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Preface

The purpose of a preface in our view is rather unashamedly to sell the book—to
communicate the message of the book succinctly and either to motivate the reader to
explore its content or to leave the reader feeling that just maybe he or she is losing out if
the book’s theme does not fire their imagination. So, by ignoring this book you will
never know whether you might have seen the light and gleaned the winning strategies of
financial analytics! The subheadings in this preface are deliberately linked to coax you to
send an email to your quant team instructing them to pick up this handbook and mine it
for nuggets of knowledge. You may also post a review in your blog or alert your peers in
Linked-in depending on how much enthusiasm we have been able to generate.

The background sets the scene. We then highlight the research problems that also
equate with the business problems. We discuss the role of news followed by an outline of
the different rechnologies that underpin news analytics (NA). We then emphasize that
discovering what the experts—that is, our enthusiastic contributors—have to say can be
rewarding. We conclude the preface with a suggested reading strategy—a road map—
with a view to help the reader make the most of effective knowledge mining.

Background: the setting

Our research base, the Centre for the Analysis of Risk and Optimisation Modelling
Applications (CARISMA) was established in 2001 within Brunel University.
CARISMA conferences bring together practitioners, hard-nosed business people, and
academics, the abstract thinkers. Sometimes this formula works and the academics are
puzzled, challenged, and fascinated by the prospect of analyzing a difficult business
problem that can also be construed as a research problem. There are many different
constituents that make up the financial (news analytics) market place: academics,
industry-based quant researchers, news sentiment data vendors and, finally, traders
and investment strategy managers. All these people are variously attracted by the
prospect of determining the quantified sentiment of the market by analysis of the news.
There is one common aspect which brings the contributors of this volume together:
namely, they are people with a “can do” spirit who believe with unwavering conviction
that they will find the silver bullet.
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The research problem = the business problem

The world of financial analytics is concerned with three leading problems:

(i) The pricing of assets in a temporal setting.
(ii) Making optimum investment decisions low frequency or optimum trading
decisions high frequency.
(iii) Controlling risk at different time exposures.

The role of news

News provides information about an event and, as such, may be considered to be an
event in itself—news moves the market. The dynamics of the flow of information and
market uncertainty impacts security price formation, price discovery, market participant
behaviour such as price (over) reaction, price volatility, and market stability. Traders
and other market participants digest news rapidly; they may revise and rebalance their
asset positions. Most traders have access to newswires at their desks. The sources and
the volume of news continue to grow.

The technologies underpinning NA

Tt is widely recognized that news plays a key role in financial markets. New technologies
that enable automatic or semi-automatic news collection, extraction, aggregation, and
categorization are emerging. Machine-learning techniques are used to process the
textual narrative of news stories, thus transforming qualitative descriptions into
quantified news sentiment scores. A range of computational models (algorithms) have
been proposed for this purpose. Typically, positive-word or negative-word counts or
vector distance computation, adjective or adverb phrase usage or the Bayesian approach
of introducing domain experts’ subjective and contextual knowledge are applied to
calculate a sentiment score. In the context of trading, news sentiment data have to be
fused with the market data of “trades and quotes’ to create an analytic data mart for
financial models. Herein lies the challenge of automation. Not only do systems that
support information flow have to be designed, they have to be connected to models of
financial analytics for asset pricing, trading, investment management, and risk control.
Thus, financial engineering goes hand in hand with information engineering to create
winning strategies.

The road map

As editors we set the scene in Chapter 1 of the book. In this chapter we provide a general
review of applications of NA in finance. We discuss news data sources, methods of
turning qualitative text to quantified metrics and a range of models and applications. In
particular, we would like to draw the attention of the reader to the two sections of the
appendix where we describe in summary form the structure and content of news data as
supplied by Thomson Reuters in its News Scope and RavenPack in its News Scores
products. The major themes of this handbook are:
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Part 1 The methods and models by which news sentiment is measured and quantified.

Part 2 News and abnormal returns as found in trading models and investment
strategies.

Part 3 How news analytics can be used for risk control.

Part 4 The insight of industry leaders and relevant commercial information.

Depending on what interests them most, readers may turn their attention to any of these
parts, scan the titles and abstracts, and read the articles as they are presented. There is
very little interdependence between these four parts of the handbook.

The contributors are ecither researchers from academia or practitioners from
industry—in some instances, both. They have two things in common: they are all experts
in NA and they are enthusiastic about applying NA to finance. As editors we believe our
salient achievement has been to solicit and convince this team of enthusiasts to con-
tribute their knowledge and their recent research results to this volume. Finally, we
would invite readers to contemplate, innovate and be excited by the infectious enthu-
siasm of the contributors—you may come up with your own rewarding applications of
news analytics and hopefully share them with other experts in the field.

Gautam Mitra and Leela Mitra
London
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