
AUTHORThere’s an old golf joke: 

A con artist and his 800-pound gorilla convince 
an unsuspecting golfer into $1,000 bet that 
he can’t beat the gorilla in a round of golf. The 
confident golfer accepts the bet — ​and then 
stares in disbelief as the gorilla hits a 420 yard 
drive six inches from the pin on the first hole.

The con artist chuckles and says, “I told you, this gorilla can 
golf. Look, you seem like a nice guy. Give me $500 and I’ll call 
the bet off.” The relieved golfer accepts and agrees to finish the 
round for fun.

As they walk up the first fairway, the golfer asks, “By the way, 
how does the gorilla putt?”

The con artist responds, “Same as he drives. Straight as an 
arrow — ​and 400 yards!”

As every golfer knows, you can’t hit every shot the same way. 
Woods are often used from the tee box, irons in the fairway, 
wedges from the sand, putters on the green. But what if your 
ball is sitting in the high rough three feet off the green? Some 
golfers will use a wedge, others a hooded seven iron and others 
still a putter depending on a number of variables: the height and 
thickness of the rough, the pitch and speed of the green and the 
weather, among others. 

The point is that the best golfers have to be flexible and experienced 
enough to be able to hit any of these shots (and others) depending 
on any number of factors. We think the same holds true for 
portfolio managers and their approach to managing money. 

How Flexible is 
Your Approach?

LESLIE DELANY

Executive Director  
Applied Equity Advisors 

SOLUTIONS & MULTI ASSET | APPLIED EQUITY ADVISORS TEAM | INVESTMENT INSIGHT | 2019



2 MORGAN STANLEY INVESTMENT MANAGEMENT | SOLUTIONS & MULTI-ASSET

INVESTMENT INSIGHT

A disciplined approach 
Research shows that over the past 20 
years, broad market factors have driven 
about 65% of a global equity manager’s 
relative returns, with stock selection 
accounting for the remaining 35%.

Understanding that portfolio positioning 
has been responsible for the majority of 
returns, Applied Equity Advisors uses a 
flexible, yet disciplined, process powered 
by two engines. The first engine is the 
team’s proprietary Factor Timing Engine, 
designed to determine positioning with 
regard to broad market factors, and the 
second being our Stock Selection Engine. 
In selecting stocks, Applied Equity 
Advisors seeks to choose those companies 
they wish to hold in the portfolio that 
can achieve the desired factor positioning 
from a style and regional perspective.

Applied Equity Advisors believes that 
the flexibility to intelligently position the 
portfolio, tilting toward or away from 
a certain style or region, depending on 
what the equity markets are favoring, is  
a critical differentiator in how we 
approach money management.

The importance of style flexibility 
Imagine a second shot on a long par four, 
facing a headwind and water hazard 
directly in front of the green. Is it better 
to “go for it” and hit a five wood to the 
green or lay-up with five iron? The answer 
of course is “it depends”, based on any 
number of factors, but great golfers 
are flexible and experienced enough to 
hit either effectively. Similarly, a good 
investment manager needs to be able to 
effectively “hit” on more than a single 
type of stock.

Managers who are blindly beholden 
to only growth or only value will 
ultimately suffer when their style is 
out of favor. If you look over the past 
twenty calendar years (1999-2018), 
growth stocks have outperformed 

value stocks in nine of those years, 
with an average outperformance of 
+11.26%. Similarly, value stocks have 
outperformed growth stocks in the 
other eleven, generating an average 
outperformance of +8.78% (Display 2). 

Clearly, being constrained by a robotic 
adherence to either growth or value 
stocks forces a manager to miss out on 
some significant return opportunities. 
Yet with a more flexible approach, 

the manager has the ability to adjust 
the portfolio to better capture the 
opportunity that the market is offering.

There is no substitute for experience 
Every golfer knows that the more you play 
the “tough 12th hole” at the local course, 
the better you will shoot. While our 
investment process is based on the premise 
that having the flexibility to not be 
constrained by style can lead to improved 
performance, experience is a critical 
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MARKET FACTORS STOCK SELECTION

DISPLAY 1

Two ways to extract excess return1

1  Rolling 18-month R-squared for Global Equity Managers Time Series Regression. 
Information as of December 31, 2015. Returns are net-of-fees based on mutual 
fund NAVs. Past performance is not indicative of future results. For illustrative 
purposes only and not meant to depict the performance of a specific investment. 
Source: Morningstar, 2015

2  The index performance is provided for illustrative purposes only and is not 
meant to depict the performance of a specific investment. Past performance 
is no guarantee of future results. See Disclosure section for index definitions.

