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Introduction 
 
The last decade has been very challenging for active managers, and passive investments have steadily 
picked up market share. Some have declared that we just experienced a “lost decade” for active 
management. Others expect the next decade to be the “return of active management.”   
 
Over the past years, FundQuest has released a series of research studies on active vs. passive investing. 
In general, our studies have found that both types of investing have their strengths and weaknesses. It 
depends on the market segments and the economic climate. We believe investors should seek to utilize a 
blend of both active and passive investing with the goal of optimizing their portfolios.  
 
We have seen the industry gradually shift towards our philosophy.  Today, active and passive 
investments are viewed as complements rather than rivals.  Many traditionally active investment 
management companies have begun to offer passive investment products, and some index fund and ETF 
providers now offer “actively managed” ETFs.    
 
Our 2010 analysis of active and passive management, which encompassed over 30,000 mutual funds 
over the 30-year period ending February 28, 2010, focused on answering the following questions:  
 

 In what categories should investors utilize active management?  

 What percentage of assets should be allocated to active management? 

 In what types of market environments has active management shined?        

 What factors might have an impact on alpha generation? 
 

Study Overview 
 
I. Investments Analyzed:  We analyzed 31,991 U.S. domiciled non-index mutual funds in 73 

categories representing over $7 trillion of assets as of February 28, 2010. The study included 19,908 
live funds (in operation) and 12,083 obsolete mutual funds in the Morningstar database. We analyzed 
obsolete funds in our study and included their returns during their existence when calculating 
category performance.  By including obsolete funds in the population when calculating category 
averages, the data better reflects the reality of the category’s historical performance.  

 
Funds become obsolete when they are liquidated or merged with other funds. We included obsolete 
funds in this study to reduce survivorship bias: the tendency for mutual funds to be excluded from a 
database because they no longer exist. Mutual funds with poor performance tend to be dropped by 
mutual fund companies, generally because of poor results or low asset accumulation. This 
phenomenon, which is widespread in the fund industry, results in an overestimation of the past 
returns of mutual funds. For example, a mutual fund family’s selection of funds today will include only 
those that have been successful in the past. In our study, we took this important issue into account 
when analyzing past performance. 
 
If a fund offered different share classes, we treated each share class as a different fund to capture the 
impact of different expense ratios on portfolio returns.  Returns were analyzed net of management 
fees and other expenses. 

 
II. Time Period:  Mutual funds were analyzed for the period of January 1, 1980 to February 28, 2010.  

Every fund’s behavior pattern and performance was analyzed for 5 full market cycles, which were 
further divided into 11 periods ending February 28, 2010.  Appendix 1 provides a complete 
explanation of the market cycles and periods used in the study. 

  



When Active Management Shines vs. Passive  

   

 
Page 3 of 24     FundQuest White Paper 

III. Index Regression:  Eighty-six (86) indices were regressed against each mutual fund for each time 
period. These indices were used because they represented a broad range of different asset 
classes, market segments, and investment strategies. We chose these particular indices for the 
study because we believe these indices have been relevant to the style categories included in the 
study. Other indices could have been selected and may have produced different results.  Appendix 2 
provides a complete list of indices used in the study. 

 
IV. Framework of Analysis: The study sought to identify:  
 

o Investment categories in which active managers provided value through their unique 
investment management capabilities in excess of the category’s index movement, known as 
Real Alpha  

o The percentage of managers in each investment category that outperformed their respective 
category benchmarks, which this study refers to as the Manager Success Rate  

o Investment categories that were found to generate positive Real Alpha in bull markets, bear 
markets and both  

o Other characteristics of each category: Beta risk, Upside- and Downside-Capture Ratios, and 
Excess Returns 

o Other factors that may have an impact on real alpha generation 

 

Please refer to Appendix 3 for an explanation of study’s investment concepts and methodology.      

 

Results of Analysis 
 
I. Mutual Fund Recommendations by Investment Category 

 
Based on the results of this study, the Mutual Fund Recommendation Table on the following pages 
provides: 
 

Recommendations on whether an active or passive bias has been advantageous for each 
mutual fund category.  Note that passive investments may not currently be available for all 
investment categories listed.  Investment categories that did not meet the study’s criteria for 
either an active or passive bias are labeled “neutral,” and either active or passive management 
could be appropriate.   Appendix 3 provides criteria utilized to formulate bias recommendations. 
 

o An assessment as to how many actively managed funds consistently outperformed their 
category benchmarks, which this study refers to as the Manager Success Rate.  The Manager 
Success Rate is provided in four ranges:  0-24%, 25-49%, 50-74% and 75-100%.  
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How to Read the Mutual Fund Recommendation Table 
 

The table is a summary of suggestions.  An example is provided below.  For instance, the Foreign Large 
Value category is read as “Active,” and “between 50-74%.”   That is to say, first, actively managed 
Foreign Large Value mutual funds generally held an advantage over passive indices in this category.   
Second, between 50-74% of active Foreign Large Value mutual funds actually outperformed their 
benchmarks over full market cycles (“Manager Success Rate”).  The number of active and obsolete 
Foreign Large Value funds utilized in the analysis is provided in the last two columns. 
   

Morningstar 
Category 

Recommended 
Active/Passive Bias 
based on real alpha 

Manager 
Success Rate 

Number of 
active funds 

evaluated 

Number of 
obsolete 

funds 
evaluated 

Foreign Large Value Active Between 50-74% 320 79 

Past performance is no guarantee of future results. 
 

Making the Data Useful 
 

If only one Foreign Large Value investment was selected to represent this category in a portfolio, the 
table suggests that an actively managed fund might be a better candidate than a passive index fund or 
ETF.   However, we can also utilize the data with the goal of optimizing the portfolio’s exposure to the 
Foreign Large Value category, using multiple investments and incorporating an active bias rather than an 
all-active approach.  For example, an actively managed mutual fund may be selected for 60% of the 
portfolio’s Foreign Large Value allocation (based on the Manager Success Rate range) and an ETF or 
index mutual fund may be selected for the remaining 40% of the allocation.    

