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Introduction

Quantitative and fundamental investment processes 
exist across a continuum. Many fundamental 
approaches use quantitative screens to help focus the 
number of companies under consideration. Some 
quantitative approaches allow analyst “overrides” 
depending on non-financial metrics. Quantitative 
strategies have the reputation of underperforming in 
market turns while fundamental strategies have the 
reputation of introducing human bias based on 
experience. The following conversation with George 
Grieg, Partner, William Blair Investment Management 
Global Strategist and Portfolio Manager, examines how 
a carefully constructed investment process can 
leverage the strengths of both quantitative and 
fundamental disciplines.

What are the strengths and weaknesses of these two 
approaches?

The key strengths of any quantitative stock selection 
process include breadth, discipline, and the elimination 
of emotion. Quantitative methods evaluate an 
expanded universe without being limited to a smaller 
number of companies or issues. They can also 
investigate any issue without worrying about biases, 
superficial impressions, or incorrect cultural filters. 
This lack of bias creates benefits over a cross-section of 
companies by applying a consistent methodology from 
month to month. The pitfalls of waking up in a “value 
mood” one day and an “aggressive growth mood” the 
next are eliminated.

The primary drawback of a quantitative approach is 
that it can be quite vulnerable to a change in the 
environment. Regime shifts, for example, are not well 
handled by quantitative frameworks that are based on 
data that fits the pattern of a specific period if it turns 
into something else.

Another key problem with a quantitative approach is 
the dilemma of consistency versus flexibility. If the goal 
of the model is to be consistent, then it is not flexible, 
and if it is flexible, then it is not consistent. This 
dichotomy results in an endless loop of debate about 
creating a single quantitative model that covers every 
sector or country or creating a different model for 
each. Ultimately, this issue is unresolvable and can be a

constant source of concern. Whether building 
universal or specific models, there is a sacrifice either 
way.

Now consider the strengths and weaknesses of a 
fundamental approach. The strength of a purely 
intangible or intuitively-based analytical approach is 
the ability to anticipate change and intuit possibilities 
that are not suggested by the past in the form of 
existing data or precedent performance. An individual 
can see and sense factors that have to do with variables 
of personality, psychology, and culture that are 
otherwise impossible to detect with a purely 
quantitative model.

The weaknesses of a fundamental approach are 
emotion, bias, and limited capacity. Fundamental 
approaches are subject to the problems associated 
with individual cognition and judgment. Paradoxically, 
these weaknesses can also be considered strengths.

How has your process changed?

William Blair’s original non-U.S. equity team consisted 
of three people. I was responsible for portfolio 
management, one analyst was covering developed 
markets and another focused on emerging markets. 
These individual analysts were responsible for 
covering 23 stock markets apiece. The only way to 
effectively assess the universe given these limited 
resources was to define which individual company 
characteristics were desirable and find a method for 
pre-analyzing them. In general, this approach is true 
even if unlimited research resources are available. It is 
still necessary to put a consistent analytical framework 
around a large volume of companies that are otherwise 
difficult to compare on a purely fundamental basis.

Our approach was to define specific attributes: high 
quality, above average long-term growth, positive 
current earnings trends and performance, strong price 
momentum, and attractive valuation. These qualities 
were the building blocks of our early models. By 
selecting different indicators and developing screens, 
we eventually created multifactor models that 
weighted these factors and produced a score. The first 
two years of this initial work accounted for 
approximately 80% of where the quantitative tools are 
today. The remaining 20% of model evaluation did not
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redefine the models, but subjected them to more 
vigorous testing, scrutiny, and quality control.

To illustrate this approach, consider how William 
Blair’s views on company quality characteristics have 
evolved. Originally, there were specified ranges of 
factors that we believed related to company quality, 
including long-term returns, positive earnings trends, 
balance sheet strength, and other considerations. 
These characteristics were selected because they were 
factors analysts traditionally associated with good 
companies. In reality, we truly did not know which 
ones were important and which ones were not.

When William Blair established a quantitative research 
team in 2007, it was able to quantify these variables 
more clearly. For the first time we were able to identify 
in which markets and periods these factors worked 
best, and how well each factor contributed to risk 
control and return generation. Before adding this 
capability to the team, the team did all of this 
intuitively. We were generally headed in the right 
direction, but we did not know exactly what the correct 
factors were or how to weigh them. We also did not 
know how to accurately assess the value of each model.

The first key question to answer after hiring the 
quantitative research team was whether to completely 
change the way we approach our models, or simply test 
and refine the models that existed. That decision was a 
major crossroads.  There were two key options: one 
was a system that was much more heavily reliant on 
stock price-related variables rather than fundamental 
variables. That structure would have required an 
elaborate, multiple regression-based system to predict 
factors such as returns or risk. The second option

reflected the team’s original methodology of using
fundamental characteristics as the basis for the 
models, which then rank companies based upon their 
characteristics. We decided to maintain the course and 
focus on making it better and testing it more 
rigorously. That is the model that continues to evolve 
today.

What was the biggest benefit in establishing a 
dedicated quantitative team?

