
THE EVOLUTION OF VALUE
INVESTING: FROM BUFFETT TO
INTELLIGENT MACHINES
Blake Heimann — Senior Associate, Quantitative Research

01/18/2022

Warren Buffett epitomizes the notion of value investing. With a net worth of

approximately $100 billion, he attributes much of his success to the foundational

investment methods learned while studying under Benjamin Graham, the “father of value

investing.” With methodologies proven to stand the test of time, value investing has

sheltered the storm of the 1970s inflation, the burst of the tech bubble of the early

2000s, the great financial crises a couple of years later and most recently, the

coronavirus pandemic. 

With so much historical success, why has value investing lagged growth over the last

decade? Why has Buffett been so successful, yet the greater population of value

investors struggled to outperform? The next evolution of value investing may hold the

answer. By augmenting human intelligence with machine intelligence, a level of expertise

like that of Buffett and Graham may be repeated or exceeded through the revolutionary

technology of artificial intelligence (AI). AI toppled the chess grandmaster Garry

Kasparov in 1997 and has come to surpass human capabilities in a plethora of tasks in

the 20 years since. Time has come for AI to compete with the great financiers of our

time.

Introducing the WisdomTree AI Enhanced Value Family

Through collaboration between Voya and WisdomTree, the next evolution of the value fund

is now made accessible to the public markets. 

The WisdomTree U.S. AI Enhanced Value Fund (ticker AIVL) and the WisdomTree Internationa

l AI Enhanced Value Fund (ticker AIVI)1 seek to offer uncorrelated returns streams from

the value universe by leveraging the expertise of the Voya Equity Machine Intelligence

(EMI) team and their fundamentally driven machine learning approach. 

The EMI model approaches value investing dynamically to avoid narrow style biases that

may be out of favor, while still providing value exposure across equities. The strategy

seeks to capitalizes on short- and long-term investment opportunities—in an effort to

deliver the virtue of patience and agility, acting quickly and decisively when

opportunities arise. 

Collaborating across WisdomTree, Voya’s EMI team and the greater Voya Quantitative

Equities group, the WisdomTree Enhanced Value Family has the support of a diverse team

of individuals with the financial and technical expertise to offer a world class

investment product. 

The Strategy

Each Fund’s strategy consists of five stages with varying degrees of involvement between

human and machine—something the EMI team calls ‘human in the loop’. 

This concept emphasizes that the strategy not only is driven by AI, but also has the

proper human intervention and oversight to seek to ensure robust security selection and

risk management. 
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The Investment Process

 

The first step in the process consists of aggregating 10,000+ data points for each

company over a 20-year history. Then, these data points are ‘feature engineered’ by

human experts to provide a more insightful view of the company versus its peers, the

entire stock universe or its own historical characteristics. 

The result of this step is approximately 250 features spanning company financials, macro

indicators and company sentiment. Trained on 20 years of these historical features, the

virtual analysts (the true AI) identify companies for inclusion in the portfolio based

on learned patterns. 

But not all are automatically bought—these initial selections are passed on to virtual

traders that focus on shorter-term indicators, identifying proper entry and exit timing,

as well as any risk events that may necessitate a reduced weight. An example of this

might be negative news sentiment prior to earnings, where virtual traders may de-risk

prior to earnings announcements, then add back to the position after, if the virtual

analyst still ‘likes’ the company medium to long term. 

After being deemed a good and timely investment by both the virtual analyst and virtual

traders, these proposed trades are passed on to the virtual and human portfolio managers

for review before being executed by the human portfolio management and trading team at

Voya. 

The Strategy in Action

The virtual traders use machine learning to identify dynamic ‘rules’ and patterns for

defining value at the company level, and use this information for security selection. 

The hypothetical example below demonstrates the logic derived from the continuous

learning of the model. The actual entry and exit points are determined by the virtual

traders (with human oversight), but one can begin to understand how security selection

is made based upon the subset of features listed below – industry group, return on

invested capital, governance percentile, and value vs. peers, among others.

