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AI Model Driving Top-Ranked Fund 
Flashes a Warning on AI Stocks 
by Isabelle Lee and Lu Wang 
March 24, 2025 

For years now, way before artifcial 
intelligence became the hot new thing on 
Wall Street, Daniel Mahr has been making 
money on stocks, courtesy of his machine-
learning model. 

These days, that AI-powered model is 
blaring relentless warnings against loading 
up on companies that lie at the very center 
of the AI boom. 

Mahr’s trading program, which drives 
his fagship Federated Hermes fund, has 
been fashing negative signals on Nvidia 
Corp. and other technology megacaps 
since 2023. That’s still the case today, even 
after the group’s $2 trillion plunge since 
February draws in dip buyers on less-
demanding valuations. 

Mahr is a rarity by virtue of his market-
beating returns in recent years — despite 
being underweight Big Tech — in an indus-
try where AI-equipped strategies have a 
mixed track record at best. 

“The decline hasn’t turned any of them 
into cheap companies; they’re all still fair-
ly expensive,” said the 43-year-old money 
manager. “Something that we generally 
don’t like about a lot of them is volatility 
and they certainly haven’t become less 
volatile in the last few weeks.” 

The aversion to so-called Magnif-
cent Seven — also including Apple Inc., 
Microsoft Corp., Amazon.com Inc., Meta 
Platforms Inc., Alphabet Inc. and Tesla 
Inc. — hasn’t hurt Mahr. 

His $1.6 billion Federated Hermes MDT 
All Cap Core Fund (QIACX) has returned 
26% annually in the past fve years, beat-
ing the Russell 3000 Index by almost 5 
percentage points and putting it ahead of 
98% of its peers — even as the disruptive 
post-pandemic market cycle has bedeviled 
money managers of all stripes. 

Down 1.4% year-to-date, its loss is less 
than the broader market in the tarif-
fueled upheaval. 

The Boston-based manager is at the 
heart of an investment trend where AI is 
increasingly relied upon to process data, 
help allocate portfolios and manage risk. 
Some hedge funds also use chatbots for 
research during the investment process. 

Mahr’s other mutual funds harness the 
power of machine-learning, too. Among 
them, the $2.8 billion mid-cap growth 
fund (FGSIX) and the $2.3 billion large-cap 
growth fund (QILGX) have also outper-
formed their benchmarks during the past 
fve years, each returning at least 24% 
annually. 

By contrast, the Eurekahedge AI 
Hedge Fund Index, which tracks the 
performance of AI-driven strategies, is up 
roughly 4% a year over the same stretch. 

His funds seek to stay broadly sector 
neutral by going overweight certain stocks 
within the same industry, while holding 
a corresponding underweight in peers. 
While QIACX owns fewer Magnifcent Sev-
en stocks in aggregate than its benchmark, 
it currently favors less-known tech frms 

Daniel Mahr, Federated Hermes Source: Federated Hermes 

such as Qualcomm Inc. and Fortinet Inc. 
One area where his model is now fashing 
a buy is the industrials space. 

Mahr started his career at MDT Advis-
ers as a quant equity analyst in 2002 after 
graduating from Harvard University with a 
bachelor’s and master’s degree in computer 
science. Four years later, he joined Feder-
ated Hermes after the frm acquired MDT. 

In his view, what sets his model apart 
from the crowd is its so-called decision 
tree analysis. This supervised learning 
algorithm dissects historic data to predict 
future stock performance. Each branch 
represents an investment factor to fgure 
out if a company should be favored or 
avoided, in a process that mimics the way 
humans think. 

Twenty years ago, the model had six 
factors. Now, there are 16, ranging from 
fundamental ones, such as valuations and 
the use of external fnancing, to something 

technical like the momentum of a stock. 
Recently, it added another factor called 
“economic moat” to gauge a company’s 
competitive advantage. 

Diferent industries and companies are 
examined against a distinct set of factors. 
The fexible approach not only allows the 
model to quickly adapt to new informa-
tion but also to spit out a diversifed port-
folio, Mahr said. 

