
Performance is the most ubiquitous and common piece of information 

used to assess the success of an investment strategy. It is the litmus test 

for ascertaining skill and is the basis upon which most investors make 

decisions about whether to hire or fire a manager. In our view, however, it 

can also be deceptive, especially when there are thousands of investment 

products from which to choose.  

One popular method of simplifying these decisions is to designate a peer 

group or universe to compare manager performance.

The problem
Off-the-shelf peer universes may seem to be the most convenient solution 

for comparing investment managers. However, in our view, they are not 

usually the most accurate way to assess relative performance. Assigning 

strategies to peer groups is not as simple as it sounds. Classifying a 

manager in the wrong peer group may lead to false conclusions about the 

manager’s skill—or even expectations of when the manager may perform 

well or struggle, which may lead to poorly-timed manager allocation 

decisions. 

We see three main issues with using off-the-shelf peer groups.

First, most are often overly broad; a given group may have hundreds of 

managers who really are not very similar. We have observed significant 

deviations in key performance drivers between fixed-income managers’ 

durations, credit risks and sector exposures within the same peer group. 

Similar strategies from the same manager often populate a particular peer 

group, resulting in a double counting of the manager’s contribution to 

the universe. Another issue is that different vehicles (such as institutional 

composites, mutual funds, exchange-traded funds, closed-end funds, 

socially responsible funds and UCITs) often inhabit the same universe—but 

really should not, as each type has its own investment considerations. 

Second, peer-group classifications may be based on return patterns or, in 

some cases, the manager’s own judgment or preferences, which leads to 

inconsistency.
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Finally, a significant number of managers do not fit nicely or easily into traditional 

categories. Compounding this issue among fixed-income managers is the sheer 

number of available types of fixed-income securities, which may result in significant 

dispersions among a group of managers’ portfolios. Thus, managers may be categorized 

inappropriately in off-the-shelf databases, forcing comparisons that do not make sense. 

How we solved it
We created custom peer universes with more rigorous parameters than off-the-shelf 

products from third-party providers to supply meaningful insights into a manager’s 

relative performance. 

We began by including managers that have similar investment vehicles and performance 

reporting structures and eliminated similar products managed by the same firm. We then 

established tighter limits for each manager’s duration, credit beta and foreign exchange 

risk than those used in off-the-shelf peer universes by removing managers that we 

considered outliers relative to the existing peer group. This reduced the magnitude 

that these effects have on performance, while still providing enough latitude to account 

for managers that are more active in adjusting their risk profiles as fundamentals and 

valuations change. 

This approach emphasizes managers with similar risk tolerances and characteristics. In 

our view, this is the soundest way to create peer groups because it reflects the decisions 

that are within a manager’s control, rather than relying on grouping managers with 

similar returns, which does not yield empirical consistency due to a lack of a common 

framework. 

How our solution benefits our clients
Using our own peer groups—rather than the broader off-the-shelf peer groups—allows 

us to view the investment manager universe through a consistent risk lens, instead of 

a less-defined generic lens. As a result, our peer universes tend to be much narrower 

than off-the-shelf alternatives. The investment managers in each universe typically share 

similar risk attributes even if they have different investment styles. The result is a more 

robust universe of managers that, in our view, more accurately reflects the opportunities 

available to investors within each asset class. 

Most of our custom peer universes contain a significant number of constituents; however, 

refining certain unconventional fixed-income universes led us to limit the number of 

similar managers. Still, we believe that a consistently defined universe should lead to 

more accurate performance comparisons than larger, more loosely defined or generic 

universes, as it is less influenced by market conditions that managers can’t always 

control. 

Our custom peer groups aim to mitigate some of the inherent challenges within fixed-

income benchmarks. For example, some sub-sectors of securitized fixed income—such 

as non-agency mortgage-backed securities, commercial mortgage-backed securities 

and asset-backed securities—that have evolved following the global financial crisis 

in 2008, have been widely adopted by fixed-income investment managers; however, 

traditional fixed-income benchmarks exclude significant portions of such instruments. 

Carefully constructed peer groups of similarly positioned managers can help overcome 



this limitation imposed by benchmarks. Municipal fixed-income benchmarks are also 

imperfect representations of a manager’s investable universe, and include bonds that are 

often unavailable for purchase (or that are overrepresented by select large issuers whose 

weightings can be quite volatile). Our peer groups aim to help level the playing field 

for municipal debt managers whose portfolio construction tends to differ greatly from 

commonly referenced benchmarks. 

Investment managers within certain universes (such as U.S. core fixed income) tend to 

underweight U.S. government debt (both Treasurys and agencies) in favor of spread 

assets in order to generate a yield advantage without necessarily incurring significant 

additional credit risk. Over the long term, most active U.S. core fixed-income managers 

have outperformed the Bloomberg Barclays US Aggregate Bond Index (Exhibit 1). Thus, 

we believe conducting benchmark-relative analysis and using a carefully constructed 

peer group provides a solid basis for determining a manager’s true skill. 

Exhibit 1: Bloomberg Barclays US Aggregate Bond Index Performance as of June 30, 2021

Annualized Performance 1 Year 3 Year 5 Year 7 Year 10 Year

Bloomberg Barclays US 
Agg Index Return

-0.33% 5.34% 3.03% 3.28% 3.39%

Custom Core Universe 
Median Return

1.13% 6.07% 3.70% 3.80% 4.04%

Bloomberg Barclays US 
Agg Index Universe Rank

91 90 93 93 94

Sources: SEI, eVestment. Index returns are for illustrative purposes only and do not represent actual investment performance. 
Index returns do not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot 
invest directly in an index. Past performance is not a reliable indicator of future results.

This approach also assists in distinguishing beta from alpha, which can be helpful in 

assessing appropriate fees to pay investment managers. Further, our peer-group work 

allows us to refine our due-diligence efforts, gaining efficiency in focusing on key aspects 

that matter most to the manager’s investment philosophy and process.

Finally, we believe our peer-universe framework enhances our understanding of the 

opportunity set available within each asset class. This not only furthers our ongoing 

analysis of current managers in our program, but also provides additional inputs 

for vetting new managers. Collectively, these insights can aid portfolio construction 

decisions. 
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