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It seems like many investors are listening! 



The core principles of Active Management.  

• Fund managers aim to produce returns greater than an underlying 
market index such S&P 500 Equity index or IBOX Bond index. 

• Believes it’s possible to profit from ‘mispriced’ securities. (Markets are 
inefficient?) 

• Not always compelled to follow a benchmark, active managers have 
greater flexibility to try to manage risk. (Active share important here!) 

• Can benchmark Absolute rather than relative returns. (Relative when 
positive, Absolute when negative!) 

• Success depends on the skills of the underlying fund manager.
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A calm number of  years for equity investors! 



Setting policy to suit markets, is this ‘normal’? 



Capital gains run ahead of earnings 



Importance of managing downside risk? 

-40%

-30%

-20%

-10%

0%

O
ct

-8
6

O
ct

-8
7

O
ct

-8
8

O
ct

-8
9

O
ct

-9
0

O
ct

-9
1

O
ct

-9
2

O
ct

-9
3

O
ct

-9
4

O
ct

-9
5

O
ct

-9
6

O
ct

-9
7

O
ct

-9
8

O
ct

-9
9

O
ct

-0
0

O
ct

-0
1

O
ct

-0
2

O
ct

-0
3

O
ct

-0
4

O
ct

-0
5

O
ct

-0
6

O
ct

-0
7

O
ct

-0
8

O
ct

-0
9

O
ct

-1
0

O
ct

-1
1

O
ct

-1
2

60% MSCI World / 40% Citi World Government All Maturities Bond Index

Managing drawdowns is key to achieving a strong risk/return mix in the long run
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Global Blend— 60% MSCI World Index ⁄ 40% Citi World Government All Maturities Bond Index in USD (Oct. 1, 1986 – Dec. 31, 2012) 
Source: MSCI, Barclays, SSGA. The index returns are unmanaged and do not reflect the deduction of any fees or expenses. The index returns reflect all items of income, gain and 
loss and the reinvestment of dividends and other income. See Disclosure pages for further information. Past performance is not a guarantee of future results.

World Government All Maturities Bond Index in USD (Oct. 1, 1986 – Dec. 31, 2012) 
Source: MSCI, Barclays, SSGA. The index returns are unmanaged and do not reflect the deduction of any fees or expenses. The index 
returns reflect all items of income, gain and loss and the reinvestment of dividends and other income. See Disclosure pages for further 
information. Past performance is not a guarantee of future results.



Economic benefits of integrated and well functioning capital markets. 



Without Active Managers, who will invest in new companies? 



Where does valuation come into the passive decision?
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Emerging Markets also seem to be ignoring market fundamentals!



Every new indexed $ Dollar goes the same place as the 
previous!......what about valuation, supply and demand? 

Almost ¼ of your exposure 
in 10 stocks!  



What about valuations, time to stock pick? 



What about currency, should this be an active call? 



Bonds – ‘return free risk’?  

Germany: 10yr 0.05%

Germany: 10yr 1.05%

Yields turn negative!



Active v Passive Fund management, final thoughts!

• There is no conclusive evidence that either style is ‘best’.

• Client objectives and time frame are important considerations. 

• Members need both default options and investment choice, each can play 
an important part in a portfolio. 

• Behavioural science tells us that as investors we are generally not rational, 
mind the behaviour gap! 

• We should not choose a strategy purely on past performance, recent 
tailwinds assisting passive? 

• Equities, Bonds, Alternatives, Currency, Risk Management all part of the 
decision making process! 



• “Avoid the popular. When any 
method of selecting stocks 
becomes popular, then switch to 
unpopular methods“

• Sir John Templeton. 





Last 7 years Passive strategies have benefited from a 
number of significant tailwinds! 

• Low Volatility
• High Correlations
• Slow growth
• QE distorting the valuation of risk assets!  
• QE distorting the value of monetary assets!

• A difficult time for Active managers but we’ve been here before, 
1983 – 1988 and again 1995- 2000.

• Each time Active management (after being pronounced dead) 
proceeded to surge thereafter delivering superior returns. 
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