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Generating a new allocation 
framework 

Since 2009, it has become evident that investing 
according to the standard industry practice, i.e. 
using Modern Portfolio Management theory (H. 
Markowitz) is outdated. 

  
Can we generate efficient market exposure using 
econophysics principles. 



TEVA.N r vol 
Sharpe 
(exp) 

31.12.2006 to 31.12.2009 78.25% 26.26% 22.71% 

31.12.2007 to 31.12.2010 11.96% 27.45% 28.86% 

31.12.2008 to 31.12.2011 8.15% 27.45% 20.99% 

31.12.2009 to 31.12.2012 -33.53% 33.88% 45.91% 

Is historic data is misleading? 



Generating a new allocation 
framework 

Question: 

  Can we develop a model that identifies 
 stocks that are at the beginning of a new 
 investment trend, so that available 
 funds are invested “just-in-time”, 
 i.e. for the period during which the 
 asset is performing? 



Hypothesis 

Selective investing applying both 
fundamental and technical analyses will 
provide the investor with better equity 
performance than the respective equity 
index (market)! 



Research  

Analyze equity price performance when equity 
selection takes place using econophysics based 
on company operating metrics, residual risk 
analysis, and real-time stock prices. 
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Materials 

• 1,200 global securities analyzed 

• 450 securities retained for investment 
theme construction 

• 27 investment theme baskets built 

• Period: 2005 – 2011 



Variables (external) 

Controlled variables:    
• Value metrics 

• Growth metrics 

• Momentum metrics 

• Risk metrics 

• Return metrics 

 
Each investment theme basket contains the top 20 companies 

 

 



Variables (internal) 

Independent variable:   

–ALPHEGA Portfolio construction and signal 

 



Variables (internal) 

Equity classification using IR and company 
operating metrics:  
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Cf = Company operating metrics 
MKTf= Market operating metrics 
Sf= Sector operating metrics 
Tf = Theme operating metrics 

Cf = Company performance metrics 
MKTf= Market performance metrics 
Sf= Sector performance metrics 
Tf = Theme performance metrics 
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Scatter graph view 
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Operating metrics 



Variables (internal) 



Procedure  
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Procedure  

 

• MACD (crossing) to detect start/end of trends 

• Slow Stochastic to detect oversold/bought levels   

• Fibonnacci to provide support/resistance levels 

• Momentum analysis to define Fibonnacci level   

• Similarity analysis to search for same positive 
trading pattern    



Results 
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Data/Observations 

• Alphega index generates about 3 - 5 
buying opportunities per equity, 
per year, with an average 
performance in excess of 10% in 
the 3 months following the signal. 

• Success ratio: in excess of 70% 



Conclusion 

When forward looking company fundamentals are combined with 
Alphega index data (i.e. technical equity analysis), the investor 
achieves a higher investment return with lower volatility ratios 
compared to the traditional investment approach.  