The team helped us develop an approach we might not 
otherwise have created. Quality models in particular 
are not widely used on Wall Street. We designed an 
earnings momentum model, but we could not test it. 
We really did not know how it worked. We did not 
know if we had the right factors, but we knew that our 
model was similar to numerous earnings momentum 
models published by other researchers. It was fair to 
assume that our methodology was reasonable. 
Creating a model to evaluate company quality was 
much more difficult to define and test. Such a model is 
much less frequently used as the core of an investment 
process and represents a big breakthrough for the 
team.

While the quantitative models were initially developed 
to make it easier to evaluate a larger number of 
companies and screen for research ideas, today it also 
provides a framework for analysts to make judgments 
about their universes. It has also become one of the 
foundations of our strategy process at the portfolio 
level. We did not originally design this quantitative 
research process to produce the capability of managing 
portfolios. However, once we saw how well the process 
was integrated and worked, we decided it was too 
good to ignore and began using it to produce a 
portfolio. Since launching the systematic research 
strategy in January 2011, it has produced good results 
in practice as well as testing.

In this way, our systematic research (quantitative) 
tools are integrated into our process. We believe it is 
important for the tools to be transparent and parallel 
the analysis conducted by the research team. With the 
launch of the International Systematic Research Fund, 
it provides another source of research ideas that we 
might not have otherwise considered, a tool for 
comparing portfolio positioning versus the fund to 
evaluate differences and as a foil for the fundamental 
decision making process.
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What is the role of quantitative research in a 
fundamental process?

Outside observers are often tempted to put team 
approaches into one box or the other; a firm is either a 
quant shop or fundamental shop. They see the two as
divergent rather than symbiotic.

William Blair’s quantitative process is fully integrated 
into the fundamental research process. We are not 
putting on a quantitative show while actually doing all 
the research the old fashioned way. Nor are we 
creating some sort of quantitative analytical overlay for 
the benefit of clients when in reality no one in the 
investment profession cares about it. In fact, in our 
case, it is much more the other way around. We are 
producing quantitative analytics that are critical to our 
process but do not necessarily mean much to the 
outside world. These analytics are intuitively 
understandable to clients and consultants, but they are 
generally not interested in the details of the model 
construction.

The goal is to create tools that work from a 
performance point of view while incorporating factors 
that work for reasons our team can understand. This is 
a fairly common rule in quantitative investing: if it 
works but you do not know why, discard it. If it is 
intuitively appealing but it does not work, discard it. 
That is the feedback loop.

In testing the enhancement of the current quantitative 
tools, William Blair integrates portfolio manager, 
strategy, and research feedback in proposing 
individual factors, and in evaluating results. This team 
meets several times a week with the quantitative team 
to review results. For instance, in the testing of recent 
enhancements to the quality model, the team devised a 
framework that intuitively categorized various 
definitions of quality: sustainable value creation, 
earnings quality and financial strength in thinking 
about potential factors. This framework aided the 
quantitative team in focusing their testing in these 
areas and in ensuring that their calculations paralleled 
the philosophy and thought process of the team. 
Various iterations were reviewed from aggregate 
regional, sector and size perspectives to identify their 
persistence and efficacy across the universe, as well as 
compared to the previous version of the quality model. 
This analysis was expanded to the company level to 
identify any anomalies that could not be identified in 
broader aggregates. It is only after this rigorous 
discussion and feedback that changes are made. While 
time consuming, we believe that this process of 
continually refining the models and integrating various 
team inputs along the way are important in ensuring
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consistency prospectively.

Because the research team has a hand in “developing”
these tools and because they parallel our thought 
process, the team has integrated these tools not only in 
evaluating characteristics in individual companies but 
also at the aggregate industry and sector levels, to aid 
in prioritization of research as well as to highlight 
opportunities or risks challenging team perceptions 
and providing a framework for sector strategy.

That is a significant departure from how a quantitative-
only shop would approach a model. We believe they 
tend to be more empirical in the pure sense of the 
term, regardless if a fundamental investor were to find 
these results intuitive.

How are quantitative tools used in portfolio 
construction, position sizes, and trading?

This process is different from the models used in 
research stock selection. Having devised the idea that 
we should leverage our quantitative research to 
manage a portfolio, the question became, ”How do we 
do that?” We cannot simply create a list of companies. 
Instead, we designed a portfolio management process 
around the model. We designed an algorithm that 
suggests position sizes should be proportional to 
market cap free-float levels and the stock trading 
volume because there was already a model, the 
question became, “Why not use it on all of our 
strategies and evaluate our accuracy?” This process 
also holds true with trading in assessing liquidity 
constraints. It has been useful input to the entire 
investment process, not just the systematic research 
(quantitative) strategy.

Analyst
Feedback

Evaluate & 
Test

Present 
Results

PM Feedback

The Integrated Quantitative/Fundamental Feedback Loop
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Often when evaluating a market or sector, it is the sum 
of parts. The strategy team conducts quantitative 
strategy-based research to determine the message in 
the aggregation of company data. The aggregation of 
thousands of companies and dozens of factors 
produces information that tells the team whether a 
sector is more or less attractive than its historical 
norm. It is another way of reassembling a strategy 
overview. The complexity of this process, however, is 
that it is different if assessing companies on an equal 
weighted or on a market cap weighted basis. It might 
also be assessed as a contribution to a portfolio or as a 
comparison model portfolio to an actual portfolio.