 
Mutual Fund Recommendation Table 

Morningstar Category 

Recommended 
Active/Passive 
Bias based on 

real alpha 

Manager Success 
Rate 

Number 
of active 

funds 
evaluated 

Number of 
obsolete funds 

evaluated 

Bank Loan Neutral Between 25-49% 115 21 

Bear Market Passive Between 0-24% 48 7 

Commodities Broad Basket Passive Between 50-74% 56 4 

Communications Active Between 50-74% 36 44 

Conservative Allocation Neutral Between 25-49% 554 183 

Consumer Discretionary Passive Between 0-24% 23 1 

Consumer Staples Active Between 50-74% 17 0 

Convertibles Neutral Between 25-49% 65 67 

Currency Active Between 75-100% 18 0 

Diversified Emerging Mkts Neutral Between 25-49% 340 139 

Diversified Pacific/Asia Active Between 75-100% 44 48 

Emerging Markets Bond Active Between 75-100% 103 31 

Equity Energy Active Between 50-74% 63 4 
Past performance is no guarantee of future results  
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Mutual Fund Recommendation Table (continued) 

 

Morningstar Category 

Recommended 
Active/Passive 
Bias based on 

real alpha 

Manager Success 
Rate 

Number 
of active 

funds 
evaluated 

Number of 
obsolete funds 

evaluated 

Equity Precious Metals Active Between 75-100% 61 20 

Europe Stock Passive Between 25-49% 95 146 

Financial Neutral Between 50-74% 105 74 

Foreign Large Blend Neutral Between 25-49% 675 425 

Foreign Large Growth Active Between 50-74% 251 160 

Foreign Large Value Active Between 50-74% 320 79 

Foreign Small/Mid Growth Active Between 50-74% 123 42 

Foreign Small/Mid Value Active Between 50-74% 66 40 

Global Real Estate Neutral Between 25-49% 133 41 

Health Active Between 50-74% 133 151 

High Yield Bond Passive Between 0-24% 505 290 

High Yield Muni Neutral Between 0-24% 131 6 

Industrials Active Between 50-74% 21 0 

Inflation-Protected Bond Passive Between 0-24% 155 28 

Intermediate Govt’ Bond Passive Between 0-24% 303 329 

Intermediate-Term Bond Neutral Between 25-49% 1009 656 

Japan Stock Neutral Between 25-49% 30 61 

Large Blend Neutral Between 25-49% 1639 1157 

Large Growth Neutral Between 25-49% 1596 1258 

Large Value Neutral Between 25-49% 1132 737 

Latin America Stock Passive Between 0-24% 23 36 

Long Government Passive Between 0-24% 22 32 

Long-Short Neutral Between 25-49% 232 73 

Long-Term Bond Neutral Between 0-24% 48 65 

Mid-Cap Blend Neutral Between 25-49% 371 218 

Mid-Cap Growth Neutral Between 25-49% 741 650 

Mid-Cap Value Active Between 50-74% 369 194 

Miscellaneous Sector Active Between 25-49% 10 0 

Moderate Allocation Neutral Between 25-49% 1070 559 

Multisector Bond Neutral Between 25-49% 252 105 

Muni National Interm Passive Between 0-24% 223 172 

Muni National Long Passive Between 0-24% 224 204 

Muni National Short Passive Between 0-24% 130 88 

Muni Single State Interm Passive Between 0-24% 186 283 

Muni Single State Long Passive Between 0-24% 259 299 

Muni Single State Short Passive Between 0-24% 10 27 

Natural Resources Passive Between 25-49% 114 26 
Past performance is no guarantee of future results  
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Mutual Fund Recommendation Table (continued) 

 

Morningstar Category 

Recommended 
Active/Passive 
Bias based on 

real alpha 

Manager Success 
Rate 

Number 
of active 

funds 
evaluated 

Number of 
obsolete funds 

evaluated 

Pacific/Asia ex-Japan Stk Active Between 50-74% 142 74 

Real Estate Neutral Between 25-49% 234 85 

Retirement Income Neutral Between 25-49% 143 23 

Short Government Bond Neutral Between 0-24% 145 149 

Short-Term Bond Neutral Between 25-49% 393 224 

Small Blend Neutral Between 50-74% 534 245 

Small Growth Active Between 75-100% 701 557 

Small Value Neutral Between 25-49% 340 190 

Target Date 2000-2010 Passive Between 0-24% 176 48 

Target Date 2011-2015 Passive Between 0-24% 147 27 

Target Date 2016-2020 Passive Between 0-24% 187 31 

Target Date 2021-2025 Active Between 50-74% 129 16 

Target Date 2026-2030 Passive Between 25-49% 179 25 

Target Date 2031-2035 Active Between 50-74% 124 14 

Target Date 2036-2040 Passive Between 25-49% 174 23 

Target Date 2041-2045 Active Between 50-74% 120 7 

Target Date 2050+ Active Between 50-74% 173 11 

Technology Neutral Between 25-49% 178 330 

Ultrashort Bond Neutral Between 25-49% 81 94 

Utilities Passive Between 0-24% 80 50 

World Allocation Active Between 50-74% 283 83 

World Bond Neutral Between 25-49% 259 158 

World Stock Active Between 50-74% 737 339 
Source: FundQuest, Inc.   Past performance is no guarantee of future results  

 
Out of the 73 categories in our study, we recommended a bias to active management in 23 categories 
and a bias to passive management in 22 categories.  Twenty-eight (28) categories were deemed neutral.  
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As shown in the table below, many of the high alpha-generating categories were in the international 
markets and niche specialty sectors, which tend to be less heavily researched by U.S. investors.   

