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Research approach 

Structural problems of the traditional research process 

There are many varieties of business models in asset management. The 
internal research process is generally can be characterized as traditional 

human-based decision-making process or computer-based algorithms. First 
one is divided into top-down and bottom-up methods while computer-based 
represented by technical analysis, factor investing, quantitative analysis and 

high-frequency trading. There are examples of managers who are using a mix 
of these methods. However, most computer/algorithm-based models just 

create analysis shortcuts (save money on a large team of analysts which 
perform detailed research of companies) or exploit small market 
inefficiencies.  

The traditional active investment process is described as a hierarchal 
structure with the portfolio manager in command of several internal/external 

analysts.  

 

  

• Such structure needs to grow along with the assets under management 

• Maintaining a small team leads to scarcity of ideas and to well-known 
failure to earn above-market rate of return on the risk-adjusted basis 

• Talented managers get awarded with large asset volumes that erase 
competitive advantages due to the need to diversify and inability to adapt 
skills to the higher asset base 

• Failure to efficiently use analyst time results in hoarding behaviour like 
sticking to the benchmark 

• Keeping large team operating in a classic business model involves high 
fixed costs while revenues correlate with the volatile market returns. 
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• Centralised decision-making process concentrated in the hands of a small 

number of people. This leads to an inability to process and stay on top of 
more than 50-100 companies. 

• Individual portfolio managers get overwhelmed with the flow of daily 
information and unable to process it in detail.  

• There is no correlation between the size of an investment organization 
and results. 

• The individual decision-maker is affected by numerous behavioural 

biases; in structures like investment committee, this problem multiplies 
with each member. 

• Analysts get too much specialized in sectors or a small number of 
companies thus losing proper outside the box view and waste time by 
becoming less productive.  

• There is general mistrust in analyst capabilities until some performance is 
proven (usually up to 2 years). So analyst productivity is idled for 2 

years, then he works for 3 years and pursues other opportunities, while 
the company starts from the beginning.  

• Talented portfolio managers are expensive, and there is always a high 

risk of them leaving the company. 

• Risk managers interest is more aligned with management than with 

clients. 

Keeping in mind above stated inexhaustible problems many asset management 
companies tend to retain a smaller number of analysts than necessary to 

perform adequate research process. These issues also multiplied by common 
psychological traps of managers and biases of analysts leading to the general 

inefficiency of active asset management industry as large players tend to 
perform close to the benchmarks in the medium term (the rise of passive 
investing and behavioural bias of crowd hoarding are the clear evidence of this 

problem). Meanwhile smaller players run highly concentrated portfolios with 
high risks and in case of success quickly become benchmark followers.  

In the case of a global investment fund, the task becomes more complicated. 
Research targets multiply while internal analysts become less efficient due to 
language barriers, informational disadvantage and the need to establish 

specification area for analyst research. This problem is solved by hiring 
specialized managers/external teams, but in the end, it comes to the difficulties 

of choice, control, evaluation and risk management. In this case asset managers 
just become administrators while inefficiencies of traditional investment process 

move down to the chain of specialized teams.  

Consumers carry the burden of structural inefficiencies  

The variety of investment funds are staggering globally while only 10% on 

average performed better than the market for the last 10 years and only 
40% survived. Subsequently, even the right choice of the simple mutual fund 

becomes a daunting task for a consumer. People far from finance and 
investing are most disadvantaged by little knowledge and seek advice from 
advisers with own biases and self-centred intentions.  
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The initial cause of inefficient active asset management industry is 

inconsistent and unproductive internal investment process which repeatedly 
results in total disaster for the consumers. 

Our approach solves most of the problems 

We developed a proprietary research process to overcome most of the issues 

in traditional wealth management. It includes 3 frameworks which help to 
decentralize final decision making eliminating portfolio managers, investment 
committee in the day-to-day investment process. In short, we use our 

standardized framework to maximize analysts input and by guiding and 
managing analyst time, we can effectively identify prospective investments 

and automatically control portfolio management and risk management 
processes.  

