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Investors seeking higher returns  
face conflicting opinions on whether 
indexing or active fund management  
is the better choice.

Our research shows that the market 
environment can have a greater impact  
on relative performance than manager  
skill or even cost differences.1

Top performers are ever changing

•	 	Active	manager	performance	relative	 
to a benchmark index can be quite 
volatile, even when looking from  
one ten-year period to another. 

•	 	It’s	unlikely	that	managers’	skill	 
levels change from one period to  
the next. Volatility more likely reflects 
differences in how active managers 
build their portfolios and the dynamics 
of market segments over time.

•	 	It’s	more	difficult	for	active	managers	
to outperform in periods when the 
index is strongest and easier to 
outperform when the index is weakest.

(continued on reverse)
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Sources: Vanguard and Morningstar.
Benchmarks used: Large-cap growth: S&P 500/Barra Growth Index through May 16, 2003, MSCI US Prime Market Growth Index through April 16, 2013, CRSPUS Large Cap Growth Index 
thereafter; large-cap value: S&P 500/Barra Value Index through May 16, 2003, MSCI US Prime Market Value Index through April 16, 2013, CRSP US Large Cap Value Index thereafter; mid-cap 
blend: S&P MidCap 400 Index through May 16, 2003, MSCI US Mid Cap 450 Index through January 30, 2013, CRSP US Mid Cap Index thereafter; mid-cap growth: Russell Midcap Growth Index 
through November 30, 2002, MSCI US Mid Cap Growth Index through April 16, 2013, CRSP US Mid Cap Growth Index thereafter; mid-cap value: Russell Midcap Value Index through November 
30, 2002, MSCI US Mid Cap Value Index through April 16, 2013, CRSP US Mid Cap Value Index thereafter; small-cap blend: Russell 2000 Index through May 16, 2003, MSCI US Small Cap 1750 
Index through January 30, 2013, CRSP US Small Cap Index thereafter; small-cap growth: Russell 2000 Growth Index through December 31, 1993, S&P SmallCap 600/Barra Growth Index through 
May 16, 2003, MSCI US Small Cap Growth Index through April 16, 2013, CRSP US Small Cap Growth Index thereafter; small-cap value: Russell 2000 Value Index through December 31, 1999, 
S&P SmallCap 600/Barra Value Index through May 16, 2003, MSCI US Small Cap Value Index through April 16, 2013, CRSP US Small Cap Value Index thereafter. 

1  Research by The Vanguard Group, Inc. "The active-passive" debate: Market Cyclicality and leadership volatility (Philips, Kinniry, Walker, 2014).
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Evaluating active strategies

•	 An	active	manager’s	portfolio	must	differ	to	some	extent	from	its	benchmark	in	order	to	have	a	chance	 
of	outperforming	that	benchmark.	The	degree	to	which	the	fund’s	holdings	and	weightings	differ	from	 
those of the benchmark and the distribution of winners and losers within the benchmark will dictate the  
fund’s	relative	performance.

•	 When	comparing	the	performance	of	an	active	manager	with	a	benchmark’s	performance,	investors	should	
consider	the	differences	in	the	manager’s	strategy	involving	factors	like	size	(market	capitalization),	style	 
(price/earnings	ratio	and	price/book	ratio)	and	relative	positioning.

•	 Deciding	whether	active	management	or	indexing	is	a	“better”	strategy	requires	an	investor	to	focus	on	the	
rationale	for	active	management.	Active	management	offers	the	opportunity	to	outperform	a	given	benchmark,	
but at the cost of higher average expenses, potentially significant tracking error and the risk of underperforming. 
Indexing does not offer the ability to outperform a benchmark, but because of its relatively low expenses and 
tracking error, the strategy has outperformed many similarly positioned active managers over the long term.


