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AI and the Art and Science of Asset Allocation  

        By John Bailey, Lumenai Investments LLC  
 
This presentation and all information provided has been prepared solely for information purposes 
and does not constitute an offer to sell, or a solicitation of an offer to buy, any interest in any 
investment vehicle, and should not be relied on as such. Nor does this document disclose the risks or 
terms of an investment in any investment strategy managed by Lumenai or any of its affiliates.  
 
Harnessing the power of artificial intelligence and data science has become increasingly important in 
today's fast-paced and ever-changing investment landscape. As investors look for more personalized, 
simple, and efficient solutions, Lumenai has effectively ushered in a new era of intelligent investing 
with its innovative AI-based investment portfolios, which are powered by self-learning algorithms and 
adaptable strategies. One such strategy, "GO Long," has already established an impressive track 
record, demonstrating the immense potential of AI to generate superior, risk-adjusted returns. 
 
GO Long was the first AI-powered investment portfolio created by Lumenai for a senior hedge fund 
executive two and a half years ago. Go Long is a globally diversified, self-learning, self-adapting asset 
allocation portfolio. The portfolio can "go" anywhere, hence its name, and invests in quality global 
large and midcap stocks, bonds, credit, commodities, and cash.  
 
GO Long was designed to outperform a traditional 60% MSCI World Index / 40% Bloomberg Barclays 
US Bond Aggregate Index benchmark over 3, 5, 7, and 10 years in terms of cumulative and annualized 
net returns. It seeks 2-4% alpha, a higher Sharpe ratio, and a smaller maximum drawdown than the 
benchmark.  
 
How did artificial intelligence perform?  
We believe AI performed admirably. As of April 30, 2023, GO Long outperformed its benchmark in 
both bullish and bearish calendar years, as well as across all rolling periods: 
 

Time Period GO Long vs. 60/40 Outperformance 
2021 (a bullish year):    +18.0% vs. +9.1% +8.9% 
2022 (a bearish year):  -15.9% vs. -17.0% +1.1% 
2023 YTD (bullish so far):   +10.0% vs. +6.8% +3.2% 
   
MTD (April): +2.2% vs. +1.1% +1.1% 
YTD (April):  +10.0% vs. +6.8% +3.2% 
1-Year:   +3.9% vs. +0.7% +3.2% 
2-Year (annualized):   +1.6% vs. -3.9% +5.5% per year 
Since Inception (annualized): +3.9% vs. -1.4%% +5.3% per year 
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Since inception, the AI-driven portfolio has outperformed a traditional 60/40 portfolio by an 
annualized +5.3% through April, generating positive cumulative returns during a time when the 
benchmark lost money. 

How did the AI generate these returns?  

As it turns out, the lion's share of returns resulted from alpha, i.e., investment skill, rather than market 
exposure, such as to ETFs or passive indexes. GO Long has a beta of 1.03, indicating that its volatility 
is 103% that of the 60/40 benchmark. However, rather than falling -1.41% per year like the benchmark, 
Go Long INCREASED by +3.9% per year over the same timeframe thanks to its self-adapting active 
management.   

That means the AI generated an alpha of +5.6% per year, adding value through both security selection 
(picking stocks that outperform) and asset allocation (timely changes to asset classes or sectors).   

• Alpha +5.6% 
• Beta 1.03 

+9.2% 
 
 
 
-3.3% 
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What changes did AI make to the portfolio’s asset allocation?  

For most of 2021, the AI identified fundamental data and market patterns that favored an overweight 
position in global stocks. These patterns were characterized by strong earnings growth, quality 
balance sheets, positive momentum, low inflation, low interest rates, and low market volatility. This 
started to change in September 2021 and again in July 2022, when the AI increased its allocation to 
gold and commodities, and then to gold, commodities, and bonds. Specifically, the AI detected 
inflation, rising interest rates, and stock market volatility. In September, the AI model continued to 
reduce stock exposure in favor of short-term and adjustable-rate bonds and gold, before equity 
exposure bottomed out in October 2022.  