 

The frameworks are Research, Risk Management and Portfolio Management. 
All three constantly work on identifying potential investments and monitor 
current positions.   

Research framework 

Our paradigm is based on market efficiency theory, which states that for any 

given asset all publicly available information is priced in. We prefer to 
interpret this theory in own way.  

All publicly available information at any given day represents a set of known 

factors about any asset. Interaction of these factors creates various 
probabilities of future events which can have different effects on asset 

performance. The price of the security consists of two parts: the base part 
which reflects known facts and the variable part which reflects the unknown. 
This unknown is based on investors perception of probabilities of future 

events. As new information becomes available, such probabilities tend to get 
stronger or weaker, and these changes move share prices.  
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Asset price evolution based on the probability of factors 

 

We developed an efficient investment research process to minimize time 

spent on well-known fact and maximize analysis of probabilities of future 
events. The research framework consists of three independent clusters which 
combine quantitative methods, fundamental research and event-driven 

investment methods. 

Quantitative methods 

We invested considerable time and efforts to complete independent research 
identifying the most important factors for the companies to succeed and bring 
value to the shareholders.  We analyzed numerous historical financial and 

qualitative data of global companies to determine a unique set of 
characteristics which are prerequisite for strong capitalization growth and 

investment returns. We also studied and analyzed theoretical works of 
greatest minds in financial research field (Walter Schloss, Joel Greenblatt, 
Warren Buffett, Benjamin Graham, Peter Lynch, John Marks Templeton, 

Susan Levermann, Philip Fisher, Michael Steinhardt and others) as well as 
experience of practicing successful investors and included our findings in one 

comprehensive model.  

We performed backtests and used live focus list from 2013 based on our 
findings and conclude that portfolio which shows such characteristics tend to 

outperform the market while return distribution function tends to be on the 
positive scale. The model was verified in different time periods and under 

different market conditions. On average global focus list generates 15% 
annual return with the 0.7 correlation with the market. Sharpe ratio is at 1.04 
compared to 0.15 of the index.  
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The strong financial position is the prevailing factor in the model search 

algorithm, so only sound companies are included in the final focus list. This 
feature also serves as a part of risk management system ensuring that risky 

investments are excluded from investment portfolios.  

Performance of our global focus list ($1000 invested) 

 

Fundamental research 

The key to the sound fundamental research is to assimilate as much data as 
possible, have instruments to efficiently analyze it and be the first to sense a 

major change. We developed a straightforward fundamental analysis 
algorithm based on our experience as analysts and team leaders of research 
and strategic divisions. The algorithm comprises essential pillars of asset 

internal and external environment analysis. The primary task of the algorithm 
is to evaluate investment prospect of the asset and simultaneously save 

analyst time. Hence it solves the major problem of wasted intellectual 
resources of analysts on unproductive tasks.   

Fundamental research layers 
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Our algorithm reconciles quantitative and qualitative data about any company 

to a compact summary with the internal rating. It includes global 
macroeconomic framework analysis, macroeconomic and political assessment 

in perspective investment regions, industry trends research, company 
financial valuation, management effectiveness appraisal, identification of 

internal value triggers and market consensus analysis. 

Value driver maps 

We create value driver maps for every company on our focus list. It includes 

the list of drivers/future events which can alter the current state of the 
company and its value perception. It is best described with the examples.  

Consider a company which just announced that due to weak industry trends 

it intends to implement firm-wide cost-cutting initiatives. If successful this 
plan will drive earnings, free cash flows, and dividends. Usually, market 

participants would ignore such news as the plan still have to be realized and 
the probability of success is perceived as low. We write down to our database 
that the plan is in place and could become an active driver for earnings 

growth. As time passes company reports positive results of its saving 
program, and this becomes a strong working driver thus it is highly likely that 

market participants will drive valuations up to incorporate new information.  

