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Investment Universe


• Importance of Jointly Distributed Among Value & Profitability
• Value Traps


– Solutions
• Adjust Book Values
• Target Value & Profitability Jointly


Value Profitability
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Value


Eisfeldt et al. (2020) And Arnott et al. (2021) Asserts that the Traditional 
Definition and Measurement of Value is Misrepresented by the Market


– Currently Missing Intangibles
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Accounting for Intangibles


New B/M = Bit
INT/Market Cap
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Profitability


Define Profitability as Cash-Based Operating Profitability







Strategy Implementation
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Portfolio Construction Overview


Phase 1 Phase 2 Phase 3


Rebalance Monthly


Use historical 
data to construct 
new book values


Calculate B/M 
Ratio


Screen for 
investable 
universe in 
Bloomberg


Calculate Cash-
Based 


Profitability Ratio


Merge Profitability 
and B/M ratios in 
single Excel sheet


Rank stocks by 
joint metric


Sort by sector, 
choose stocks, and 
weight accordingly
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Equities Universe


Total Universe 
of Securities


Russell 2000 
stocks


> $500M 
market cap


Daily Volume 
> 50k


Investment 
Universe Total of 1,250 Equities 







December 3rd, 2021 Student Investment Management Fund – Team A 12


Intangible-Augmented Value Measure


• Initialize knowledge-based capital and organization capital at earliest year of 
company data


• Apply recursive formula through data to reach 2020 book value of intangibles 


Parameters of Interest


𝛿𝛿𝑅𝑅&𝐷𝐷 Sector-specific (Hall); = 0.15 for 
sectors without defined rate


𝛿𝛿𝑆𝑆𝑆𝑆&𝐴𝐴 = 0.2 by assumption (Eisfeldt)


𝜃𝜃 = 0.3 by assumption (Eisfeldt)
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Cash-Based Profitability Measure


Total Assets


Accrued Interest 
Receivable for banks


Accrued Interest 
Payable for banks


Source data from Bloomberg


Export to Excel


Reconcile balance sheet and 
statement of cash flows data


Apply formula


Operating Income
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Evaluating Value & Profitability Jointly


Value 
Percentile


Profitability 
Percentile Joint Metric


𝐵𝐵𝐵𝐵 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐,
𝑒𝑒𝑒𝑒𝑒𝑒𝑒 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑦𝑦′𝑠𝑠 𝑗𝑗𝑗𝑗𝑗𝑗𝑗𝑗𝑗𝑗 𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚𝑚, 𝑗𝑗, 𝜖𝜖 [0,2].


Rules-Based Investment Strategy
• Invest in companies with joint metric > 1.5


• But take minimum of two stocks per 
sector


• Take no more than 8 stocks per sector
• Take no more than 1 company with market 


cap < $1B per sector


Sector Joint > 1.5 # of Stocks in 
Portfolio


Energy 2 2


Materials 6 4


Consumer Discretionary 39 8


Technology 13 8


… … …
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Sector Allocation


Technology
25%


Healthcare
14%


Financials
14%


Disc
12%


Communications
10%


Industrials
9%


Staples
6%


Real Estate
4%


Energy
2%


Utilities
2%


Materials
2%


Cash
0%


Russell 3000 Portfolio Our Portfolio


As of November 21, 2021


Technology
21%


Disc 
15%


Industrials
13%


Healthcare
13%


Financials
12%


Staples
9%


Materials
5%


Comm
4%


Real Estate
3%


Energy
2%


Utilities
1%


Cash
2%
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Individual Security Allocation


Within each sector, securities hold weights proportional to their joint metric. 


Example: Netgear, Inc (NTGR) – Technology 


1.835
13.026


Netgear’s joint metric


Technology’s joint metric
0.141 0.21


Target weight for 
technology sector


0.030
Netgear’s


portfolio weight
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Rebalancing Process


Re-
Calculate 


B/M 
Ratio


Calculate 
cash-based 
profitability


Merge 
profitability 


and B/M 
percentiles


Rank stocks 
and weight 
accordingly
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Benchmarks


American Century ETF Trust - Avantis US Small Cap Value ($AVUV)
iShares Russell 2000 Value Index ($IWN)
DFA US Small Cap Value Portfolio Institutional Class ($DFSVX)
Vanguard Small Cap Value Index Fund ($VISVX)