DISPLAY 2

Style flexibility matters2
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1999 33.16 -1.49 34.65 2009 37.21 19.69 17.52

2000 -22.42 7.01 29.43 2010 16.71 15.51 1.20

2001 -20.42 -5.59 14.83 2011 2.64 0.39 2.25

2002 -27.88 -15.52 12.36 2012 15.26 17.51 2.25

2003 29.75 30.03 0.28 2013 33.48 32.53 0.95

2004 6.30 16.49 10.19 2014 13.05 13.45 0.40

2005 5.26 7.05 1.79 2015 5.67 -3.83 9.50

2006 9.07 22.25 13.18 2016 7.08 17.34 10.26

2007 11.81 -0.17 11.98 2017 30.21 13.66 16.55

2008 -38.44 -36.85 1.59 2018 -1.51 -8.27 6.76

Average when growth outperforms value:	 +11.26%
Average when value outperforms growth:	 +8.78%
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factor needed to make the process work. 
Applied Equity Advisors’ Factor Timing 
Engine is built to examine important 
market factors: Quality, Value, Growth, 
Momentum and Risk. But we believe 
it is the understanding of the nature 
of the signals, including the strength, 
valuation relative to past history and factor 
crowding that provides us the information 
necessary to make a decision, much like 
choosing which club and strategy to use 
on a particularly tricky hole. Similar to 
comparing a seasoned professional golfer 
to the weekend warrior, it is the combined 

decades of experience in interpreting these 
signals that sets our team and process 
apart from those with less experience.

The 19th Hole 
In summary, great golfers and portfolio 
managers need both flexibility in their 
approach, and experience. Like our 
fictional gorilla, the best golfers must 
be able to hit long, straight drives off 
the tee. But they won’t survive long on 
the tour if that’s their only shot. They 
also need to be able to navigate doglegs 
with a combination of draws and fades, 

and be able to hit the ball lower when 
playing into the wind. They need a flexible 
approach, and only become better with 
practice and experience. 

We believe the same is true of 
investment managers. We believe that 
the best managers are the ones who are 
experienced and flexible enough to “hit” 
alpha given any range of broad market 
factors, and as importantly, select stocks 
without being constrained by a style box. 
We believe the end result gives investors 
the potential to “break par.”

DEFINITIONS: The indexes are unmanaged and do not include any expenses, 
fees or sales charges. It is not possible to invest directly in an index. Any 
index referred to herein is the intellectual property (including registered 
trademarks) of the applicable licensor. Any product based on an index is in 
no way sponsored, endorsed, sold or promoted by the applicable licensor 
and it shall not have any liability with respect thereto. The 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 Index is an index of approximately 1,000 of the largest U.S. 
companies based on a combination of market capitalization and current index 
membership. The index is unmanaged and does not include any expenses, 
fees or sales charges. It is not possible to invest directly in an index. The 
Russell 1000 Value Index measures the performance of the large-cap value 
segment of the U.S. equity universe. It includes those Russell 1000 Index 
companies with lower price-to-book ratios and lower forecasted growth 
values. The Russell 1000 Index is an index of approximately 1,000 of the 
largest U.S. companies based on a combination of market capitalization and 
current index membership. The index is unmanaged and does not include any 
expenses, fees or sales charges. It is not possible to invest directly in an index.

DISTRIBUTION: This communication is only intended for and will only be 
distributed to persons resident in jurisdictions where such distribution or 
availability would not be contrary to local laws or regulations.

Ireland: Morgan Stanley Investment Management (Ireland) Limited. Registered 
Office: The Observatory, 7-11 Sir John Rogerson’s, Quay, Dublin 2, Ireland. 
Registered in Ireland under company number 616662. Regulated by the 
Central Bank of Ireland. United Kingdom: Morgan Stanley Investment 
Management Limited is authorised and regulated by the Financial Conduct 
Authority. Registered in England. Registered No. 1981121. Registered Office: 
25 Cabot Square, Canary Wharf, London E14 4QA, authorised and regulated 
by the Financial Conduct Authority. Dubai: Morgan Stanley Investment 
Management Limited (Representative Office, Unit Precinct 3-7th Floor-Unit 
701 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial 
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709 7158). 
Germany: Morgan Stanley Investment Management Limited Niederlassung 
Deutschland Junghofstrasse 13-15 60311 Frankfurt Deutschland (Gattung: 