 
 

Top 10 Investment Categories That Generated  
the Highest Alpha over Full Market Cycles 

Broad  Category Group Morningstar Category 5 Cycles Median Alpha 

Fixed Income Emerging Markets Bond 5.83 

Equity Small Growth 4.13 

Equity Industrials 4.10 

Equity Miscellaneous Sector 3.39 

Equity Equity Precious Metals 3.38 

Equity Diversified Pacific/Asia 2.90 

Equity Foreign Large Value 2.77 

Equity Foreign Large Growth 2.61 

Equity Foreign Small/Mid Value 2.29 

Allocation World Allocation 2.16 
Past performance is no guarantee of future results 

 
Examining the table below, we see that some of the negative alpha-generating categories invest in very 
cyclical market segments, such as consumer discretionary, commodities, natural resources, Latin 
American equity, and Japanese equity.  It is difficult for portfolio managers to forecast companies’ future 
earnings power in cyclical industries (or regions), thus it is not surprising that active managers generated 
less value in these areas.  It is also well known that it is extremely tough to consistently bet against the 
markets. In general, active managers have not proved capable of adding value via shorting stocks or 
broad market indices.   
 

Bottom 10 Investment Categories That Generated  
the Lowest Alpha over Full Market Cycles 

 

Broad  Category Group Morningstar Category 5 Cycles Median Alpha 

Alternative Bear Market -6.55 

Equity Consumer Discretionary -3.85 

Equity Latin America Stock -3.23 

Allocation Target Date 2011-2015 -2.59 

Fixed Income Inflation-Protected Bond -2.10 

Alternative Commodities Broad Basket -1.96 

Equity Natural Resources -1.90 

Allocation Target Date 2016-2020 -1.89 

Equity Utilities -1.80 

Equity Japan Stock -1.77 
Past performance is no guarantee of future results 
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II. Real Alpha in Bull and Bear Markets 

 
In order to analyze mutual fund performance patterns in different market environments, we divided 
the 30-year period into five complete market cycles.  Each of the five complete market cycles were 
further segmented into bull and bear groups based on market conditions.  Please see Exhibit 1 for 
full details.  
 
We found that, after adjusting for risk, active managers in general generated higher risk-adjusted 
returns than their passive benchmarks in bull markets, and lower risk-adjusted returns than their 
passive benchmarks in bear markets.  Specifically, active managers on average delivered real alpha 
of 0.66% over their passive benchmarks in bull markets, and real alpha of negative 0.68% in bear 
markets.  

Median Alpha in Bull and Bear Markets 
by Broad Category Group 

Broad Category Group 
Median Alpha in Bull 

Markets 
Median Alpha in Bear 

Markets 

Equity 1.25 -0.97 

Fixed Income -0.15 0.24 

US Municipal Fixed Income -0.62 -1.00 

Allocation 0.90 -0.48 

Alternative -0.42 -1.37 

Grand Total 0.66 -0.68 

 
We also found that, on average, equity and allocation categories tended to add value in bull markets 
and detract value in bear markets.   Conversely, fixed income categories tended to add some value 
in bear markets.  Municipal bond and alternative categories in general were not found to add much 
value in either market environment. The following 29 categories generated positive real alpha 
(>0.5%) in bull markets: 
 

 
Source: FundQuest.   Past performance is no guarantee of future results  
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The following 13 categories generated positive real alpha (>0.5%) in bear markets: 
 

 
Source: FundQuest Past performance is no guarantee of future results  
 
As shown below, five categories generated positive real alpha (>0.5) in both bull and bear markets. 
 

 
 

Source: FundQuest, Inc.  Past performance is no 

guarantee of future results.  

 

 
 
 

 

Few categories generated positive alpha in both bull and bear markets.  Some categories tended to do 
better in bull markets, while others tended to shine in bear markets.  The number of categories that 
thrived in bull markets was found to be much higher than the number of categories that usually do well 
in bear markets.    
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III. Beta Risk, Upside- and Downside-Capture Ratios, and Excess Returns 
 

Broad  Category 
Group 

Median 
Beta in 

Bull 
Markets 

Median 
Beta in 

Bear 
Markets 

Median Upside 
Capture Ratio Over 

5 Market Cycles 

Median Downside 
Capture Ratio Over 

5 Market Cycles 

Median 
Excess 

Return in 
Bull 

Markets 

Median 
Excess 

Return in 
Bear Markets 

Equity 0.92 0.93 95.12 92.72 0.11 -1.04 

Fixed Income 0.72 0.69 77.55 69.46 -2.15 0.75 

US Municipal 
Fixed Income 0.79 0.81 80.18 78.83 -1.32 -1.33 

Allocation 0.81 0.84 83.13 83.48 -3.34 2.44 

Alternative 0.06 0.01 11.67 9.47 -20.90 16.20 

Grand Total 0.80 0.81 83.69 80.91 -2.25 0.86 

 
We found that active managers were generally more conservative and took less market risk than 
their passive benchmark indices, regardless of bull or bear markets.  The average beta of all 
categories was 0.80 in bull markets and 0.81 in bear markets.  The equity categories were found 
to have the highest beta among all broad category groups; but the average beta of equity 
categories was still below 1.  In other words, these categories had lower systematic risk than their 
benchmark market indices.  
 
Due to the lower beta risk, it is understandable that over the full market cycles, equity categories 
have a below 100% downside capture ratio (92.72%) and a below 100% upside capture ratio 
(95.12%).  On average, active managers provided some downside protection in bear markets with 
a downside capture ratio of 80.91%, and gave up some upside potential in bull markets with an 
upside capture ratio of 83.69%.  
 