In November 2022, the trend began to reverse as AI increased its allocation to equities at the expense 
of bonds, and it continued in December 2022 when it sold commodities in favor of stocks. This 
positioned the portfolio to profit from the equity rally in the first quarter of 2023. Since then, the AI 
has somewhat lowered its exposure to stocks and broad commodities while increasing its allocation 
to ultrashort, short-term, and adjustable-rate bonds. 

Currently, GO Long is underweight equities and broad commodities, while overweight ultra-short and 
short bonds.               
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GO Long is an equity-led strategy that has averaged a 73% stock exposure over the last two and a half 
years thanks to generally favourable conditions. During that period, equity exposure ranged from 56% 
(October 7, 2022) to 84% (April 13, 2021). Currently, equities constitute 71% of the total portfolio, a 
modest decline of 3% since the portfolio's peak of 74% on February 3, 2023.  

 

Fixed income, credit, and cash exposure constitute a modest 11% of GO Long on average, but are 
today 19%, with 2/3 of its exposures in short and ultra-short-term Treasuries and municipals. The 
remaining one-third of fixed-income exposure is in intermediate Treasuries and the core bond 
aggregate. The fixed income exposure is driven by duration and inflation models, which continue to 
recommend below-average interest rate risk exposure.    
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Commodity exposure includes gold, precious metals, and broad commodities such as oil or industrial 
metals. In general, gold and other precious metals serve as portfolio diversifiers, thereby enhancing 
risk-adjusted returns. Broad commodities, on the other hand, are more of an inflation hedge that can 
also improve risk-adjusted returns. On average, commodity exposure is 15% of the portfolio, but it 
has been as low as 9% in February 2023 and as high as 29% in August 2022. GO Long's current 
allocation to commodities is 11%, which is underweight, with 6% allocated to gold and 5% to broad 
commodities.   
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Conclusion: 

The performance of GO Long, an investment portfolio powered by artificial intelligence, demonstrates 
the potential benefits of incorporating AI into asset allocation-focused portfolios. Despite challenging 
market conditions, GO Long has consistently outperformed its benchmark thanks to its self-learning 
and self-adaptive capabilities. Using data science and AI, investment professionals can pursue higher 
alpha, enhance risk-adjusted returns as measured by the Sharpe ratio, and mitigate maximum 
drawdown risks. GO Long's success demonstrates the value of active management supported by 
advanced technologies, providing investment professionals with a valuable tool to navigate future 
market uncertainty and potentially enhance client outcomes. 

About Lumenai 

Lumenai is the first hyper-customizable AI investment service for sophisticated investors and 
investment professionals, allowing them to effortlessly design innovative investment portfolios in less 
time with higher efficiency, confidence, and scalability. 

From traditional to alternative investments, our mission is to use data science and artificial intelligence 
to make it easier to build smarter portfolios that take less time to manage.  

Lumenai. Invest with Intelligence. 
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Important Disclosures 
 
No securities commission or regulatory authority in the United States or in any other country has in any way 
passed upon the merits of an investment in Lumenai or the accuracy or adequacy of the information or material 
contained herein or otherwise. This information is not, and under no circumstances is to be construed as, a 
prospectus, a public offering, or an offering memorandum as defined under applicable securities legislation. The 
information contained herein does not set forth all of the terms, conditions and risks of an investment. This 
information is qualified in its entirety by, and is subject to, the information contained in the relevant offering 
documents. Prospective investors are advised to consult with their own independent advisors, including tax 
advisors, regarding a potential investment. 
 
Any investment involves the risk of loss. Investment products are designed only for sophisticated investors who 
are able to sustain the loss of their investment. Accordingly, such investment products are not suitable for all 
investors. 
 
This presentation and all information provided has been prepared solely for information purposes and does not 
constitute an offer to sell, or a solicitation of an offer to buy, any interest in any investment vehicle, and should 
not be relied on as such. Nor does this document, any email, or any attachment hereto disclose the risks or terms 
of an investment in any investment vehicle managed by Lumenai or any of its affiliates.  
 
