
Analysis and evaluation of 
investment funds 

vwd diamond rating

Funds is one of the core competences 
of vwd group. We are the leading com-
pany in The Netherlands and Belgium 
in collecting, enriching, analysing,  
creation, storing, distributing and pub-
lishing  investment fund information.

To analyse and value the investment 
funds, vwd group created a fund 
rating, the vwd diamond rating with 
the following key characteristics:
 � All funds in the vwd group fund 

 universe with a quote history of 
 5 years are possible candidates for  
 receiving a rating
 � The peer group for each fund’s 

   rating is its category, which is   
 accorded following the rules of the  
 European Fund Classification Forum
 � The rating is based on five criteria:

 - Consistency (1 year performance  
 over the previous 5 years)
 - Performance (5 year overall 

 performance)
 - Risk (5 year volatility)
 - Alpha (monthly performance versus  

 peer group over previous 5 years
 - Capital Preservation (monthly  

 underperformance towards riskfree  
 rate over previous 5 years)

 � The calculation is done on the basis  
 of end-of-month data

Universe
All funds within the vwd group fund 
universe with a quote history of 5 years 
are possible candidates for receiving a 
rating. Today the universe consists of 
funds registered at the Financial Services 
and Markets Authority (FSMA/Belgium) 
or the Dutch Authority for the Financial 
Markets (AFM/Netherlands).

Categories
The usefulness of a rating depends, in 
part, on which funds are compared to 
one another. The relative ratings of 
two funds should be affected more by 
manager skill than by market circum-
stances or events that lie beyond the 
fund managers’ control. Therefore only 
funds that belong to an identical peer 
group can be compared. 

Consequently, the classification is an 
important aspect of the fund rating. It 
should reflect the investment oppor- 
tunities for investors. They also should 
be consistent and understood by every- 
body. At the same time, the classifi-
cation will have to develop continu-
ously in order to ensure it remains 
relevant. The market for funds is not 
static. Investment tastes change, often 
in response to market developments, 
and such changes need to be reflected 
within the classification system. 

That’s why the rating follows the 
classification of the European Fund 
Classification Forum (EFCF), a working 
group of the European Fund and Asset 
Management Association (EFAMA). 
Their specific goal was to search for a 
classification system capable of grou-
ping together similar funds for com-
parison purposes. The growth of cross-
border fund distribution heightens the 
need for a true pan-European classifica-
tion system to provide consistent peer 
group analysis across European mar-
kets. EFCF came up with well-defined 
fund categories, subjected to robust 
criteria, on a mutually agreed basis.
 
Rating criteria
The rating is purely quantitative, there 
is no subjective component. It is a 
descriptive, backward-looking measure 
of historical performance.

Some funds will not be rated for the 
following reasons:
 � the fund is less than 5 years old
 � the category is not meaningful or  

 homogeneous enough for comparison 
  purposes - e.g. guaranteed structured 
  products
 � each category must have a minimum  

 of 10 funds for it to be rated.
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About us

The vwd group offers customized 
information, communication and 
technology solutions for the secu-
rities business. It specializes in 
individualized customer solutions 
in the areas of asset management, 
retail banking, private banking 
and wealth management, and has 
evolved into one of the leading 
European providers in this area. 
It offers innovative solutions for 
financial services providers, compa-
nies, media operations and private 
clients.

As a full-service provider, the vwd 
group supports the securities busi-
ness from the initial issue through 
distribution, analysis and trading 
to consulting and administrative 
processing. Its applications and 
services also aggregate the data 
streams of global financial markets 
into information that can be analy-
zed and is relevant to the decision-
making process. Innovative tech-
nologies and transaction solutions 
make it fast and convenient. For 
the past 60 years, the vwd group’s 
offering has helped financial pro-
fessionals and private investors 
reach qualified decisions that 
secure and enhance their assets.

Capital Preservation
Capital Preservation refers to absolute 
losses at periods when the fund under-
performs a risk-free guaranteed invest-
ment. The rationale: you can always 
get a guaranteed return by investing in 
a risk-free guaranteed investment like a 
bank term-deposit. The risk of investing 
in a mutual fund not only includes the 
possibility of losing money, but also the 
chance of earning less than you would 
have on a guaranteed investment. 
Monthly fund returns are compared 
against the monthly risk-free return. 
Risk-free return is defined as the one 
month Euribor. For all months the 
fundhas underperformed the risk-free 
return, the magnitude of underperfor-
mance is added. 

Score Calculation
Within each category, the best and worst 
raw scoring fund for each of the above 
described measure is assigned a value of 
100 and 0 respectively, and all interve-
ning raw scores for that constituent are 
proportionately rescaled into this range. 
The rescaled scores for each fund‘s 5 
constituents are then averaged to form 
an overall score which is given along 
the following distribution:

Rating 5 diamonds Top 10%
Rating 4 diamonds Next 22.5%
Rating 3 diamonds Middle 35%
Rating 2 diamonds Next 22.5%
Rating 1 diamonds Bottom 10%

The rating will be calculated on the 
basis of end-of-month data.

The rating is based on 5 criteria, which 
each have an equal weight in the final 
rating. They are:
 � consistency (20%)
 � performance (20%)
 � volatility (20%)
 � alpha (20%)
 � capital preservation (20%)

Consistency
Consistency is a measure that tracks 
the nature of a fund‘s overall return. It 
is used to address whether the returns 
were achieved steadily over time, or 
whether the fund had an abnormal 
gain over a short period that has ske-
wed performance up. Within each 
investment category, the yearly perfor-
mance of the fund is compared to the 
other funds in that category during 
each of the five previous years. For 
each of these five years, the funds are 
ranked on their 1-year return. The con-
sistency score is based on the average 
of these 5 rankings.

Performance
Performance is a measure that tracks 
the overall return of the fund. Each 
fund is ranked within its category on 
the basis of its 5-year return. 

Volatility
Volatility is a measure of the degree to 
which the fund‘s periodic returns vary 
either side of its mean return. The larger 
the fluctuation, the more risky the fund 
is. This measure is used to see how much 
risk investors take when entering a fund. 

Alpha 
Alpha is a measure of the fund‘s returns 
against its benchmark. This measure is 
used to see if the fund can provide supe- 
rior excess returns to that of the bench- 
mark, hence a key input in evaluating 
whether the fund has outperformed.