Above was the basic driver primer. The real value of our maps is the ability to 
monitor and use the presence of a combination of active drivers to identify 

attractive investment cases. Add to the basic primer such drivers as the 
recovery in industry trends, the completion of significant loan payout 

originated 3 years ago for rival acquisition; the synergies are starting to 
surface like broader client base and lower combined cost base. Combination 

of these drivers resulted in a doubling of free-cash flows, the announcement 
of higher dividends and commitment to buy-back 5% of shares.  The result is 
almost 60% capitalization growth in short-term, taking in mind that company 

initially had a strong financial position and low risks.  

Driver map layers 
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Updating drivers map continuously allows efficient monitoring of core 

revaluation triggers. Tracking a limited number of drivers helps effectively 
oversee many assets and comprehend in detail interdependencies between 

assets, industries, and regional economies. Once analyst created drivers map 
for the company, further updates are almost instant and take minimum time 

while a full set of drivers for our focus list remain up to date on a daily basis. 
Overall this practice is helping us to closely monitor medium-term drivers for 
every investment and invest when only strong drivers are present. Below we 

present some more examples of how value driver maps are working.  

Another use case of such exercise is finding unobvious links between events 

and causes. Most people are struggling with this task as it requires the logic 
skills of a good chess player to see all possible combinations after a specific 
event (refer to Example 3 below).  

Example 1 

Consider marine cruise operating company with the operations in the 
US and Europe. The list of drivers in our base below:   

• The temporary slowdown in European routes from the US due to terror 

attacks. 

• Rising but not fully recovered demand from European customers due to 

economic recovery.  

• Extending capacity by substantial additions to the fleet. 

• End of short-term investment cycle into ships. 

• Following correction stocks traded at IPO prices despite doubling of 
revenues from IPO.   

• Good preliminary bookings from new China market, new capacity is 
expected to be fully booked.  

• End of expensive fuel hedges as oil price declined. 

Clearly, the company prospects stand out and in case it suits the portfolio its 
shares should be included in the portfolio.  

Example 2 

Leasing company specializing in leasing consumer appliances to a 

population unable to show credit score: 

• The company shows strong growth rates and a high rate of return due 

to exceptional business model and major customers base is increasing 
due to the rise of immigrant’s population with low pay 

• The stock tumbled by 50% in 2015 after the oil crash caused a slight 

increase in delinquency rates in oil-dependent states.  

• During 2016 company showed considerable improvement by pursuing 

opportunities in other segment increasing collections, introducing 
online services. 

• Despite improved fundamentals including oil price recovery, NPL 

stabilization, revenue growth, cost-cutting initiatives, free cash flow 

https://www.multitran.ru/c/m.exe?t=734653_1_2&s1=%ED%E5%EE%F7%E5%E2%E8%E4%ED%FB%E9
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growth and accelerated buybacks, shares were trading at single digits 

P/E and not recovering from 2015 slump.  

A major catalyst for capitalization growth was quarterly outperformance in 3Q 

2016, where company fully recovered from 2015 difficulties.  

Example 3 

Heavy equipment repairs and tool manufacture company: 

Consider the announcement of new state administration to start a massive 

investment in the infrastructure sector.  New investment in infrastructure is 
expected to hike demand in many industries like developers and building 
equipment manufactures. Usually, shares of such companies are raising in 

value very fast and adding them to the portfolio is risky as nobody can 
correctly apprehend how much will be spent on new infrastructure and which 

company is going to win tenders. Investors are dealing with this uncertainty 
by diversifying these uncertainties by buying several companies or just sector 

ETF.  

However, if you have a tool which can track interdependencies, you could 
spot that shares of companies which are engaged in spare parts and repair 

services for heavy equipment did not react to the news.  

Long before, our analysts spotted this interdependency and wrote to the base 

that in case of a rise in infrastructure spending companies in the sector are 
likely to repair old equipment instead of buying a new one. Then you find that 
adding this strong driver to such company which also implements cost-cutting 

initiatives, adding new revenue sources, increasing free cash flows and 
considering launching buyback makes the company a good candidate for the 

portfolio according to value driver map and fundamental scoring.  