These materials are not intended for distribution to, or use by, any person or entity in any jurisdiction or country 
where such distribution or use is contrary to local law or regulation. Distribution of this information to any person 
other than the person to whom this information was originally delivered and to such person’s advisors is 
unauthorized and any reproduction of these materials, in whole or in part, or the disclosure of any of the 
contents, without the prior written consent of Lumenai Investments LLC in each such instance is prohibited. 
 
We believe the information contained in this material to be reliable but do not warrant its accuracy or 
completeness. The opinions, estimates, and investment strategies and views expressed in this document are 
based upon current market conditions and/or data and information provided by unaffiliated third parties—and 
are subject to change without notice. Certain information herein constitutes “forward looking statements.” Actual 
events or performance may differ materially from those contemplated by such forward-looking statements. 
 
Past performance is not indicative nor a guarantee of comparable future results. Performance indicated includes 
the reinvestment of all dividends, interest, income, and profits. The investments discussed herein may fluctuate 
in price or value. Investors may get back less than they invested. 
 
Portfolios or investments referenced herein are examples only and actual portfolios may differ significantly. 
References to our team, staff, history and track records refers to both Lumenai and its third-party quantitative/AI 
research partner(s) who are disclosed upon request to Lumenai clients, but which may change at any point 
without prior or subsequent notice. 
 
This material contains certain forward looking statements, expected or target returns, opinions and projections 
that are based on the assumptions and judgments of Lumenai a with respect to, among other things, future 
economic, competitive and market conditions and future business decisions, all of which are difficult or 
impossible to predict accurately and many of which are beyond the control of Lumenai. Other events which were 
not taken into account in formulating such projections, targets or estimates may occur and may significantly 
affect the returns or performance of any Client managed by Lumenai. Because of the significant uncertainties 
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inherent in these assumptions and judgments, you should not place undue reliance on these forward-looking 
statements, nor should you regard the inclusion of these statements as a representation by Lumenai that it will 
achieve any strategy, objectives or other plans. For the avoidance of doubt, any such forward looking statements, 
opinions, expected returns, assumptions and/or judgments made by Lumenai may not prove to be accurate or 
correct. 
 
Financial indicators and benchmarks are unmanaged, do not reflect management or incentive fees (as 
applicable), assume reinvestment of income, are shown for illustration purposes only, and have limitations when 
used for such purposes because they may have volatility, credit, or other material characteristics that are different 
from the funds. It should be noted that indices should not be relied upon as a fully accurate measure of 
comparison and that investors cannot invest directly in the indices. The MSCI world index, which is part of The 
Modern Index Strategy, is a broad global equity index that represents large and mid-cap equity performance 
across 23 developed markets countries. It covers approximately 85% of the free float-adjusted market 
capitalization in each country and MSCI world index does not offer exposure to emerging markets. The 
Bloomberg US Aggregate Bond Index, or the Agg, is a broad base, market capitalization-weighted bond market 
index representing intermediate term investment grade bonds traded in the United States. Investors frequently 
use the index as a stand-in for measuring the performance of the US bond market. In addition to investment 
grade corporate debt, the index tracks government debt, mortgage-backed securities (MBS) and asset-backed 
securities (ABS) to simulate the universe of investable bonds that meet certain criteria. In order to be included in 
the Agg, bonds must be of investment grade or higher, have an outstanding par value of at least $100 million and 
have at least one year until maturity. The index has been maintained by Bloomberg L.P. since August 24, 2016. 
Prior to then it was known as the Barclays Capital Aggregate Bond Index and was maintained by Barclays. Prior 
to November 3, 2008 it was known as the Lehman Aggregate Bond Index and maintained by the now defunct 
Lehman Brothers. 
 
