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Most equity risk models treat macro as background noise. They decompose riskinto
style factors, sector exposures, and residuals, then leave the macro signal buried in the
errorterm. That works when markets are bottom-up driven. It fails badly when they are
not.

This case study walks through how a regime-aware approach, built around a dedicated
Macro Factor Equity Risk Model (MFERM), changes the construction and risk
management process at the single-stock level. The scenarioisillustrative but grounded
inhow Quant Insight's MFERM operatesin practice.

( 1. When Macro Takes Over, Traditional Models Go Blind )

You are running along/short equity book with $1.5B in AUM. Your Barra or Axioma model
shows reasonable factorbalance. Sector exposures ook neutral. Style tilts are
intentional. On paper, the portfoliois well-constructed.

Thenrates reprice sharply. Credit spreads widen. The dollar moves. Withintwo weeks, a
third of yourlongs are down 8 to 12 percent, and your short book is not coveringiit. Your
risk model did not flag this because it was not designed to. It cannot tell you which
positions were most sensitive to arate shock, which names were priced assuming a
benigninflation path, orwhether the drawdown was macro-driven or stock-specific.

That distinction matters enormously. If the drawdown is macro-driven, you need to
reduce macro beta, not cut your best stockideas. If itisidiosyncratic, thatis a different
decision entirely.

( 2. Step One: Reading the Regime Before You Construct )

Regime-aware portfolio construction starts before you put on a single position. It starts
with understanding whether the market is currently pricing macro top-down or letting
fundamentals drive individual securities.

The Macro Risk Pulse (MRP) answers that question daily. It measures the proportion of
total S&P 500 risk currently explained by macro factors. A high MRP reading tells you
macro is dominating. In that environment, stock selection based on earnings quality or
valuation multiplesis fighting a headwind — returns are being driven by rate sensitivity,
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credit conditions, or growth expectations, not by which company has the better
balance sheet.

Alow MRP reading signals the opposite: fundamentals are in the driver's seat, and
genuine stock-picking alphais more likely to surface.

Foraportfolio manager, thisis not an abstract signal. It directly informs how much of
your active risk budget should go toward macro factor tilts versus idiosyncratic
positions. Getting that allocation wrongis one of the primary sources of alpha leakage.

( 3. Step Two: Decomposing Risk at the Security Level )

Onceyou know the regime, the next step is understanding how each positionin your
bookis exposedtoit. Thisis where most risk models fall short.

MFERM quantifies macro exposure at the individual security level, updated daily, across
18,000+ secuirities. It does not apply a macro overlay to a pre-existing equity model.
The macro factor structure is embedded inside the equity risk model itself, which
means the decompositionis precise rather than approximate.

Foreach position, you can see:

« What proportion of the security's return variance is explained by macro factors

Which specific macro factors are driving that exposure — rates, inflation, credit, FX,
growth

What the macro-implied fairvalue is, and how far current price has diverged fromiit

What the residual idiosyncratic component looks like once macro is stripped out

Thatlast point matters most forlong/short equity. When you are paying for alpha, you
need to know whetherthe return you are generating is genuinely stock-specific or
macro beta dressed up as stock selection. MFERM separates those two components
daily.

For multi-asset teams, the same decomposition extends across asset classes. Rates,
FX, and commodities positions can all be evaluated against the same macro factor
framework, giving you a consistent cross-asset view of where your macro exposures
are concentrated.




Macro Factor Equity Risk Model:
@\ Regime-Aware Portfolio Construction

( 4. Step Three: Identifying Divergence as an Actionable Signal )

The Macro Valuation engine adds a second layer of signal. It flags when a security's
current price has diverged significantly from its macro-implied fair value, calculated
daily across 18,000+ secuirities.

In aregime-aware construction process, this divergenceis not just avaluation call. Itisa
directional signal with a macro context attached. If a stockis trading well above its
macro-implied fair value during a period of high MRP readings, that is a specific risk. The
market is pricing the stock as if macro conditions are benign, but the macro model says
otherwise.

Conversely, a stock trading below macro-implied fair value in alow-MRP environment
— where fundamentals are driving returns — is a more compelling long. The macro
tailwind is present, the stock-specific storyisintact, and the valuation gap provides a
measurable edge.

This kind of signalis difficult to replicate using traditional fundamental screens or
standard factor models. It requires a model that continuously updates macro-implied
fairvalue as conditions shift. Thatis what the Macro Valuation engine does.

( 5. Step Four: Stress Testing Against Regime Shifts )

No construction processis complete without stress testing. The questionis what you
are stress testing against.

Most standardrisk platforms simulate historical shocks: 2008, 2020, specific rate
moves. Those are useful but backward-looking. They tell you how your portfolio would
have performedin a past environment, not how itis positioned for the next regime shift.

MFERM supports forward-looking stress testing by letting you model what happens to
each positionif the macro factorloadings shift. If the MRP moves from 0.4t0 0.8 —
meaning macro takes over from fundamentals — which positions in your book are most
exposed? Which names carry the highest sensitivity to a 50 basis point rate shock?
Where is your net macro beta concentrated, and how does that change your tail-risk
profile?




Macro Factor Equity Risk Model:
Q\ Regime-Aware Portfolio Construction

These are the questions a CRO needs answered before aregime shift, not after. The
daily update cadence of MFERM means you are not working with stale data when
conditions move fast.