In the previous section, we indicated that, after adjusting for risk, active managers in general have 
generated higher risk-adjusted returns than their passive benchmarks in bull markets, and lower 
risk-adjusted returns than their passive benchmarks in bear markets.  However, we found that, if 
not adjusted for risk, active managers on average generated positive excess returns (0.86%) in 
bear markets, and negative excess returns (-2.25%) in bull markets.  
 
The excess return, real alpha, and beta varied significantly from category to category. Notably, 
alternative categories have very low betas (close to zero) and low upside- and downside-capture 
ratios.  Many alternative strategies are designed to have low correlation with the broad markets 
and strive for “absolute returns” regardless of market movements. Over the past several market 
cycles, alternative categories generated an average of 16.20% excess return in bear markets and 
a negative excess return (-20.90%) in bull markets.  
 

IV. The relevance of factors affecting alpha over full market cycles 
 
We evaluated the impact of ten factors to assess how/if they impacted alpha generation over full 
market cycles.  The factors were:  manager tenure, net expense ratio, volatility (standard 
deviation), turnover, concentration level, fund asset size, number of funds, and the upside- and 
downside-capture ratios and alpha of previous market cycles.  
 

We constructed a series of single factor models to 
regress six of these factors (manager tenure, expense 
ratio, volatility, turnover, concentration level, and fund 
asset size) separately against each fund’s median 
alpha in all market cycles to determine if they impacted 
alpha generation.   

 

A regression is a statistical measure that 
attempts to determine the strength of a 
relationship between one dependent variable 
and one or a series of other changing 
variables.  A single factor regression model 
has only one independent variable, while a 
multi-factor regression model has two or more 
independent variables in the model.  
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We also regressed three factors (each fund’s upside- and downside-capture ratios and alpha in 
the previous market cycle) separately against the funds’ alpha in the following market cycles.  
Finally, we regressed the number of funds in each category against the category’s median alpha.   
A general summary of findings is highlighted in the table below. Complete details are provided in 
Appendices 4 and 5.   

 
General Findings 

Significance of Ten Factors to Alpha Generation 
 

Factor Regressed vs. 
each fund’s 

Median Alpha 
in all market 

cycles 

Regressed 
vs. Alpha 

of 
following 
market 
cycle 

Regressed 
vs. 

category 
Median 
Alpha 

General Finding 

Manager Tenure X   Longer tenure corresponded to higher alpha 

Net Expense Ratio X   Lower expenses corresponded to higher alpha 

Volatility (standard 
deviation) 

X   Lower volatility corresponded to higher alpha 

Turnover X   Not statistically significant 

Concentration X   Not statistically significant 

Asset Size X   Not statistically significant 

Upside-capture 
ratio of previous 
market cycle 

 X  Not statistically significant 

Downside-capture 
ratio of previous 
market cycle 

 X  Lower downside-capture ratio corresponded to 
higher alpha in following market cycle 

Alpha of previous 
market cycle 

 X  Higher alpha in previous market cycle 
corresponded to higher alpha in the following 
market cycle 

Number of Funds   X Not statistically significant 

Source:  FundQuest.  Past performance is no guarantee of future results 
.   

 

Major Conclusions 
 

I. In what categories should investors utilize active management?  Of the 73 categories in our 
study, we recommended a bias to active management in 23 categories, a bias to passive 
management in 22 categories, and deemed 28 categories to be neutral (no bias).  

 
II. What percentage of assets should be allocated to active management? There are managers 

generating positive real alpha, even in categories where active managers have historically 
underperformed their benchmarks. The percentage of managers in each investment category 
that outperformed their respective category benchmarks (Manager Success Rate), varied 
significantly from category to category.   

 

III. In what types of market environments has active management shined?  On average, before 

adjusting for risk, active managers were found to have generated positive excess returns in bear 

markets and negative excess returns in bull markets.  However, the situation reverses after 

adjusting for risk, as active managers in general have generated higher risk-adjusted returns than 

their passive benchmarks in bull markets, and lower risk-adjusted returns than their benchmarks 

in bear markets.  More specifically:  

 

o Twenty nine (29) categories generated positive real alpha (>0.5%) in bull markets, 13 

categories generated positive real alpha (>0.5%) in bear markets, and five categories 

generated positive real alpha (>0.5) in both bull and bear markets. 

 

o Active managers are generally more conservative and are exposed to less market risk than 

their passive benchmark indices, regardless of bull or bear markets.  The average beta of all 

categories was found to be 0.80 in bull markets and 0.81 in bear markets.  
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o On average, active managers provided some downside protection in bear markets, with a 

downside-capture ratio of 80.91%.  Active managers gave up some upside potential in bull 

markets, with an upside capture ratio of 83.69%.  

 

o Without considering risk, active managers on average generated an excess return of 

negative 2.25% over their passive benchmarks in bull markets, and generated an excess 

return of 0.86% over their passive benchmarks in bear markets.  
 

o After adjusting for risk, active managers on average delivered a real alpha of 0.66% over 

their passive benchmarks in bull markets, and a real alpha of negative 0.68% in bear markets.  

 

o Excess returns, real alpha, and beta varied significantly from category to category. 
 

 
IV. What factors might have impacted alpha generation?  We found that, in general, the following 

factors had a statistically significant impact on alpha generation:  

 
o Manager Tenure:  longer tenure (individual or team) generated higher alpha 
o Net Expense Ratio: lower expenses generated higher alpha 
o Volatility (defined as standard deviation): lower volatility generated higher alpha 
o Previous Market Cycle Downside-Capture Ratio: the lower the downside capture of the 

previous market cycle, the higher the alpha in the following market cycle   
o Previous Market Cycle Alpha: the higher the alpha of the previous market cycle, the higher 

the alpha in the following market cycle   
 

We also found that generally, categories consisting of a great number of funds resulted in a lower 
category average alpha, though the relationship is not statistically significant.  This is consistent 
with the general belief that in more efficient markets, it is more difficult for active managers to add 
value.    
 

