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Dow Jones Launches News Analytics for Algo Trading

Dow Jones Newswires last week launched Dow Jones News Analytics, a product
that gives firms utilizing algorithmic trading strategies the ability to incorporate the
impact of news into their trading models.

The browser-based application, which is being offered in partnership with Spanish
technology provider RavenPack, is based on two other DJN solutions to support
high-frequency electronic trading—an elementized news feed (Inside Market Data,
March 12) and a tagged news archive that carries 20 years of historical news (IMD,
May 1, 2006).

DJN is leading sales and marketing efforts for the analytics product as well as
providing the tagged news archive and the real-time elementized news, while
RavenPack provides the technology to analyze market sentiment expressed in the
tone of news stories.

Simon Rodda, director of international product management at DJN, says News
Analytics is not designed to create an alternative to market data, but instead
integrates news information more tightly into a user's mix of data.

"While News Analytics does provide the opportunity to work up a purely
news-driven algerithm, it is primarily intended to give quants the opportunity to
design, develop and deploy proprietary trading models based on both news and
market prices,” Rodda says.

While it has been possible to categorize simple economic and financial news
headlines to date, assessing the sentiment of a story has proved harder. However,
Hugh Taggart, DJN's product manager for Europe, the Middle East and Africa, says
the vendor has embedded the linguistics capabilities required for sentiment
analysis into the product.

The technology uses three different methods of "sentiment extraction” developed
by RavenPack to determine what constitutes a positive or negative story, Taggart
says. The first is a natural linguistic method, which looks for positive or negative
words in news stories and tags them accordingly.

The second uses a consensus probability approach that was developed by asking a
group of industry analysts to rate a series of approximately 10,000 stories as either
positive or negative. The vendor generated rules on the back of this analysis, and
those rules were applied via a neural network to rate the news stories.

The third method uses a "market response” approach to evaluating the impact of
news, in which a series of stories are analyzed against market tick data to
determine their impact and to derive rules, which again are applied via a neural
network to tag news content.

Target Markets

Key target markets for the hosted news analytics include hedge funds and small to
mid-size sell-side institutions, but DJN has also seen interest from some top-tier
banks, Taggart says. While the product is currently only being offered in EMEA,
there are plans to roll it out in the United States in due course. Officials say the
product is currently being piloted by around a dozen buy- and sell-side institutions,
although DJN has yet to sign the first contract.

The tagged news archive currently contains more than 24 million stories occupying
approximately 20 gigabytes of storage. However, officials note that it does not
require a 20-gigabyte client footprint because it is offered as a hosted solution.
Clients can use their existing market data sources, integrated into the product via
an application programming interface, to back-test the news sentiment analytics.

Users can target the sentiment-based analytics at specific sectors or stocks by
using the tagging schema that DJN uses to classify its news. Custom indicators can
also be devised that prescribe different weightings to different categories of news.

Separately last week, Dow Jones reported a 17.9 percent rise in first quarter
revenues to $507.2 million, reflecting the vendor's buyout of Reuters' share in
Factiva last year and strong performance from the Dow Jones Indexes business.
After a loss of $2.3 million in Q1 last year, the vendor recorded operating income of
$37.9 million for the quarter.

Jean-Paul Carbonnier
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