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An Update on the Active vs. Passive Debate

Category

Number of  

Active  

Managers  

with 10-Year  

Track  

Records
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10-Year Top  

Quartile  
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Managers

Number of  
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Quartile  
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Managers  
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Median For  

a 3-Year  

Period
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10-Year Top  

Quartile  
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Managers  
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Median For  

a 3-Year  

Period
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Number of  

Consecutive  

Quarters  

Spent In  

Bottom Half of  

Peer Group

Percent of  

10-Year Top  

Quartile  

Active  

Managers  

Below  

Median For  

a 5-Year  

Period

Intermediate Bond 200 53 33 62% 7.0 30%

High Yield Bond 111 28 21 75% 7.0 54%

International/Global Bond 47 12 8 67% 4.3 17%

Large Cap Value 235 59 50 85% 5.9 53%

Large Cap Core 244 55 47 85% 6.2 55%

Large Cap Growth 279 65 48 74% 5.3 43%

Mid Cap Value 72 19 18 95% 5.7 84%

Mid Cap Core 79 12 12 100% 7.3 83%

Mid Cap Growth 130 34 26 76% 6.3 44%

Small Cap Value 86 22 21 95% 7.5 73%

Small Cap Core 139 32 26 81% 7.3 56%

Small Cap Growth 148 38 36 95% 6.8 74%

International Value 55 13 12 92% 3.8 69%

International Core 113 32 29 91% 5.3 47%

International Growth 79 20 18 90% 6.7 75%

Emerging Markets 87 23 22 96% 6.8 65%

Real Estate 46 12 10 83% 4.0 42%

Total 2150 529 437

Weighted Average 83% 6.2 54%

In a recent evaluation of the persistency of top-quartile mutual 

funds in 17 different categories and given the increase in the number 

of index funds in the current 10-year period ending December 2018, 

the results have been updated separately for active and passive:

• 83 percent of ten-year top-quartile active managers were unable to  

avoid at least one three-year time period in the bottom half of their  

peer group. This is the lowest result to date, relative to 92, 90, 85,  

and 89 percent in our 2015, 2012, 2010, and 2007 studies,  

respectively. We believe the most recent lower outcomes is  

partially driven by no material drawdown in the most recent ten-

year period, a unique circumstance compared to previous studies.

• Top-quartile active managers on average spent 6.2 consecutive  

quarters below the median of their peergroup.

Our findings remain consistent and support our previous conclusion  

that the majority of the best managers over longer periods of time will  

periodically struggle relative to their peers. While fewer active  

managers are breaching the bottom half of the peer group over the  

recent ten-year time period on a relative basis, on an absolute basis  

the number is still high. Our findings continue to suggest investors  

who select and terminate active managers based on short-term  

performance results are likely to miss the highest long-term  

performers.

Source: Morningstar

An investor might ask how more top-quartile managers have persistently stayed above the peer group median. Given the rise of passive investing through the last ten-

year bull market, our findings indicate this phenomenon is largely driven by Large Cap equities and Intermediate Bonds. We found top-quartile managers in Intermediate  

Bonds allocated more to spread sectors such as credit over the last ten years, with allocations to securities rated BBB and below averaging 11 percent higher than the  

peer group median. In Large Cap equities, most index funds never dropped below the 50th percentile. As such, managers that exhibited less market risk were destined  

to decline in peer group ranks, as managers that took on at least full market risk were able to compete with the index. Finally, the ten-year period ending 2015 is far  

different from the current period, in that maximum drawdowns and duration of drawdowns were less pronounced as we move further away from the Great Financial  

Crisis in 2008.



Color Key: Dark Green: >= 75%; Light Green: 50-74%; Yellow: 25-49%

Furthermore, we examined the performance patterns of index funds with ten-year track records and found that passive investing does not always outperform the peer  

group median. Of the 17 asset classes included in the study, Large Cap Value, Core, Growth, and Mid Cap Core were the only asset classes that had index funds  

avoiding a three-year time period in the bottom half of their peer groups. Our findings indicate that index funds in the remaining 13 asset classes were unable to shield  

investors from volatility in relative performance compared to active peers, as index funds spent, on average, 24 percent of rolling three-year time periods in the bottom half  

of their peer groups – despite the advantage of a lower fee. The following chart illustrates the relationship between relative performance to peer group rankings, which  

displays a sample of asset class’ rolling three-year batting average over the last decade. Our observations include:

• 100 percent of top-quartile Intermediate Bond  

active managers outperformed their index rolling  

three-year periods generating positive excess  

return.

• However, by contrast top-quartile Large Cap Core  

active managers only outperformed 55 percent of  

rolling three-year periods – only slightly better odds  

than flipping a coin. These findings illustrate how  

passive investing proves to be a superior  

alternative in certain asset classes where active  
managers are more likely to underperform.

As our data suggests, both the path to outperformance  

and the probability of outperformance are important  

elements for investors to consider. 83 percent of top-

quartile mangers finding their way into the bottom half  

of their peer group for at least a three-year period  

suggests patience is required for success with active  

management. Moreover, the likelihood of success for  

active management is not uniform. Investors may  

benefit to minimize exposure to areas where the  

probability of success for active managers is low and  

take advantage of those areas where success rates  

are higher.

Source: Morningstar
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Intermediate Bonds Active

25% percentile 83% 10% 7%

50% percentile 10% 83% 7%

75% percentile 41% 59%

Intermediate Bonds Passive

25% percentile 93% 7%

50% percentile 100%

75% percentile 100%

Large Cap Core Active

25% percentile 45% 55%

50% percentile 3% 93% 3%

75% percentile 59% 41%

Large Cap Core Passive

25% percentile 76% 24%

50% percentile 100%

75% percentile 100%
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