Zweigniederlassung (FDI) gem. § 53b KWG). Italy: Morgan Stanley Investment 
Management Limited, Milan Branch (Sede Secondaria di Milano) is a branch 
of Morgan Stanley Investment Management Limited, a company registered in 
the UK, authorised and regulated by the Financial Conduct Authority (FCA), 
and whose registered office is at 25 Cabot Square, Canary Wharf, London, E14 
4QA. Morgan Stanley Investment Management Limited Milan Branch (Sede 
Secondaria di Milano) with seat in Palazzo Serbelloni Corso Venezia, 16 20121 
Milano, Italy, is registered in Italy with company number and VAT number 
08829360968. The Netherlands: Morgan Stanley Investment Management, 
Rembrandt Tower, 11th Floor Amstelplein 1 1096HA, Netherlands. Telephone: 
31 2-0462-1300. Morgan Stanley Investment Management is a branch 
office of Morgan Stanley Investment Management Limited. Morgan Stanley 
Investment Management Limited is authorised and regulated by the Financial 
Conduct Authority in the United Kingdom. Switzerland: Morgan Stanley & 
Co. International plc, London, Zurich Branch Authorised and regulated by the 
Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered with the Register 
of Commerce Zurich CHE-115.415.770. Registered Office: Beethovenstrasse 
33, 8002 Zurich, Switzerland, Telephone +41 (0) 44 588 1000. Facsimile 
Fax: +41(0) 44 588 1074. Japan: For professional investors, this document 
is circulated or distributed for informational purposes only. For those 
who are not professional investors, this document is provided in relation 
to Morgan Stanley Investment Management (Japan) Co., Ltd. (“MSIMJ”)’s 
business with respect to discretionary investment management agreements 
(“IMA”) and investment advisory agreements (“IAA”). This is not for the 
purpose of a recommendation or solicitation of transactions or offers any 
particular financial instruments. Under an IMA, with respect to management 
of assets of a client, the client prescribes basic management policies in 
advance and commissions MSIMJ to make all investment decisions based 
on an analysis of the value, etc. of the securities, and MSIMJ accepts such 
commission. The client shall delegate to MSIMJ the authorities necessary 
for making investment. MSIMJ exercises the delegated authorities based 
on investment decisions of MSIMJ, and the client shall not make individual 
instructions. All investment profits and losses belong to the clients; principal 
is not guaranteed. Please consider the investment objectives and nature 
of risks before investing. As an investment advisory fee for an IAA or an 
IMA, the amount of assets subject to the contract multiplied by a certain 
rate (the upper limit is 2.16% per annum (including tax)) shall be incurred in 

Risk Considerations: There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market 
risk, which is the possibility that the market values of securities owned by the portfolio will decline and may therefore be less 
than what you paid for them. Accordingly, you can lose money investing in this portfolio. Please be aware that this portfolio 
may be subject to certain additional risks. In general, equities securities’ values also fluctuate in response to activities specific to 
a company. Stocks of small-and medium-capitalization companies entail special risks, such as limited product lines, markets 
and financial resources, and greater market volatility than securities of larger, more established companies. Investments in foreign 
markets entail special risks such as currency, political, economic, market and liquidity risks. Illiquid securities may be more 
difficult to sell and value than publicly traded securities (liquidity risk). Non-diversified portfolios often invest in a more limited 
number of issuers. As such, changes in the financial condition or market value of a single issuer may cause greater volatility.
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proportion to the contract period. For some strategies, a contingency fee 
may be incurred in addition to the fee mentioned above. Indirect charges 
also may be incurred, such as brokerage commissions for incorporated 
securities. Since these charges and expenses are different depending on a 
contract and other factors, MSIMJ cannot present the rates, upper limits, 
etc. in advance. All clients should read the Documents Provided Prior to 
the Conclusion of a Contract carefully before executing an agreement. This 
document is disseminated in Japan by MSIMJ, Registered No. 410 (Director 
of Kanto Local Finance Bureau (Financial Instruments Firms)), Membership: 
the Japan Securities Dealers Association, The Investment Trusts Association, 
Japan, the Japan Investment Advisers Association and the Type II Financial 
Instruments Firms Association.
US: A separately managed account may not be suitable for all investors. 
Separate accounts managed according to the Strategy include a number 
of securities and will not necessarily track the performance of any index. 
Please consider the investment objectives, risks and fees of the Strategy 
carefully before investing. A minimum asset level is required. For important 
information about the investment manager, please refer to Form ADV Part 2.