We have attempted to construct a process that could, in 
effect, use this quantitative strategic analytics to define 
a portfolio structure and then build the structure with 
our best ideas. Unfortunately, we cannot do it that way. 
However, we derive a great deal of insight from looking 
at this data. It just does not translate into a formula of 
the actual portfolio architecture. That still must be 
conducted at the portfolio manager level. 

As noted, there are benefits to using these quantitative 
research tools. They provide more confidence in 
working with a big universe and a big portfolio 
population. Consider a pure quantitative investment 
process, which will often have hundreds of stocks in 
portfolios because the objective is to get the best 20% 
of the universe of 5,000 or so. A pure quantitative 
model is really interested only in improving the odds of 
performance. A single individual portfolio manager will 
quite typically own between 30 and 70 stocks. If it is 
less than 30, then there may be diversification 
concerns. While that is not necessarily an issue if the 
portfolio is more than 70, another problem arises. At 
that point one may start to feel uncomfortable because 
it is like being a single teacher in a crowded classroom. 
There are too many students of which to keep track. A 
portfolio manager monitoring too many companies 
may start off thinking, “Oh, I can keep track of that one 
… and this one over here …” But soon it can turn into “I 
don’t remember why I bought that one.” A portfolio 
manager with the backing of quantitative analysis tools 
can be more comfortable with the larger research base 
and larger portfolio population.

What are the next steps in the evolution of this 
approach?

Over the next few months, we will finish our 
examination into the rationale behind the model 
structures. When that project is finished, we will begin 
working to make the models more responsive, more 
interactive, and more flexible with regard to each
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other.

For example, we currently have quality, valuation, 
earnings trend, and price momentum models. The goal
is to make them interact with each other. Quality 
should be an input to the valuation model because 
higher quality stocks are entitled to higher valuation, 
but we do not currently account for that. Currently, 
they are averaged against each other. Valuation is not 
explicitly adjusted for quality nor is valuation adjusted 
for cyclicality.

For example, earnings momentum and price 
momentum are currently viewed as two different 
factors. However, they really are not all that different, 
because in many cases price momentum is discounting 
earnings momentum in advance. It is telling the same 
message in a different way. We are trying to combine 
those two factors into one that reflects the different 
responses to cyclicality. What this is doing is making 
the models, submodels, and what I call support models, 
interact more effectively and to incorporate the 
complex interaction among these factors. This is a huge 
undertaking and will be several years in the making.

The ultimate objective is to create a quantitative 
analytical framework that analysts can assess from a 
knowledgeable, logical point of view and hardly ever 
reject. They will look at it and understand exactly what 
is being indicated and why. It could also be used in 
specific instances in comparing companies, industries, 
and peer groups. In William Blair’s research system, 
there is a tool that summarizes the quantitative 
variables for a company. The next generation of the 
models will ideally incorporate these factors and all 
kinds of other related factors to show a whole, fully 
formed quantitative portrait of the company. The goal 
is to restate the output to show not only one company 
on one page, but also a comparison between 
competitors in an industry. That would allow the team 
to quickly determine which characteristics are better. 
It will be designed to build a better method for getting 
a fully formed statistical profile that is a true 
combination of quantitative and subjective. That end 
result will fully assimilate the quantitative tools 
throughout the research process and leverage their 
output to make better decisions more quickly and with 
more accuracy.
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W. George Greig, Partner
Global Strategist and
Portfolio Manager
George Greig joined William
Blair & Company in 1996 as
International Growth Team
leader. In addition to this role,
George is the portfolio manager
for the William Blair
International Growth and
International Leaders strategies

and co-portfolio manager of the Global Growth
strategy. He also serves as the global strategist for
William Blair & Company’s Investment Management
Group and is on the firm’s Executive Committee. Prior
to joining the firm, George headed international
equities for PNC Bank in Philadelphia and previously
served as Investment Director with London-based
Framlington Group PLC, where he also managed global
and emerging markets funds. George has over 25 years
of experience in domestic and international investment
research and portfolio management. Education: B.S.,
Massachusetts Institute of Technology; M.B.A., Wharton
School of the University of Pennsylvania.
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This material is provided for general information
purposes only and is not intended as investment
advice or a recommendation to purchase or sell any
security. Any discussion of particular topics is not
meant to be comprehensive and may be subject to
change. Any investment or strategy mentioned
herein may not be suitable for every investor.
Factual information has been taken from sources we
believe to be reliable, but its accuracy, completeness
or interpretation cannot be guaranteed.
Information and opinions expressed are those of the
presenter. Information is current as of the date
appearing in this material only and subject to
change without notice.

Please carefully consider the William Blair Funds'
investment objectives, risks, charges, and expenses
before investing. This and other information is
contained in the Funds' prospectus, which you may
obtain by calling 1-800-742-7272. Read it carefully
before you invest or send money. William Blair &
Company, L.L.C., Distributor
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