Some of the results are consistent with intuitive beliefs; others might not be as obvious. Investors can 
use these results for general guidance in to identify active categories that may be more likely to generate 
positive alpha in the future market cycles.  

 
Index and benchmark performance information is presented for comparison purposes only and does not represent the actual 
performance of any specific investment product or portfolio.  Fees and expenses are not included in the performance of an 
index.  Fees and expenses will reduce performance.  An investment cannot be made directly into an index.  Past performance is 
not indicative of future results.  An individual investors’ situation can vary.  Therefore, the information presented in this document 
should be relied upon only when coordinated with individual professional advice. 

 
 
 
 
 
 
 

 
 
Jane Li, CFA, CAIA, is Manager of FundQuestõs Investment Management & Research Team and a member of 
the Investment Committee.  She joined the firm in 2000.  Previously, Jane was a Financial Services 
Representative for MetLife Financial Services and a Credit Analyst and Portfolio Manager for the Agricultural 
Bank of China.  Jane has 15 years of industry and investment management experience.  She received her BA in 
Economics from Fudan University, a MA in Economics from the University of New Hampshire, and a MS in 
Finance from the Boston College Carroll School of Management.  Jane is a Chartered Financial Analyst (CFA) 
Charterholder and holds the Chartered Alternative Investment Analyst (CAIA) designation. 
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Appendix 1:  Market cycles over the last 30 years 
 
In order to analyze mutual fund performance patterns in different market environments, we divided the 
30-year period (January 1, 1980-February 28, 2010) into five complete market cycles.  Each of the five 
complete market cycles were further segmented into the bull and bear groups based on market 
conditions, for a total of 11 periods.  

  
Source: Zephyr Style ADVISOR, FundQuest, Inc.  

Market 
Cycle 

Period 
Begin 
Date 

End Date 
Bull or 
Bear 

Theme 
Duration 
(Months) 

S&P 500 
Index Total 

Return% 
(Not 

annualized) 

S&P 500 
Index Total 

Return 
(annualized 

if >12 months) 

C01 T01 1/1/1980 7/31/1982 Bear 

Stagflation and 
inflation-busting 
recession 31 14.05 5.22 

C01 T02 8/1/1982 8/31/1987 Bull 
Early 1980's Bull 
Market 61 279.65 30.01 

C01 Total   
   

  92 293.70 
 

C02 T03 9/1/1987 11/30/1987 Bear 1987 Crash 3 -29.58 -29.58 

C02 T04 12/1/1987 7/31/1990 Bull 
Late 1980's bull 
market 32 69.80 21.96 

C02 Total   
   

  35 40.22 
 

C03 T05 8/1/1990 2/28/1991 Bear First Gulf War 7 5.43 5.43 

C03 T06 3/1/1991 11/30/1996 Bull 1990's bull market 69 141.70 16.59 

C03 T07 12/1/1996 3/31/2000 Bull Irrational exuberance 40 108.11 24.59 

C03 Total   
   

  116 255.25 
 

C04 T08 4/1/2000 3/31/2003 Bear Dot-com bust 36 -40.93 -16.09 

C04 T09 4/1/2003 7/31/2007 Bull Easy money recovery 52 85.50 15.32 

C04 Total   
   

  88 44.57 
 

C05 T10 8/1/2007 2/28/2009 Bear Credit crunch 19 -47.53 -33.46 

C05 T11 3/1/2009 2/28/2010 Bull 

Unprecedented 
Government 
intervention and 
recovery 12 53.62 53.62 

C05 Total   
  

    31 6.09 
 

Total Total 1/1/1980 2/28/2010     362 2,325.23 11.15 

Past performance is no guarantee of future results 
Source: FundQuest, incorporating Zephyr and Morningstar data 

 
The 11 different periods correspond to the following events: 
 
March 2009 - present: "Recovery?"  Unprecedented government intervention in the form of 
guarantees and massive fiscal and monetary action has brought a degree of stability to the markets.  
Economic indicators provide mixed signals, certain markets rebound much quicker than others, and 
the long-term damage wrought by the credit crunch and the emergency measures taken to prevent the 
crisis from being worse is uncertain. 
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August 2007 - February 2009: "Credit Crunch."   Years of cheap money, excess liquidity, 
overborrowing, and sloppy securitizations come to a head and plunge the markets into their worst 
period since the Great Depression. The financial landscape is changed in ways previously 
unimaginable and trillions of dollars of wealth disappear. 
 
April 2003 - July 2007: "Easy Money Recovery."  Following the quick resolution to the first stage of 
the Iraq War, markets finally shake off the long bear market following the dot-com bust. Massive 
amounts of liquidity and the housing boom propel equity markets to all-time highs. 
 
April 2000 - March 2003: "Dot-Com Bust."  The dot-com mania comes crashing down, as basics like 
sustainable business models, actual earnings, and cash flow start to matter again. The receding tide 
reveals shady accounting practices across companies in the broader economy, and the September 
11th terrorist attacks send the markets in to a three-year bear period. 
 
Cash flow measures the cash generating capability of a company by adding non-cash charges (e.g. depreciation) and interest 
expense to pretax income. 

 
December 1996 - March 2000: "Irrational Exuberance."   In early December 1996, then-Fed 
Chairman Alan Greenspan gives a speech warning about “irrational exuberance” in the markets. His 
warnings are unheeded and euphoric investors push stock prices and valuations to the stratosphere. 
 
March 1991 - November 1996: "1990's Bull Market."  The end of the Cold War and the receding 
threat of Communism as a political, military, and economic rival to the Western free market/liberal 
democracy systems leads to an extended period of market gains. 
 
August 1990 - February 1991: "First Gulf War."  Iraq’s surprise invasion of Kuwait, after-effects of 
the Savings and Loan crisis, and a restructuring of the economy following the Cold War lead to a short, 
relatively small recession. 
 