Risk management framework 

Risk management function is almost entirely incorporated in or works in 

conjunction with other 2 frameworks, this allows for costs cutting on risk 
management and speeds up research process as the combination of 

frameworks does everything portfolio risk manager is doing in a full-time job. 

Multistage risk management 

We believe only operational risk management profession will survive in future 

as much of the work currently can be done by quite simple computer 
algorithms, software and in future, this function will entirely move to the AI. 

Moreover, it is likely that AI will have a significant impact in this industry due 
to the ability of a computer to consider endless iteration of possible outcomes 
of any event. In case of one asset human can identify potential risks and 

monitor them quite well but if you add up another 10 it will become much 
more difficult. We intentionally incorporated this function in other frameworks 

to automate the process due to the presence of more than 100 positions in 
clients’ focus lists.  
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We divide this function into two steps. First one is an asset (or business) risk 

management which is used to exclude investments with the high operational 
risks. Our research framework allows to eliminate most of the relatively risky 

assets as quantitative model rejects companies with weak financials while 
fundamental research and value driver map stages further peel apart unsafe 
cases. This practice helps us to see the risk level of any investment under 

consideration continuously.  

Risk map 

 

The second part is responsible for market risk or volatility management. We 
continuously monitor the portfolios and each asset within to control downside 

deviation. Our strategies use different risk management systems due to the 
difference in portfolio construction methods. For simple portfolios which are 
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represented by 5 strategies (Global ETFs, Liquid ETFs, US, EU and Russia) we 

constantly monitor downside deviation of each asset and overall portfolio and 
control overall downside deviation of the portfolio. This helps us to eliminate 

sharp losses on individual positions and decrease portfolio risks when 
markets are in correction phase and increase when markets are rising.  

Overall it helps us to maintain risk levels lower or equal to the market in the 
medium term. More detailed portfolio data is available in the appendix.  

5 years of returns distribution for US portfolio 

 

For diversified strategies, we use our market timing model which incorporates 
volatility limits. This model is used for hedging framework of large portfolios. 
The results of such technique are shown in the Appendix.  

Graphic representation of hedge model 
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Portfolio management framework 

Portfolio management framework used to finalize the results of research and 
risk frameworks. Research and risk frameworks generate a pool of ideas. 

However, that is not enough for sustainable success in the long-run. Buying 
shares of a good company at very high prices return less yield and brings 

more risk to the portfolio compared to the same investment but after 
correction. Sounds very trivial but taking a macro view of whole portfolio and 
long-run periods our research and experience show it is better to wait for 

lower prices instead of rushing to every good idea we find. The main problem 
is to define precisely the conditions to enter the position and exit. There are 

many methods to do this, spanning from general fundamental principle of 
underpriced and overpriced assets to technical analysis.  

We use a proprietary market timing model based on probabilistic methods to 

enter individual positions or to hedge large portfolios. The model allows us to 
substantially lower downside volatility and increases the probability of 

positive returns. Model indicate high accuracy in trend reversals and verified 
based on different time periods and assets. Moreover, it shows positive 
expected value. Model application is best demonstrated by graph (presented 

below) with model-generated signals. 

Graphical representation of model-generated signals 

Another application of portfolio management framework is the construction of 
portfolios with the set risk parameters and control the overall risk of the 

portfolio and create an appropriate balance between expected return and 
risk. In simple terms when our portfolios invested in high risky ideas only 

low-risk ideas added and vice versa (portfolio fit test), so the balance always 
stays at set parameters. In case the overall portfolio’s volatility rises above 
an acceptable level (dark blue line in the graph below) we identify 

contributors and adjust positions.   
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Portfolio risk control model 

 

Current TKC strategies 

 

For the historical results of the above-stated strategies, please refer to 

Appendix. Please check our website for more recent monthly and annual 

updates.  
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Appendices 
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