Investments in non-U.S. securities give rise to risks relating to political, social and economic developments 
abroad, as well as risks resulting from the differences between the regulations to which U.S. and foreign issuers 
and markets are subject. These risks may include political or social instability, the seizure by foreign governments 
of company assets, acts of war or terrorism, withholding taxes on dividends and interest, high or confiscatory tax 
levels, and limitations on the use or transfer of portfolio assets. Enforcing legal rights in some foreign countries 
is difficult, costly and slow, and there are sometimes special problems enforcing claims against foreign 
governments. Foreign securities often trade in currencies other than the U.S. dollar. Non-U.S. securities markets 
may be less liquid, more volatile and less closely supervised by the government than in the United States. Foreign 
countries often lack uniform accounting, auditing and financial reporting standards, and there may be less public 
information about their operations. 
 
This material from Lumenai Investments, LLC is intended only for the individual or entity to which it is addressed. 
This material may contain information that is privileged, confidential and exempt from disclosure under 
applicable law. If you are not the intended recipient, you are hereby notified that any dissemination, distribution 
or copying of this communication is strictly prohibited. If you received this e-mail by accident, please notify the 
sender immediately and destroy this e-mail and all copies of it. 
 
Disclosure Required Under IRS Circular 230: Lumenai Investments LLC does not offer tax advice and any 
information contained in this communication, including any attachments, was not intended or written to be used, 
and cannot be used, for the purpose of avoiding federal tax-related penalties or promoting, marketing or 
recommending to another party any transaction or matter addressed herein. 
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Lumenai was granted use of the hypothetical returns by our third-party quantitative/AI research partner(s). 
Hypothetical results do not represent the results of actual trading using client assets and were achieved by means 
of the retroactive application of a hypothetical model that was designed with the benefit of hindsight and could 
be adjusted at will until desired or better performance results were achieved. No representation is being made 
that any investment will or is likely to achieve profits or losses similar to those shown herein. Indeed, the 
techniques and methodologies used in generating the hypothetical results may and likely will differ in practice 
from those utilized in any investment strategy of Lumenai Investments LLC. In practice there are frequently 
material differences between hypothetical results and the actual results achieved by any particular investment 
or trading program. Investor performance may vary substantially from any investment strategy model shown in 
this material for reasons including variances in actual holdings, variances in fees and expenses, market 
fluctuations, the inception date of investment, the timing of contributions or withdrawals, deviations from the 
model by the advisor, and the failure of the investment strategy’s assumptions to accurately model reality. 
Alternative models or assumptions which may be more appropriate could produce significantly different results. 
Since the returns are hypothetical, they should not be considered indicative of the skill of Lumenai Investments, 
LLC. In addition, hypothetical trading does not involve financial risk, and no hypothetical trading record can 
completely account for the impact of financial risk in actual trading. For example, the ability to withstand losses 
or to adhere to a particular trading program in spite of losses are material points which can adversely affect 
actual results. Because hypothetical results do not involve actual trading, the results do not reflect the deduction 
of custodial charges or other miscellaneous fees, and the assumptions regarding transaction costs and expenses 
may be underestimated, the incurrence of any of which will have a negative effect on actual performance. There 
are numerous other factors related to the markets in general or to the implementation of any specific trading 
program which cannot be fully accounted for in the preparation of hypothetical performance results and all of 
which can adversely affect actual trading results. “Back testing” refers to simulated, hypothetical performance if 
a given strategy had been applied in the past. Back tested performance results have inherent limitations. Chief 
among these is that back tests are generally prepared with the benefit of hindsight, being derived from the 
retrospective application of a model investment strategy which can be adjusted at will until desired or better 
performance results are achieved. Hypothetical performance is calculated net of 0.60% management fee, 0.05% 
trading fee, and 0% risk free rate. Hypothetical performance information is presented without the effect of 
federal, state and local taxes, which may have an adverse impact on performance. It should not be assumed that 
recommendations made in the future will be profitable or will equal the performance of the securities in this list. 
 
For more information on any mention of awards, please contact the Chief Compliance Officer as Lumenai 
maintains strict criteria for any industry award nominations that they may garner. Lumenai does not pay anyone 
for award nominations.
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