December 1987 - July 1990: "Late 1980's Bull Market."  U.S. equity markets quickly recover from 
the 1987 crash and continue their march upwards for a few more years. 
 
September 1987 - November 1987: "1987 Crash."  On “Black Monday,” October 19, 1987, U.S. 
equity markets shed over 20% of their value in a single day.  As traumatic as the event was, markets 
quickly recover. 

 
August 1982 - August 1987: "Early 1980's Bull Market."   The taming of inflation, the end of the 
1982 recession, and President Reagan's Milton Friedman-influenced free market policies provide a 
fillip to the market, starting a long bull run. 
 
January 1980 - July 1982: "Stagflation and Inflation-Busting Recession."  A "perfect storm" of a 
stagnant economy and high inflation wrack the markets and the economy, something thought 
impossible under the concept of the Phillips Curve.  The post-World War II consensus of Keynseian 
economics brought about by the Bretton Woods agreement unravels badly, setting the stage for three 
decades of Milton Friedman-inspired economic and financial policy. The Paul Volcker Fed implements 
a very painful but necessary contractionary monetary policy to tame the runaway inflation of the 1970’s. 
Unemployment reaches double-digits. 
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Appendix 2:  86 Indices Regressed Against Each Mutual Fund in Study 
AMEX Gold Miners PR USD Morningstar Sec/Healthcare TR USD 

BarCap Government 1-5 Yr TR USD Morningstar Sec/Industrial Matls TR USD 

BarCap Govt/Credit 1-5 Yr TR USD Morningstar Sec/Media TR USD 

BarCap Intermediate Treasury TR USD Morningstar Sec/Software TR USD 

BarCap Municipal 10 Yr 8-12 TR USD Morningstar Sec/Telecommunication TR USD 

BarCap Municipal 20 Yr 17-22 TR USD Morningstar Sec/Utilities TR USD 

BarCap Municipal 3 Yr 2-4 TR USD Morningstar Small Cap TR USD 

BarCap Municipal California Exempt TR Morningstar Small Core TR USD 

BarCap Municipal New York Exempt TR Morningstar Small Growth TR USD 

BarCap Municipal TR USD Morningstar Small Value TR USD 

BarCap US Agg Bond TR USD Morningstar Sup/Information TR USD 

BarCap US Credit TR USD Morningstar Sup/Manufacturing TR USD 

BarCap US Government Long TR USD Morningstar Sup/Services TR USD 

BarCap US Government TR USD Morningstar US Core TR USD 

BarCap US Govt/Credit 5-10 Yr TR USD Morningstar US Growth TR USD 

BarCap US Govt/Credit Long TR USD Morningstar US Market TR USD 

BarCap US MBS TR USD Morningstar US Value TR USD 

BarCap US Treasury Long TR USD MSCI AC Far East Ex Japan NR USD 

BarCap US Universal TR USD MSCI AC World NR USD 

Citi ESBI Capped Brady USD MSCI EAFE NR USD 

Citi WGBI NonUSD USD MSCI EASEA NR USD 

Credit Suisse HY USD MSCI EM Latin America NR USD 

DJ Moderate TR USD MSCI EM NR USD 

DJ US Financial TR USD MSCI Europe NR USD 

DJ US Health Care TR USD MSCI Japan NR USD 

DJ US Select REIT TR USD MSCI Pacific Ex Japan NR USD 

DJ US Telecom TR USD MSCI Pacific NR USD 

DJ Utilities Average TR USD MSCI World Ex US NR USD 

ML Convertible Bonds All Qualities MSCI World NR USD 

Morningstar Large Cap TR USD MSCI World/Metals&Mining USD 

Morningstar Large Core TR USD NYSE Arca Tech 100 PR 

Morningstar Large Growth TR USD Russell 1000 Growth TR USD 

Morningstar Large Value TR USD Russell 1000 TR USD 

Morningstar Mid Cap TR USD Russell 1000 Value TR USD 

Morningstar Mid Core TR USD Russell 2000 Growth TR USD 

Morningstar Mid Growth TR USD Russell 2000 TR USD 

Morningstar Mid Value TR USD Russell 2000 Value TR USD 

Morningstar Sec/Business Services TR USD Russell Mid Cap Growth TR USD 

Morningstar Sec/Consumer Goods TR USD Russell Mid Cap Value TR USD 
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86 Indices Regressed Against Each Mutual Fund in Study (continued) 

Morningstar Sec/Consumer Services TR USD S&P 500 TR 

Morningstar Sec/Energy TR USD S&P MidCap 400 TR 

Morningstar Sec/Financial Svcs TR USD S&P North American Natural Resources TR 

Morningstar Sec/Hardware TR USD USTREAS CD Sec Mkt 6 Mon 

 
Source: FundQuest.   The S&P 500 Index is a broad based unmanaged index of 500 stocks, which is widely recognized as 
representative of the equity market in general.  You cannot invest directly in an index.  
 
Appendix 3: Investment Concepts and Methodology 

 
Unless specifically noted, all statistical calculations in this study are annualized for periods 
longer than 12 Months.  

 
Alpha is a portfolio measure of the difference between actual returns and 
expected performance, given a level of risk as measured by beta. 
 
Portfolio return = alpha + beta * (market risk component) 
 
In other words, Alpha is the excess return, on a risk-adjusted basis that active 
fund managers generate over and above their benchmark.  The volatility of the 
residual returns is its active risk. A positive alpha figure indicates better 

performance than beta would predict.  In contrast, a negative alpha indicates underperformance, given 
the expectations established by the beta. It is generally believed that positive alpha is easier to find in 
less efficient markets, while capturing alpha is very difficult in larger and more liquid asset classes.   
 