( 6. What This Adds to an Existing Risk Stack )

MFERM s not areplacement for Barra, Axioma, or FactSet. If you are already running one
of those models, you are not being asked torip it out. The correct framing is additive:
MFERM provides the daily macro-versus-idiosyncratic decomposition at the
single-stock level that those platforms do not prioritise as a core product narrative.

Barra and Axioma are excellent at style factor decomposition, portfolio optimisation,
and enterprise risk workflows. They were not built to answer the question: how much of
this stock's return variance is currently explained by macro, and which macro factors
specifically? MFERM was built to answer exactly that.

The alpha benefit from using MFERM signals to tilt toward macro oridiosyncratic premia
— depending onthe regime — is quantified. Thatis not a marketing claim. Itis derived
from15 years of validated daily data across the full security universe.

Forteams building a more completerisk picture, complementary tools exist at different
layers. Fixed income analytics, real-time stock-level signal validation, position sizing
frameworks, and cross-asset correlation analysis each address specific gaps that a
single platformrarely covers end-to-end. The macro factor layer that MFERM provides
is the piece most institutional stacks are currently missing.

( 7. The Regime-Aware Construction Process in Practice )

To summarise the workflow:

1. Checkthe MRP daily. Is macro driving the market top-down, or are fundamentals in
control? This determines your active risk allocation.

2. Run MFERM across your book. Identify which positions carry the highest macro
factorloadings and which are genuinely idiosyncratic.
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3. Review Macro Valuation signals. Flag positions where price has diverged
significantly from macro-implied fair value in the current regime.

4. Stress test forregime shifts. Model what happens to your portfolio if the MRP
moves materially in either direction.

5. Separate alpha from macro beta. Before attributing performance, decompose
returnsinto macro-driven and stock-specific components.

This process does not require replacing your existing infrastructure. It requires adding a
daily macro factorlayer that your current modelis not providing.

(e racs )

What is a macro factor equity risk model and how does it differ from a
standard equity risk model?

A macro factor equity risk model embeds macroeconomic variables — rates, inflation,
credit spreads, FX — directly into the equity risk decomposition at the individual
security level. Standard equity risk models like Barra or Axioma focus primarily on style
factors and sectorexposures. The macro factor layer quantifies how much of each
security'sreturnvariance is explained by macro conditions: a distinct and
complementary signal.

What is the Macro Risk Pulse and why does it matter for portfolio
construction?

The Macro Risk Pulse (MRP) measures the proportion of total S&P 500 risk currently
explained by macro factors. Ahigh reading means macro is dominating returns
top-down. Alow reading means fundamentals are driving individual securities. For
portfolio construction, this determines how much of your active risk budget should be
allocated to macro factor tilts versus stock-specific positions.
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Can MFERM be used alongside Barra or Axioma without replacing them?
Yes. MFERM s designed to complement existing risk stacks, not replace them. It adds
daily macro-versus-idiosyncratic decomposition at the single-stock level — something
Barraand Axioma do not provide as a core product narrative. Most institutional users run
MFERM alongside their existing models.

How frequently is the MFERM data updated?

MFERM is updated daily across 18,000+ securities. The Macro Valuation engine and
MRP readings also update daily, ensuring that macro factor calculations reflect current
market conditions ratherthan end-of-week orend-of-month snapshots.

What does alpha isolation mean in the context of MFERM?

Alphaisolationis the process of separating macro-drivenreturns from genuine
stock-specific returns. When a position generates a positive return, MFERM
decomposes thatreturninto the portion explained by macro factor exposure and the
portion thatis truly idiosyncratic. This prevents macro beta from being misattributed as
stock selection skill.

How does the Macro Valuation engine generate actionable signals?

The Macro Valuation engine calculates a macro-implied fair value for each security
daily, based on current macro factor conditions. When current price diverges
significantly from that implied fair value, it flags a potential mispricing. In a high-MRP
regime, a stock trading above its macro-implied fair value carries specific downside
risk if macro conditions deteriorate.

What is the quantified alpha benefit from using MFERM signals?

Tilting toward macro oridiosyncratic premia based on MFERM signals — depending on
the currentregime — is associated with upto +2.5% annual alpha benefit (S&P500).
This figure is derived from 15 years of validated daily data across the full security
universe covered by the model.
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( Conclusion >

Regime-aware portfolio constructionis not a new concept. The tools to execute it
precisely — at the single-stock level, updated daily — have been the missing piece.
MFERM provides that layer. If your current risk model cannot tell you whether a
drawdown is macro-driven or idiosyncratic, you are making portfolio decisions without
complete information.

Learn more at quant-insight.com




Disclaimer

This document is being sent only to investment
professionals (as that term is defined in article 19(5) of the
Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 ("FPQ")) or to persons to whom it
would otherwise be lawful to distribute it. Accordingly,
persons who do not have professional experience in
matters relating to investments should not rely on this
document. 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, any product or any service and neither this
document nor anything contained herein shall form the
basis of any contract orcommitment 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 bereliable, 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 orimplied,
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
suchinformation or opinions.

Any data provided in this document indicating past
performance is not a reliable indicator of future
returns/performance. 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 without the express
permission of Quant Insight Limited.

+442037519400
info@quant-insight.com
www.quant-insight.com

Quant Insight Limited
DawsonHouse, 5 Jewry Street
London, EC3N 2EX