“The goal of the process is consistent 
performance as opposed to trying to hit 
home runs,” he said. Most of AI-powered 
strategies “have much more of a cookie-
cutter type approach where it’s like you 
have some kind of formula that you apply 
to all stocks and say, ‘well this is the magic 
formula for outperformance.’” 

The decision-tree analysis, which allows 
a money manager to tell which factors 
are working or not working, is not widely 
adopted in the equity mutual-fund world, 
according to Jack Shannon, a principal of 
equity strategies at Morningstar Inc. Still, 
the broad AI approach has its limitations. 

“It is ultimately all using backward-
looking data,” he said. “The good quants 
understand that there is some model risk, 
so to speak. And so the ones who I think 
do best are the ones who understand that 
and are more willing to adapt with the 
times and have more humility.” 

While Donald Trump’s disruptive policy 
agenda, from trade to government spending, 
has prompted investors to pick new winners 
and losers, Mahr is reluctant to place big bets 
that have an unpredictable fate. 

“We’re really not trying to position the 
portfolio for one outcome or the other on 
tarifs,” he said. “We want to have stuf in 
the portfolio that will work if it’s all smoke 
and mirrors and nothing actually hap-
pens, or if we get into a giant trade war. 
We don’t want that sort of binary outcome 
to be making or breaking our portfolio.” 
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This reprint implies no endorsement, either tacit or expressed, of any company, product, service or investment opportunity. 
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For more complete information, visit FederatedHermes.com/us or contact your investment professional for a summary prospectus or 
prospectus. You should consider the fund’s investment objectives, risks, charges and expenses carefully before you invest. Information 
about these and other important subjects is in the fund’s summary prospectus or prospectus, which you should read carefully before 
investing. 

Performance referenced in the article is for the IS Shares as of March 24, 2025 unless otherwise indicated, and the five-year return 
percentages are annualized over that period. Returns in the line graph are cumulative. 

Average Annual Total Returns (%) as of 3/31/25 

Federated  MDT  All  Cap  Core 
Fund  1 Year 3 Year 5 Year 10 Year 

Since 
Inception
(10/01/02) 

Expense Ratio†  

Before 
Waivers 

After 
Waivers 

Class IS (QIACX) NAV  11.48 12.38 22.66 13.18 10.97 0.93 0.75 
Class A (QAACX)   NAV 11.13 12.03 22.29 12.84 10.66 1.19 1.05 
Class A (QAACX) LOAD 5.02 9.94 20.92 12.20 10.38 1.19 1.05 
Russell 3000® Index 7.22 8.22 18.18 11.80 -- -- --

Average Annual Total Returns (%) as of 3/31/25 

Federated MDT Mid Cap Growth 
Fund  1 Year 3 Year 5 Year 10 Year 

Since 
Inception
(8/23/84) 

Expense Ratio†  

Before 
Waivers 

After 
Waivers 

Class IS (FGSIX) NAV  8.94 9.92 20.31 12.10 11.40 0.98 0.85 
Class A (FGSAX) NAV  8.62 9.60 19.96 11.79 11.31 1.27 1.15 
Class A (FGSAX) LOAD  2.64 7.55 18.61 11.16 11.16 1.27 1.15 
Russell Midcap  Growth®  Index  3.57 6.16 14.86 10.14 -- -- --

Average Annual Total Returns (%) as of 3/31/25 

Federated  MDT  Large Cap 
Growth  Fund  1 Year 3 Year 5 Year 10 Year 

Since 
Inception
(9/15/05) 

Expense Ratio†  

Before 
Waivers 

After 
Waivers 

Class IS (QILGX) NAV  9.27 12.94 22.63 14.87 11.36 0.89 0.75 
Class A (QALGX)  NAV  8.97 12.65 22.32 14.58 11.07 1.13 1.00 
Class A (QALGX)  LOAD  2.98 10.54 20.95 13.93 10.75 1.13 1.00 
Russell 1000®  Growth Index  7.76 10.10 20.09 15.12 -- -- --