Alpha can be used to directly measure the value added or subtracted by a manager. Alpha depends 
on two factors: 1) the assumption that market risk, as measured by beta, is the only risk measure 
necessary, and 2) the strength of the linear relationship between the portfolio and the benchmark, as it 
has been measured by R-squared. In addition, a negative alpha can sometimes result from the 
expenses that are present in the returns of a manager, but not in the returns of the comparison index.  
 
Beta measures the sensitivity of a portfolio relative to the market; a portfolio with a beta of 1 will 
exactly track the market.  

Mathematically, Alpha is a regression coefficient. In calculating, we deducted the return of the 3-
month T-bill from the total return of both the portfolio and benchmark. Thus, the alpha figures shown 
here may be lower than those published elsewhere. We believe that this calculation represents the 
fact that every investor has choices about where to place their money. 

Let,  
 

be the return of a portfolio in month t 

 
be the risk-free return (or defined by user) in month t 

 
be the return of a benchmark index in month t 

 
be the simple (monthly) mean return of a portfolio  

 
be the simple (monthly) risk-free mean return  

 
be the simple (monthly) benchmark index mean return  

 be the number of time months 

Real Alpha is the 

additional return 
truly stemming 
from the unique 
ability and skill set 
of the investment 
manager.    
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Suppose that,  

 
 

Then, Jensen’s Alpha can be calculated by,  

 
 

Annualized Jensen’s Alpha can be calculated by,  

 
 

 
Best Fit Alphas are calculated using the market index that shows the highest correlation (r-squared) 
between a portfolio and an index over each time period based on the best fit r-squared.   The indices 
that were regressed against portfolios in calculations are shown in Appendix 2.  We consider Best Fit 
Alpha as the Real Alpha, the additional return truly stemming from the unique ability and skill set of 
the fund managers.  

 

An investment category was considered to have generated positive Real Alpha if its median Real 
Alpha exceeded +0.5% for the time period.   If the median Real Alpha was below -0.5%, we consider 
the category to have underperformed for the time period.  If the median Real Alpha fell between +0.5% 
and -0.5%, we consider the category neutral.  

 
We recommend incorporating an active bias for investment categories deemed to have consistently 
generated positive Real Alpha through manager skill.  Specifically, we suggest an active bias if the 
investment category, on average, generated positive Real Alpha over 5 full market cycles in the study 
or since the category’s inception.  Conversely, we recommend a passive bias for an investment 
category that, on average, has underperformed over 5 full market cycles in the study or since the 
category’s inception.   

 
Investment categories that fall outside of these two definitions are considered to have performed in 
line with their style benchmarks, and either active or passive management could be appropriate.   

 
Manager Success Rate is the percentage of actively managed mutual funds within each category that 
outperformed their respective category benchmarks.  Specifically, for each market cycle, the Manager 
Success Rate is the percentage of actively managed mutual funds that generated 0.5%+ alphas 
during that cycle.  The final Manager Success Rate for each category is the median Manager Success 
Rate of that category over the 5 full market cycles or since the category’s inception.      
 
Standard deviation is a statistical measure of the historical volatility of a mutual fund or portfolio, 
usually computed using 36 monthly returns. 
 
Upside Capture Ratio measures a manager's performance in up markets relative to the market 
(benchmark) itself. It is calculated by taking the security’s upside capture return and dividing it by the 
benchmark’s upside capture return. 
 
The Upside Capture Ratio can be calculated as:  

 

Arithmetic Upside Capture Ratio is calculated by using arithmetic Upside Capture Return for both 
denominator and numerator. 
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Downside Capture Ratio is the opposite of the Upside Capture Ratio.  The Downside Capture Ratio 
measures a manager's performance in down markets relative to the market (benchmark) itself. It is 
calculated by taking the security’s downside capture return and dividing it by the benchmark’s 
downside capture return.  
 
Excess Return is a measure of an investment's return in excess of a benchmark without adjusting for 
risk. 
 
Excess Return can be calculated as 
Rt = return of subject for time period t 
Rbm,t = return of benchmark for time period t 
T = number of periods, and there are n such periods in a year 
k = number of years in the holding period 
 
Geometric Method (standard) 
Monthly, 
 

 
 
Excess Return Annualized,  

 
 
R-Squared is a statistical measure that represents the percentage of the dependent variable’s (e.g. a 
fund’s return) movements that can be explained by movements of the independent variables (e.g. the 
return of an index). R-squared values range from 0 to 100. A higher R-squared value will indicate a 
more useful beta figure. A low R-squared means you should ignore the beta. 
 

Appendix 4: Regression Results and Statistics 
 
Definitions:  
 
“T Stat” - The term "t-statistic" is abbreviated from "test statistic.” It is often defined by taking a 
statistic k whose sampling distribution is a normal distribution, then subtracting the expected value of 
the statistic (the mean μk of its sampling distribution), and dividing by an estimate of its standard error 
(an estimate of the standard deviation of the sampling distribution): 

 
 

T-statistics help determine the significance of the relationship between one dependent variable and 
the independent variable. Usually a T-Stat larger than 2 or smaller than -2 indicates a potentially 
significant relationship.    

 
Statistically significant and p-value - Statistically significant means the likelihood that a result or 
relationship is caused by something other than mere random chance. Statistical hypothesis testing is 
traditionally employed to determine if a result is statistically significant or not. This provides a "p-
value" representing the probability that random chance could explain the result. In general, a 5% or 
lower p-value is considered to be statistically significant. 

 
The level of marginal significance within a statistical hypothesis test represents the probability of the 
occurrence of a given event. The p-value is used as an alternative to rejection points to provide the 
smallest level of significance at which the null hypothesis would be rejected. The smaller the p-value, 
the stronger the evidence is in favor of the alternative hypothesis. 
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P-values are calculated using p-value tables, or spreadsheet/statistical software. For ease of 
comparison, researchers will often feature the p-value in the hypothesis test and allow the reader to 
interpret the statistical significance themselves. This is called a p-value approach to hypothesis 
testing.  

