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This material has been prepared by Ox Capital Management ABN 60 648 887 914, which is a corporate authorised 
representative of Fidante Partners Limited ABN 94 002 835 592 AFSL 234668 (Authorised Representative No. 
001288156)(“Ox Capital”) for wholesale investors only. It is general information only and is not intended to provide you 
with financial advice or take into account your objectives, financial situation or needs.  To the extent permitted by law, no
liability is accepted for any loss or damage as a result of any reliance on this information.

Any projections are based on assumptions which we believe are reasonable, but are subject to change and should not 
be relied upon.

Past performance is not a reliable indicator of future performance. Neither any particular rate of return nor capital 
invested are guaranteed.

DISCLAIMER



THE THREE SOURCES OF ALPHA

Informational

•Obtain superior information

•Exploit superior information

Analytical

•A better “model” 

•Connect the “dots” better

Behavioural

•Be more disciplined

•Exploit the behaviour of others

What is the probability that an investment 
manager has 

a) Better information then everyone else?

b) Uncovered a way of analysing that 
information that has never been done 
before, and is actually useful for predicting 
the future? 

Behavioural alpha is where the most money 
can be made. Acting more rationally than 
others can be a more consistent source of 
alpha.

“The time to buy is when there's blood in the 
streets.“ – Baron Rothschild

1“Fuller, R (2000) Behavioural Finance and the Sources of Alpha”, Fuller & Thaler Asset Management



INDIA DEMONETISATION

Daily Post India, Nov  2017



INDIA DEMONETISATION

Source: Bloomberg, Google Search Trends

NIFTY 50 Index level & Google Search Term “Withdrawal” Interest – July 2016 to May 2017
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COVID CASE-STUDY

Source: CNBC, Washington Post



COVID CASE-STUDY

Source: CNBC, The Guardian, Reuters



COVID CASE-STUDY

Source: Bloomberg, Google Search Trends

S&P500 Index level & Google Search Term “Lockdown” Interest – by week starting 5 Jan 2020
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CHINA EVERGRANDE

Source: Financial Times, Google Search Trends

Google Search Term “Evergrande” Interest in the United States
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WHICH LOOKS LONGER?

Muller-Lyer Illusion, 1889



WHICH LOOKS LONGER?

Muller-Lyer Illusion, 1889



A REDUCTIVE MACRO FRAMEWORK IN PRACTICE

MOAT 
Analytics

Analyst 
Expectations 

Credit 
Creation

Macro 
Statistical 

Input

• Use a model that systematically 
tracks what you think are the 
most salient indicators of 
macroeconomic dynamics.

• A model must:
• have breadth
• have depth
• be timely
• guide sector allocation decisions 



MANAGING BIAS THROUGH THE MACRO 

Source: Ox Capital Management



Confirmation Bias Information Bias Loss Aversion Incentives

Oversimplification Hindsight Bias Groupthink Restraint Bias

Neglect of 
Probability

Anchoring Bias

COMMON COGNITIVE INVESTING HEURISTICS 



• A Reductive Quantitative Macroeconomic Framework can help to identify cognitive 
biases in investing.

• Biases are often the intense at turning points in markets, it is dangerous to go where 
cognitive biases leads you. 

• Tools that can tease out the biases from objective reality can capitalise on others’ 
heuristics and improve investment returns.

• The right quantitative tools can enable us to leave the comfort of the CONSENSUS 
and take a differentiated view. This can make a real difference to return for you and 
your client.

CONCLUSION



1. The Cboe Volatility Index (VIX) is a real-time index that is derived from the prices of S&P index options with near-term 
expiration dates. It generates a 30-day forward projection of volatility. It is a way to quantify the intensity of fear in the 
markets. Search for a long term (20yr) chart of the VIX on the internet and see if you can identify what market events those 
spikes coincided with? See if the peak of the VIX correspond to the bottom of markets?

2. Certain EM stock markets are more prone to US monetary tightening. For example, the Indonesia JSX. Go to Google Trends and 
search for the key words “Fed tapering” in the last decade, and see whether peak of search trends coincides with Indonesia 
JSX bottoms?

3. “The Linda problem” Kahneman and Tversky, 1982. Linda is 31 years old, single, outspoken, and very bright. She majored in 
philosophy. As a student, she was deeply concerned with issues of discrimination and social justice, and also participated in
anti-nuclear demonstrations. Which is more probable?

a) Linda is a bank teller.

b) Linda is a bank teller and is active in the feminist movement

The correct is a), as b) is a subset of a) hence more probable.

Having the right quant framework to work out the likely “expected value” can help overcome fallacies

4. Mindware: Tools for Smart Thinking Kindle Edition - by Richard E. Nisbett - tips to be more aware and deal with biases

HOMEWORK
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