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Methodology overview



Select parameters 
Pick a universe of assets (e.g. 500 of the most liquid global stocks). 
Pick a basket size (50-100 typically). Set a diversity constraint (e.g.
max weight 5% for any stock). Select Long only, Long/Short or 
Short only

Out-of-sample tracking
”Walk forward” or “blind” backtest shows how the basket would 
have performed using only information that was known at the time 
of each monthly rebalancing. A machine learning framework 
avoids back fitting or use of hindsight and maximises “out-of-
sample” tracking. Historicals all show how the baskets actually 
tracked (real life simulation)

Optimisation 
Optimisation over asset universe finds the combination of stocks 
(basket), subject to constraints/parameters above, that maximises 
daily correlation between basket and target variable (e.g. inflation) 
in the training window. Training window is dynamic and internal to 
the optimisation

Methodology overview



US inflation basket
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QI Basket (LHS) USSWIT2 Curncy (RHS)

1yr Out-of-Sample Correlation: 94%



US inflation basket
Parameters
Universe: Global liquid stocks
Target: US 2yr Infl. Expectations (USSWIT2 Curncy)
Maximum weight: 5%
Maximum number of constituents: 60
Long/Short notional split: unconstrained



EUR inflation basket
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QI Basket (LHS) EUSWIT2 Curncy (RHS)

1yr Out-of-Sample Correlation: 91%



EUR inflation basket
Parameters
Universe: Global liquid stocks
Target: EU 2yr Infl. Expec (EUSWIT2 Curncy)
Maximum weight: 5%
Maximum number of constituents: 60
Long/Short notional split: unconstrained



UK inflation basket
1yr Out-of-Sample Correlation: 91%
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UK inflation basket
Parameters
Universe: Global liquid stocks
Target: UK 2yr Infl. Expec. (BPSWIT2 Curncy)
Maximum weight: 5%
Maximum number of constituents: 60
Long/Short notional split: unconstrained



US Composite PMI basket
1yr Out-of-Sample Correlation: 74%



UK Housing basket
1yr Out-of-Sample Correlation: 74%



US 10y Yield basket
1yr Out-of-Sample Correlation: 86%
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EUR 5y Yield basket
1yr Out-of-sample Correlation: 92%
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Bitcoin basket
1yr Out-of-sample Correlation: 84%



Further basket examples
US & EUR High Yield Credit baskets
Track high yield credit spreads. Much lower carry cost compared to paying credit spreads

“SPX+” Outperformance basket
Basket trained to select S&P500 stocks in order to outperform the index

China basket 
Developed with Goldman Sachs in 2020

ESG Basket
Draws from high ESG scoring stocks and designed to minimize tracking error with S&P500 index. Can 
use other benchmarks such as MSCI World



Further basket examples



Disclaimer

The distribution of this document may be restricted in certain jurisdictions. The information contained herein is for general guidance and information only, and is 
subject to amendment or correction. This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or 
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.
This document is provided for information purposes only, is intended for your use only, and does not constitute an invitation or offer to subscribe for or purchase 
any securities and neither this document nor anything contained herein shall form the basis of any contract or commitment whatsoever. This document
does not constitute any recommendation regarding any securities, futures, derivatives or other investment products. The information contained herein is provided 
for informational and discussion purposes only and is not, and may not be relied on in any manner as accounting, legal, tax, investment, regulatory or
other advice.
Information and opinions presented in this document have been obtained or derived from sources believed to be reliable, but Quant Insight Limited (QI) makes no 
representation as to their accuracy or completeness or reliability and expressly disclaims any liability, including incidental or consequential damages arising
from errors in this publication. No reliance may be placed for any purpose on the information and opinions contained in this document.
No representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the information or opinions contained in this 
document by any of QI, its employees or affiliates and no liability is accepted by such persons for the accuracy or completeness of any such information or
opinions, and nothing contained herein shall be relied upon as a promise or representation whether as to past or future performance. 

This presentation is strictly confidential and may not be reproduced or redistributed in whole or in part nor may its contents be disclosed to any other 
person under any circumstances


