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Our Process is Built  
on Our Experience 

The Manager Difference   
Investment manager quality is a critical component of  
a portfolio’s investment success. Poor choice of managers 
can undermine the best investment policy. The investment 
professionals of the investment advisory group use 
proprietary investment analysis techniques to narrow a 
large universe of investment manager candidates to  
form a select list of quality managers. At a high level, we:
 r Apply returns-based and holdings-based style analyses  
to evaluate historical performance
 r Estimate current and forward style exposures
 r Validate the selected list of quality managers through 
quantitative and qualitative analysis techniques

We then use ongoing oversight to monitor important 
changes that may occur and ensure that selected managers 
continue to meet expectations.
 
Initial Analysis 
Drawing on the Morningstar, Inc. Expertise
Our investment professionals begin by tapping the  
wealth of information in the extensive Morningstar, Inc., 
investment database, which covers hundreds of thou- 
sands of investment offerings globally, including mutual 
funds offered to the U.S. and overseas markets, closed-end 
funds, variable annuities, separate accounts, exchange-
traded funds, individual stocks, and hedge funds.

Beyond developing rich data resources and insightful 
quantitative techniques, our colleagues in manager 
research at Morningstar, Inc. have pioneered qualitative 
analysis and established proprietary data points to evaluate 
investment managers. The Morningstar Rating™ for funds 
is a quantitative, backward-looking measure, while the 
Morningstar Analyst Rating™ is a qualitative, forward-
looking measure. The Morningstar Analyst Rating has 
proved effective: funds rated negative have underperformed 
the market; while higher-rated funds have outperformed  
the market.

The investment professionals of the investment advisory 
group apply their portfolio management knowledge to build 
on the Morningstar Rating™ and the Morningstar Analyst 
Rating™ for funds.

The investment advisory group fills in any gaps in asset 
class coverage with our own quantitative and qualitative 
research that starts with the same five-pillar framework as 
our colleagues do to arrive at the Morningstar Analyst 
Rating: people, process, parent, performance, and price.

 

Investment Universe Refinement
Holdings-based analysis
Returns-based analysis
Qualitative analysis
Quantitative analysis

Initial Analysis
Morningstar DataTM

Morningstar Analyst RatingTM

Morningstar RatingTM

Ongoing Oversight 
Daily, quarterly, and annual review  
of investments
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Refining the Investment Universe
Review of Investment Universe
Our investment professionals perform a complete  
review of the universe of investment options available  
for inclusion in each portfolio, using our own established 
criteria in combination with each portfolio’s stated  
goals and objectives.

Style Analysis
Using proprietary software and tools, we conduct returns-
based and holdings-based style analysis to understand the 
funds’ exposures to various asset classes. Combined with 
examining the actual holdings in a manager’s portfolio, this 
helps our investment professionals judge a fund’s true 
investment style.

From this, our investment professionals classify each 
investment option by market capitalization (e.g. small,  
mid, or large), sector (e.g. core, high yield), style orientation 
(e.g. value, blend, or growth), country, and currency. It  
also helps us uncover and understand two key factors:  
true investment style and managers in combination.

Quantitative Analysis  
Our investment professionals conduct a comprehensive 
quantitative review of each investment option to  
help ensure that the investment style and structure of  
the investment are a good fit for the intended role.  
The quantitative factors typically reviewed are: alpha, 
expenses, tracking error, information ratio, upside and 
downside capture, and alpha correlations. 

Qualitative Analysis
Using the initial qualitative Morningstar, Inc., sell-side 
analysts’ work and medal ratings, our investment 
professionals then performs qualitative analysis on the 
investment options to help ensure that they exhibit 
sustainable competitive advantages, giving us confidence 

in their long-term prospects. Among the items we review 
are: the organization, for strength and stability; compliance 
and litigation, to ensure a professional and ethical 
operation; the investment management team, for the 
qualifications, experience, and depth of talent; and 
investment philosophy and process, to assess whether  
the manager follows a consistent, disciplined process.

Ongoing Oversight 
The investment advisory team monitors performance  
daily, conducts an in-depth performance review quarterly, 
and conducts formal due diligence reviews at least annually  
to ensure that funds maintain the performance objective 
originally expected and to conduct an evaluation of the 
selected funds. More frequent formal reviews are initiated 
as performance results, portfolio changes and material  
fund manager changes dictate. We continue to use the 
same process as the initial due diligence:
 r Apply returns-based and holdings-based style analyses to 
evaluate historical performance
 r Estimate current and forward style exposures
 r Validate the selected list of quality managers through 
quantitative and qualitative analysis techniques

About the Investment Management Group 
The Investment Management group, through its 
investment advisory subsidiaries, creates custom 
investment solutions that combine award-winning 
research with proprietary Morningstar data. The group 
provides retirement, investment advisory, and portfolio 
management services for financial institutions, plan 
sponsors, and financial advisors around the world.




