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All investment managers make promises. Some are easier to keep than others. Active
managers promise that through their insight and judgement they will deliver returns above their
reference market benchmark index after the costs they incur, which include their own fees and
costs (Ongoing Charges Figure or ‘OCF’ for funds in the UK) and the costs of trading assets in
the portfolio. Passive (a.k.a. index) managers make a different promise: to deliver as much of
the reference market index as possible, after the frictional costs that deplete market returns.

There is also a third category of managers - which we call systematic (active) managers - who seek
to structure portfolios that provide the opportunity to beat the market not based on judgmental views
of shorter-term market and individual stock forecasts, but by including long-term strategic tilts in their
portfolios to risks that are incremental to the overall market risk, informed by the long-term data and
academic research available. Their portfolios do not hold securities in exact market weights (making
them active in a purist sense). Similar to passive/index managers, such firms focus in great depth

on how such strategies are implemented and how skillful trading can reduce the frictional costs of
implementation.

Let us take a look first at how well active managers using their judgmental skills fare in delivering on
their promises. To help us do this we can look at the recently published SPIVA® US Scorecard - Mid-
Year 2023 report. This study has been undertaken for more than 20 years in the US and provides

us with insight into what proportion of active managers break their promise to beat the market after
costs, or even simply to survive the period! Their record is not good. Take a look at the figure below.
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Figure 1: Percentage of active managers breaking their promises over 20 years
Data source: SPIVA® US Scorecard - Mid-Year 2023 © All rights reserved.
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Other studies tell the same story'. Hoping to pick the few active managers that deliver on their
promise is extremely challenging: some may simply be lucky, and so discerning and picking the
skilled managers at the start of the period, without the luxury of 20/20 hindsight, is extremely difficult.
The legendary investor Jack Bogle used to encourage investors not to try to pick the needle from the
haystack.

The story is entirely different for passive/index funds. In this case, it is actually quite straightforward
to identify a good fund today that is, in all likelihood, going to be a good fund over the years ahead.
Costs, fund size and a manager’s experience of running index funds is a good starting point. The
promise to deliver the market return is relatively easy to gauge by plotting the return of a fund (red
line)? against the benchmark it is tracking (blue line)?, as you can see in the example below. The peer
group average of funds in this sector is shown in grey. Again, this not a good advertisement for the
active management industry.
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Figure 2: Matching the index as closely as possible (23/06/2009 to 23/09/23)

Data source: Morningstar Direct © All rights reserved (see endnote).

Finally, good systematic (active) managers are easier to identify than judgmental active managers,
but the task does become more complex, requiring advisers to undertake deep due diligence on the
fund manager’s approach. Dimensional Fund Advisers are one such systematic active manager, who
recently revealed that over the past 20 years to 30 June 2023, of their US-domiciled equity and fixed
income funds, 100% of their funds survived and 77% outperformed their benchmarks compared to
46% and 16% respectively for the industry. That is a pretty good outcome.

As the British businessman Harold Geneen (one-time in charge of ITT) once said:

‘It is an immutable law in business that words are words, explanations are
explanations, promises are promises - but only performance is reality.’

We agree.
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End notes.

1.
Examples include Dimensional The Fund Landscape 2023, and Vanguard Research: The case for low-cost index-fund
investing 2022.

2.
Note that this fund has been used for illustration purposes only and does not constitute any form of recommendation or
advice.

3.
One slight error may arise when the fund is priced at a different time to the underlying market index, which is the case with
some funds.

Other notes and risk warnings

Use of Morningstar Direct© data

© Morningstar 2023. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/

or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate,
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings

This article is distributed for educational purposes only and must not be considered to be investment advice or an
offer of any security for sale. The reference to any products is made only to make educational points and must, in no
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a
recommendation of any particular security, strategy or investment product. Information contained herein has been
obtained from sources believed to be reliable but is not guaranteed.

Past performance is not indicative of future results and no representation is made that the stated results will
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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