* Seeded our portfolio on 11/30/21 - Benchmarks vs. Portfolio returns are unavailable







Thank You.
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Investment Thesis 


Portfolio returns using a long-short strategy 


Boehmer, Ekkehart, Jones, Charles M., Zhang, Xiaoyan, Zhang, Xinran. "Tracking Retail Investor Activity." The 
Journal of Finance, 76(5), 2249-2305. https://doi.org/10.1111/jofi.13033.



https://doi.org/10.1111/jofi.13033





Why Retail Activity Matters


6


Retail Power in the Market
• GameStop
• AMC


• Persistence in retail traders chasing stock 
returns moves stock prices


• We look to profit from the buying pressure 
of retail investors 
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Review of Retail 
Market Order 
Structure
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Review of Marketable Retail Order Flow Structure 


Retail market orders
• Market orders
• Limit orders


Brokerage houses & Wholesalers
• Internalization
• Retail small-price improvement


= Institutional
= Retail







Where We Find Retail Trades


Retail Trade Execution 
• Retail orders are typically executed by 


wholesalers or via internalization 
• Reported on FINRA TRF
• Executions included in “consolidated tape” 


of the TAQ 


Reg NMS
• Requires limit orders be priced at round 


pennies
• We only identify marketable retail orders 


and not limit orders
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Measuring Retail Order Imbalances


Marketable retail buy volume
• Calculates order imbalance 


using the volume of shares 
being traded


Marketable retail buy by trades
• Calculates order imbalance 


using the number of trades 
being executed







Implementation
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Daily Security Analysis Process


𝐴𝑚𝑜𝑢𝑛𝑡 𝑖𝑛𝑣𝑒𝑠𝑒𝑑 𝑖𝑛 𝑆𝑡𝑜𝑐𝑘 “𝐴” 𝑝𝑒𝑟 𝑑𝑎𝑦
𝑃𝑟𝑒𝑣𝑖𝑜𝑢𝑠 𝑑𝑎𝑦 𝑐𝑙𝑜𝑠𝑖𝑛𝑔 𝑝𝑟𝑖𝑐𝑒


= Equal weighted shares purchased


𝐸𝑞𝑢𝑎𝑙 𝑤𝑒𝑖𝑔ℎ𝑡𝑒𝑑 𝑠ℎ𝑎𝑟𝑒𝑠 𝑝𝑢𝑟𝑐ℎ𝑎𝑠𝑒𝑑 × .02 = 𝑇𝑟𝑎𝑛𝑠𝑎𝑐𝑡𝑖𝑜𝑛 𝐶𝑜𝑠𝑡 𝑆𝑡𝑜𝑐𝑘 “𝐴”


Exclude non-
TRF trades


Examine & classify the 
sub penny transaction 
price for retail activity


Exclude institutional
trades


Calculate MROIBVOL
for each stock


Export day's data 
as Excel document


Import the daily data 
into Python code


Receive Daily TAQ 
Consolidated Tape


Cumulate the sum of each 
buy order and sell order for 


each stock
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Weekly Order Imbalance


Monday Tuesday Wednesday Thursday Friday Weekly Average Decile 
Rank


Decile 𝑎 𝑏 𝑐 𝑑 𝑒 𝑎 + 𝑏 + 𝑐 + 𝑑 + 𝑒
5


Rank by Highest Average Decile to Lowest
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Daily Security Selection Process and Criteria


Market Cap between $500M - $5B


Price greater than $5


Volume above 5,000 shares


Rank into deciles


Step 1


Step 2


Step 3


Step 4


Step 5


Assess transaction costs


Target the highest deciles


Step 6







Holding 10 securities per day, with a maximum of 50 at any period
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Sunday Monday Tuesday Wednesday Thursday Friday Saturday


Concatenated Portfolios
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Trading Cost Optimization


1 2 3


First 10 stocks that 
meet criteria


Top 10 decile 
ranked stocks 


Lowest costing within 
top decile that meet 


criteria
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Daily Portfolio Weighting


* Each sector will only be 
invested +/- 7.5% of 
Russell 3000 sector 
weightings
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Market News


Assign securities to watch for the holding period and research on Bloomberg







Questions?







Appendix
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Click to add text


Predicting Returns “k” Weeks Ahead
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GME Chart 
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Weekly portfolio return difference 
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