Federated Hermes  MDT  All C ap Core  Fund  is  ranked in the f irst  percentile of  its  Morningstar  category  (US  Fund Large Blend)  for  
the 5-year  time  period.  It  is  ranked in t he top d ecile of  the  category  for  the 1-, 3-, 5- and 10-year  time periods  as  of March 31,  2025.   
Federated Hermes MDT All Cap Core Percentile Rankings referenced in the article are for  the IS shares  according to Morningstar  as of  
March 24, 2025.  

Morningstar % rank/# of funds in category as of 3/31/25 

Federated Hermes MDT All Cap 
Core Fund  1 Year 3 Year 5 Year 10 Year 
Class IS (QILGX) 3 2 1 3 
Class A (QALGX) 4 3 1 4 
US Fund Large Blend  # of funds  1,373 1,272 1,169 889 

Morningstar percentile rankings are based on total return and do not take sales charges into account. 

Performance quoted represents past performance, which is no guarantee of future results. Investment return and principal 
value will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. Current 
performance may be lower or higher than what is stated. To view performance current to the most recent month-end, and for 
after-tax returns, contact  us  or  visit  FederatedHermes.com/us. Load figures reflect the maximum sales charge of 5.5% for A 
Shares. To view performance current to the most recent month-end, and for after-tax returns, contact us or visit 
FederatedHermes.com/us and see the mutual fund product page. 

† The fund’s expense ratio is from the most recent prospectus. The expense ratio may reflect voluntary fee waivers and/or 
expense reimbursements determined by the fund’s Advisor and its affiliates. The voluntary waivers and/or reimbursements, if 
applicable, are in effect up to but not including the later of 10/1/25 or the date of the fund’s next effective prospectus. 

https://www.federatedhermes.com/us/products/mutual-funds/mdt-all-cap-core/a.do
https://FederatedHermes.com/us
https://FederatedHermes.com/us
https://FederatedHermes.com/us


         
   

     

      
 

 
    

     
   

 
    

   
    

   
    

    
     

    
   

 
 

  
   

      
     

    
 

    
  

  
  

     
 

      
    

    
     

   
 

  

     
  

 
   

       
    

 

 

 

