basis, capturing changing market environments in a timely manner
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HOW THE E.R. MODEL DIFFERS  
FROM TRADITIONAL RISK MODELS 
Focus on Downside Protection: The majority of traditional risk factor models predict 

volatility as a risk measure, ignoring investors’ desire to capture upside volatility 
and avoid the downside




General Usage: Many industry models are designed, customized, and optimized for a 

specific subset of securities.  Specific models can allow model developers to add 
insights, but they run the risk of being over-optimized and therefore too brittle to 
changing economic cycles. General models tend sacrifice performance for 
robustness and confidence that models will work into the future




A Building Block: Traditional risk factor models exist as packaged products.  Our 

core model works as a building block, giving portfolio managers control and 
flexibility around managing the risk in the portfolio
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VOLATILITY AS RISK: PREDICTING VOLATILITY IS HARD 

The VIX is an index that represents the aggregate view of options traders on 
annualized volatility levels in the next 30 days (“implied volatility”).  How have 
those predictions compared to realized volatility?  On average, realized volatility 
has been 35% less than the volatility predicted by the VIX, and has ranged 
between 350% less to 50% greater than predicted levels since 1993. 
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DISCLAIMERS 
Copyright © Newfound Research LLC. All rights reserved. These materials are proprietary to Newfound Research LLC and may not be reproduced, modified, 

transmitted, transferred or distributed in any form without the prior written consent of Newfound Research LLC.  These materials have been prepared 
solely for information and illustrative purposes. These materials are made available on an "as is", without representation or warranty basis.  The 
information contained in these materials has been obtained from sources that Newfound Research LLC believes to be reliable, but accuracy and 
completeness are not guaranteed. 


These materials are subject to confidentiality obligations that the recipient owes to Newfound Research LLC.  Any disclosure of these materials without Newfound 
Research LLC’s prior written consent is strictly prohibited and in violation of ongoing contractual restrictions.  The recipient of these materials agrees to 
keep them and all contents confidential.


Unless otherwise noted, the performance returns of the Newfound Research LLC products presented in these materials reflect hypothetical, back-tested 
performance an investor may have obtained had it invested in the manner shown and do not represent returns that an investor actually attained (in other 
words, the Newfound Research LLC model performance is not based on live results produced by an asset manager’s actual investing and trading, but 
was achieved by means of retroactive application of a model).  Hypothetical, back-tested performance and model results have many inherent limitations, 
including as a result of data cleanliness and accuracy.  The performance results of the back-tested products presented include periods prior to when the 
products were created by Newfound Research LLC.  Actual, live client results may have materially differed from model results. 


There have not been any material changes in the conditions, objectives or strategies of the model that have occurred that may affect results.


Unless otherwise stated, hypothetical, back-tested performance results are not adjusted for the payment of any fees, expenses, transaction costs, commissions 
or taxes. Actual results will vary from the returns presented herein for those accounts that are subject to taxation and for the provision of certain types of 
fees, expenses, transaction costs or commissions that may be paid for live, actual accounts.  Newfound Research LLC’s performance results do include 
reinvestment of dividends. Performance results are based on U.S. dollar returns.


These materials represent an assessment of the market environment at specific points in time and are intended neither to be a guarantee of future events nor as a 
primary basis for investment decisions.  The performance results should not be construed as advice meeting the particular needs of any investor.  Neither 
the information presented nor any opinion expressed herein constitutes a solicitation for the purchase or sale of any security. Past performance is not 
indicative of future performance and investments in equity securities do present risk of loss. Newfound Research LLC’s results are historical and their 
ability to repeat could be affected by material market or economic conditions, among other things.  
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