Please consider the investment objectives, risks, charges 
and expenses of the funds carefully before investing. The 
prospectuses contain this and other information about 
the funds. To obtain a prospectus please download one at 
morganstanley.com/im or call 1-800-548-7786. Please read 
the prospectus carefully before investing. 
Morgan Stanley Distr ibution, Inc . serves as the distr ibutor for 
Morgan Stanley Funds.
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY 
LOSE VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT 
AGENCY | NOT A BANK DEPOSIT 

Hong Kong: This document has been issued by Morgan Stanley Asia Limited for 
use in Hong Kong and shall only be made available to “professional investors” 
as defined under the Securities and Futures Ordinance of Hong Kong (Cap 
571). The contents of this document have not been reviewed or approved by 
any regulatory authority including the Securities and Futures Commission 
in Hong Kong. Accordingly, save where an exemption is available under the 
relevant law, this document shall not be issued, circulated, distributed, 
directed at, or made available to, the public in Hong Kong. Singapore: This 
document should not be considered to be the subject of an invitation for 
subscription or purchase, whether directly or indirectly, to the public or 
any member of the public in Singapore other than (i) to an institutional 
investor under section 304 of the Securities and Futures Act, Chapter 289 
of Singapore (“SFA”); (ii) to a “relevant person” (which includes an accredited 
investor) pursuant to section 305 of the SFA, and such distribution is in 
accordance with the conditions specified in section 305 of the SFA; or (iii) 
otherwise pursuant to, and in accordance with the conditions of, any other 
applicable provision of the SFA. This material has not been reviewed by the 
Monetary Authority of Singapore. Australia: This publication is disseminated 
in Australia by Morgan Stanley Investment Management (Australia) Pty 
Limited ACN: 122040037, AFSL No. 314182, which accept responsibility 
for its contents. This publication, and any access to it, is intended only for 
“wholesale clients” within the meaning of the Australian Corporations Act.
IMPORTANT INFORMATION

EMEA: This marketing communication has been issued by Morgan Stanley 
Investment Management (Ireland) Limited. Registered Office: The Observatory, 
7-11 Sir John Rogerson’s, Quay, Dublin 2, Ireland. Registered in Ireland under 

company number 616662. Authorised and regulated by Central Bank of 
Ireland. (“MSIM Ireland”).

There is no guarantee that any investment strategy will work under all 
market conditions, and each investor should evaluate their ability to invest 
for the long-term, especially during periods of downturn in the market. Prior 
to investing, investors should carefully review the strategy’s / product’s 
relevant offering document. There are important differences in how the 
strategy is carried out in each of the investment vehicles. 
This material is a general communication, which is not impartial and has been 
prepared solely for informational and educational purposes and does not 
constitute an offer or a recommendation to buy or sell any particular security 
or to adopt any specific investment strategy. All investments involve risks, 
including the possible loss of principal. The information herein has not been 
based on a consideration of any individual investor circumstances and is not 
investment advice, nor should it be construed in any way as tax, accounting, 
legal or regulatory advice. To that end, investors should seek independent 
legal and financial advice, including advice as to tax consequences, before 
making any investment decision. 
Except as otherwise indicated, the views and opinions expressed herein are 
those of the portfolio management team, are based on matters as they exist 
as of the date of preparation and not as of any future date, and will not 
be updated or otherwise revised to reflect information that subsequently 
becomes available or circumstances existing, or changes occurring, after 
the date hereof. 
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns 
and market outlooks is based on the research, analysis and opinions of the 
authors. These conclusions are speculative in nature, may not come to pass 
and are not intended to predict the future performance of any specific 
Morgan Stanley Investment Management product.
This communication is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research recommendation. The information 
contained herein has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research and is 
not subject to any prohibition on dealing ahead of the dissemination of 
investment research. 
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness.
MSIM has not authorised financial intermediaries to use and to distribute 
this document, unless such use and distribution is made in accordance 
with applicable law and regulation. Additionally, financial intermediaries 
are required to satisfy themselves that the information in this document 
is suitable for any person to whom they provide this document in view of 
that person’s circumstances and purpose. MSIM shall not be liable for, and 
accepts no liability for, the use or misuse of this document by any such 
financial intermediary.
This document may be translated into other languages. Where such a 
translation is made this English version remains definitive. If there are any 
discrepancies between the English version and any version of this document 
in another language, the English version shall prevail. Morgan Stanley 
Investment Management is the asset management division of Morgan Stanley.
The whole or any part of this work may not be reproduced, copied or 
transmitted or any of its contents disclosed to third parties without MSIM’s 
express written consent.
All information contained herein is proprietary and is protected under 
copyright law.