The Federated Hermes MDT funds are the successor to MDT Fund Family pursuant to a reorganization that took place on December 8, 
2006. Prior to that date, the Federated Hermes MDT Funds had no investment operations. Accordingly, the performance information 
shown for periods prior to that date is that of the former  MDT  Funds. 
The holdings, which  are referenced in the  article, made up the following percentages of  Federated  Hermes MDT  All Cap Core  
Fund’s  portfolio as  of  12/31/24: Microsoft, 4.5%; Apple Inc., 4.2%; Nvidia, 3.5%; Qualcomm Inc., 2.7%; Amazon.com,  2.9%; Meta 
Platforms,  2.7%; Alphabet, 3.9%; Fortinet, 1.5%; and Tesla,  1.7%.  
Holdings percentages are based on net assets at the close of business on Dec. 31, 2024 and may not necessarily reflect 
adjustments that are routinely made when presenting net assets for formal financial statement purposes. Because this is a 
managed portfolio, the investment mix will change. 
Holdings are subject to change and there is no guarantee that the fund will have exposure to the Magnificent 7 stocks at all times. 
This article is for informational purposes only and is not intended to be a recommendation to buy, sell or hold any of the securities 
referenced. 
Mutual funds are subject to risks and fluctuate in value. 
The quantitative models and analysis used by the funds may perform differently than expected and negatively affect fund performance. 
Russell 3000® Index measures the performance of the largest 3000 U.S.  companies representing approximately 98% of  the investable 
U.S.  equity market. The  Russell  3000® Index is constructed to provide a comprehensive,  unbiased and stable barometer  of  the broad 
market and is completely reconstituted annually  to ensure new and growing equities are reflected.  
Russell 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those 
Russell 1000® Index companies with higher price-to-book ratios and higher forecasted growth values. The Russell 1000® Growth Index is 
constructed to provide a comprehensive and unbiased barometer for the large-cap growth segment. The Index is completely reconstituted 
annually to ensure new and growing equities are included and that the represented companies continue to reflect growth characteristics. 
Russell Midcap® Growth Index measures the performance of the mid-cap growth segment of the U.S. equity universe. It includes those 
Russell Midcap® Index companies with higher price-to-book ratios and higher forecasted growth values. It is constructed to provide a 
comprehensive and unbiased barometer of the mid-cap growth market. The index is completely reconstituted annually to ensure larger 
stocks do not distort the performance and characteristics of the true mid-cap growth market. 
The Eurekahedge AI Hedge Fund Index is an equally weighted index of 11 constituent funds. The index is designed to provide a broad 
measure of the performance of underlying hedge fund managers who utilize artificial intelligence and machine learning theory in their 
trading processes. 
Indexes are unmanaged and investments cannot be made in an index. 
Total return would have been lower in the absence of temporary expense waivers or reimbursements. 
The funds offer additional classes of shares. Performance for these classes will vary due to differences in charges in expenses. 
Due to their relatively high valuations, growth stocks are typically more volatile than value stocks. Growth stocks also may not pay 
dividends or may pay lower dividends than value stocks. 
Diversification does not assure a profit nor protect against loss. 
Small-cap companies may have less liquid stock, a more volatile share price, unproven track records, a limited product or service base 
and limited access to capital. The above factors could make small-cap companies more likely to fail than larger companies and increase 
the volatility of the fund’s portfolio, performance and share price. Suitable securities of small-cap companies also can have limited 
availability and cause capacity constraints on investment strategies for funds that invest in them. 
Mid-capitalization companies often have narrower markets and limited managerial and financial resources compared to larger and more 
established companies. 
Large-cap companies may have fewer opportunities to expand the market for their products or services, may focus their competitive 
efforts on maintaining or expanding their market share, and may be less capable of responding quickly to competitive challenges. The 
above factors could result in the share price of large-cap companies lagging the overall stock market or growth in the general economy, 
and, as a result, could have a negative effect on the fund’s portfolio, performance and share price. Growth stocks tend to have higher 
valuations and thus are typically more volatile than value stocks. 
The S&P 500 Index is an unmanaged capitalization-weighted index of 500 stocks designated to measure performance of the broad 
domestic economy through changes in the aggregate market value of 500 stocks representing all major industries. 
Magnificent  Seven stocks  are mega-cap stocks Apple (AAPL), Alphabet (GOOGL), Microsoft (MSFT), Amazon.com (AMZN), Meta  
Platforms (META),  Tesla (TSLA) and Nvidia (NVDA).  
The Morningstar Style Box is a nine-square grid – with three stock investment styles for each of three size categories: ‘small’, ‘mid’ and 
‘large’. Two of the three style categories are ‘value’ and ‘growth’, while the third is ‘blend’ (funds that own a mixture of growth and value 
stocks. 
There is no guarantee that any investment approach will be successful. Current and future portfolio holdings are subject to risk. 

Views are as of March 24, 2025, and are subject to change based on market conditions and other factors. These views should not be 
construed as a recommendation for any specific security or sector. 

https://Amazon.com
https://Amazon.com


 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

        

  

 
Federated Hermes, Inc.  
Federated Hermes  Tower  
1001 Liberty Avenue  
Pittsburgh, PA 15222-3779  

Contact us at  FederatedHermes.com  or call 1-800-341-7400.  
Federated Securities Corp.,  Distributor
Q456999 (5/25)  

NOT FDIC INSURED. 
MAY LOSE VALUE.   
NO BANK GUARANTEE. 

© 2025 Federated Hermes,  Inc. 

https://FederatedHermes.com
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