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Markets make managers

Being in the right place at the right time in all walks of life can have a remarkable impact 
on outcomes, but this generally occurs by chance. This is no less true than in the 
investment management world.  

Most fund managers have a view on how markets work – and their own skill sets – that they weave 
into an investment philosophy to guide them through the portfolio choices that they make.  The 
fund management universe can be divided up into a wide array of approaches.  Some will believe 
that markets get prices wrong, which can be exploited; others believe that markets work quite 
efficiently, incorporating information quickly. Some may wish to own concentrated holdings; others 
prefer broadly diversified portfolios.  Some see companies that are growing fast to be a source of 
strong future returns; others will see value in buying companies that are cheap relative to some 
fundamental metrics like book value, cash flow or earnings.  Due to this wide variation in styles, 
inevitably, some will be in the right place at the right time, more by luck than judgement, in any 
short-term to medium-term period.

Over the longer term, however, academic research and empirical evidence suggests that a 
diversified pool of ‘cheaper’ companies are likely to outperform rapidly growing more ‘expensive’ 
companies1.  It also suggests that broad diversification provides a greater chance of capturing the 
market return, than a poorly diversified concentrated portfolio2. 

To illustrate this point, we plot below all of the GBP-based, actively managed equity funds that hold 
less than 150 companies in their portfolio. Each column represents a bucket of funds that delivered 
a specific level of annualised returns over the past five years.  
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Figure 1: High conviction active funds (1,855)3 – five year distribution of outcomes 
Source: Morningstar Direct © All rights reserved.  Emerging markets – MSCI Emerging Markets Index in GBP, Global 
equities – MSCI World Index in GBP, US large cap growth – Russell 1000 Growth Index in GP.



By definition these professionals all believe their style to be ‘right’. 

The first point to note is that the global equity market (sitting in the yellow bucket), which could 
be accessed through a cheap index fund, beat just under 80%4 of all these active managers, who 
were no doubt well-rewarded for turning up each day.

It is also evident that large US companies that exhibit growth characteristics – as represented by 
the US large cap growth index in the red bucket - have performed spectacularly over the past five 
years.  Managers with a growth style, will have been picked up and washed ashore by this huge 
market wave, which has largely been driven by the increasing multiple that investors are willing to 
pay for each $1 of a given fundamental measure, such as book value, cash flow or earnings of a 
company. That is not something that fund managers can control.  Perhaps not surprisingly, 70% 
of all funds that beat the global equity market were classified by Morningstar as having a growth-
oriented style5. Markets make managers.

If one had the power of foresight, owning US growth stocks in a diversified manner through an 
index fund would have beaten 1,799 of 1,855 active funds reviewed over the past five years and 
delivered a handsome return. On average, they doubled in value around every three years over the 
period under review, which is an extraordinary rate that is well above average and unsustainable.  
It takes a good dose of hubris to claim that anyone could have foreseen the massive expansion 
of multiples we have seen (i.e. these stocks have become more expensive), let alone been able to 
pick the right highly active manager.  The low odds of trying to do so are evident from the chart and 
the data provided.

Today, growth stocks are more-or-less as ‘expense’ relative to ‘cheaper’ value stocks as they have 
ever been6.  In five years’ time the waves may well wash up another small set of active managers 
with spectacular performance with a different style.  Long-term investors do well to look beyond 
the ebb and flow of the waves on the shore to the more stable horizon of broad market returns. As 
Jack Bogle, the founder of Vanguard used to say:

‘Don’t look for the needle, buy the haystack!’    
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Other notes and risk warnings
Use of Morningstar Direct© data

© Morningstar 2021. 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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