Stylized Security Selection Example
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When the model identifies positive characteristics indicating a buying opportunity: such

as cheap financial valuation metrics relative to peers and history, market sentiment

indicating rebound, and positive technical indicators, the model enters a position in

the particular company. As the model continually ingests new information and tracks the

features representing the changing market conditions and dynamics of the company, it

determines the best time to begin taking profits. In doing so, the model seeks to

capitalize on these asymmetric risk/reward patterns.

Asymmetric Risk/Reward Pattern

Fitting AI Enhanced Value in a Portfolio

The WisdomTree AI Enhanced Value Family seeks to provide an actively managed value

strategy with varying value characteristics designed to avoid drawdowns in single

metrics. Its fundamentally driven machine learning approach allows for the EMI model to

lean into more performant value metrics, dynamically adjusting as the model continues to

learn from new data. We believe the strategy is a good fit for investors’ allocations to

mid- and large-capitalization value stocks. With the strategy focusing on companies in

the tails of the distribution, it aims to deliver strong idiosyncratic alpha and may

perform best in a market driven by fundamentals. 

The WisdomTree AI Enhanced Value Family

To offer investors access to a more dynamic definition of value, WisdomTree and Voya

created the WisdomTree AI Enhanced Value Family. With diversified exposure to what we

believe to be the most value-centric equity investment opportunities, AIVL and AIVI can

be an option within a portfolio’s large and mid- cap value allocation.

 

1 WisdomTree U.S. AI Enhanced Value Fund (AIVL) was formerly the WisdomTree U.S. Dividend

ex-Financials Fund (DTN). WisdomTree International AI Enhanced Value Fund (AIVI) was
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formerly the WisdomTree International Dividend ex-Financials Fund (DOO).

Important Risks Related to this Article

AIVL: There are risks associated with investing, including possible loss of principal. 

Funds focusing their investments on certain sectors increase their vulnerability to any

single economic or regulatory development.  This may result in greater share price

volatility.  While the Fund is actively managed, the Fund’s investment process is

expected to be heavily dependent on a quantitative model and the model may not perform

as intended.  Please read the Fund’s prospectus for specific details regarding the

Fund’s risk profile.

AIVI: There are risks associated with investing, including possible loss of principal.

Investments in non-U.S. securities involve political, regulatory, and economic risks

that may not be present in U.S. securities. For example, foreign securities may be

subject to risk of loss due to foreign currency fluctuations, political or economic

instability, or geographic events that adversely impact issuers of foreign securities. 

Funds focusing their investments on certain sectors increase their vulnerability to any

single economic or regulatory development.  This may result in greater share price

volatility.  While the Fund is actively managed, the Fund’s investment process is

expected to be heavily dependent on a quantitative model and the model may not perform

as intended.  Please read the Fund’s prospectus for specific details regarding the

Fund’s risk profile.

References to specific securities and their issuers are for illustrative purposes only

and are not intended to be, and should not be interpreted as, recommendations to

purchase or sell such securities.

When Models and Data prove to be incorrect or incomplete,  any decisions made in

reliance thereon may lead to the inclusion or exclusion of securities that would have

been excluded or included had  the Models and Data been correct and complete. Errors in

the Models and Data, calculations and/or the construction of the AI model may  occur

from time to time and may not be identified and/or corrected by the Sub-Adviser or other

applicable party for a period of time or at  all, which may have an adverse impact on

the Fund and its shareholders.

Value stocks, as a group, may be out of favor with the market and unperformed growth

stocks or the overall equity  market, in addition value stocks may not realize their

perceived intrinsic  value for extended periods of time or may never realize their

perceived intrinsic value.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Funds

+ WisdomTree International AI Enhanced Value Fund

+ WisdomTree U.S. AI Enhanced Value Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Inflation : Characterized by rising price levels.

Drawdowns : Periods of sustained negative trends of return.
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