 
How to read the following tables: 
 
The following tables show the results of a series of single-factor regression analysis. A regression is a 
statistical measure that attempts to determine the strength of the relationship between one dependent 
variable (usually denoted by Y) and a series of other changing variables (known as independent 
variables).  In the following tables, the column “Factors” lists all the independent variables. The column 
“Coefficients” list the beta β of each independent variable. “t Stat” and “P-value” columns help interpret 
whether the coefficient is statistically significant.  The column “impact” is our judgment on the 
importance of each factor in terms of affecting Alpha.  
 
For example, the first row in the table shows the result of the regression model of:  
Median Alpha of each fund = α +β* Manager Tenure (Longest) + ε 
 
We believe the factor “Manager Tenure (Longest) has a significant, positive impact on alpha, as it has 
a coefficient β of 0.08 (>0), t Stat of 17.71 (> 2), and P-Value of 0 (<5%).    
 

Single-Factor Regression Analysis – Median Alpha 

     Factor Impact Coefficient t Stat P-value 

Manager Tenure (Longest) Significantly Positive 0.08 17.71 0.00 

Manager Tenure (Average) Significantly Positive 0.10 16.03 0.00 

Net Expense Ratio Significantly Negative -0.66 -22.10 0.00 

Median STD Significantly Negative -0.02 -7.29 0.00 

Turnover Ratio % Trivial 0.00 -12.07 0.00 

Net Assets - Share Class Trivial 0.00 11.18 0.00 

Fund Size Trivial 0.00 11.97 0.00 

# of Holdings Trivial 0.00 -0.29 0.77 

% of assets in Top 10 Holdings Trivial 0.00 7.60 0.00 
Data Source: FundQuest 

 
The effectiveness of using a fund’s upside-capture ratio of the previous market cycle to 

forecast its real alpha over the next market cycle: 
 

The following table shows the result of the regression models of:  
Alpha of each fund in one market cycle = α +β* the fund’s Upside Capture ratio in the previous cycle + ε 
  

 Dependent 
Variable Factor Impact Coefficients t Stat P-value 

Alpha of Market 
Cycle 5 

Upside Capture Ratio of 
Market Cycle 4 Trivial 0.00 -1.55 0.12 

Alpha of Market 
Cycle 4 

Upside Capture Ratio of 
Market Cycle 3 Significantly Negative -0.04 -12.83 0.00 

Alpha of Market 
Cycle 3 

Upside Capture Ratio of 
Market Cycle 2 Significantly Negative -0.01 -3.46 0.00 

Alpha of Market 
Cycle 2 

Upside Capture Ratio of 
Market Cycle 1 Significantly Positive 0.05 6.14 0.00 

Data Source: FundQuest 
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The effectiveness of using a fund’s downside-capture ratio of the previous market cycle to 

forecast its real alpha over the next market cycle: 
 

  Factor  Impact Coefficients t Stat P-value 

Alpha of Market 
Cycle 5 

Downside Capture Ratio of 
Market Cycle 4 Significantly Negative -0.010 -9.89 0.00 

Alpha of Market 
Cycle 4 

Downside Capture Ratio of 
Market Cycle 3 Significantly Negative -0.015 -11.11 0.00 

Alpha of Market 
Cycle 3 

Downside Capture Ratio of 
Market Cycle 2 Significantly Negative -0.003 -5.26 0.00 

Alpha of Market 
Cycle 2 

Downside Capture Ratio of 
Market Cycle 1 Trivial 0.010 2.40 0.02 

Data Source: FundQuest 

 
The effectiveness of using a fund’s real alpha in the previous market cycle to forecast its real 

alpha over the next market cycle: 

  Factor Impact Coefficients t Stat P-value 

Alpha of Market 
Cycle 5 Alpha Market Cycle 4 Significantly Positive 0.09 9.28 0.00 

Alpha of Market 
Cycle 4 Alpha Market Cycle 3 Trivial -0.02 -0.60 0.55 

Alpha of Market 
Cycle 3 Alpha Market Cycle 2 Significantly Positive 0.20 12.77 0.00 

Alpha of Market 
Cycle 2 Alpha Market Cycle 1 Significantly Positive 0.25 6.12 0.00 

Data Source: FundQuest 

 
The impact of number of funds in a category  

(a proxy of market efficiency) on the category’s Real Alpha: 

  Factor  Impact Coefficients t Stat P-value 

Category 
Median Alpha in 
each cycle 

Number of funds in each 
cycle Trivial -0.0004 -0.40 0.69 

Data Source: FundQuest 

 
 

Appendix 5: Summary Characteristics of Broad Category Groups 

Recommended 
Active/Passive 
bias based on 

real alpha 

# of 
Categories 

Number of 
active funds 

evaluated 

Number of 
obsolete 

funds 
evaluated 

Number of 
Funds  

Average of Net 
Assets in each 

Share Class 

Average Fund 
Size 

Active 23 4044 1914 5958 13,425,415 221,917,439 

Neutral 28 12545 7993 20538 16,038,845 314,959,384 

Passive 22 3319 2176 5495 12,562,014 269,071,712 
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Broad Category 
Group 

# of 
Categories 

Number of 
active funds 

evaluated 

Number of 
obsolete 

funds 
evaluated 

Number of 
Funds  

Average of Net 
Assets in each 

Share Class 

Average Fund 
Size  

Equity 35 11477 7621 19098 12,111,117 253,177,125 

Fixed Income 13 3390 2182 5572 24,438,726 430,773,175 

US Municipal 
Fixed Income 7 1163 1079 2242 21,558,071 422,402,490 

Allocation 14 3524 1117 4641 6,422,899 133,347,663 

Alternative 4 354 84 438 12,954,230 139,401,542 

Grand Total 73 19908 12083 31991 14,167,624 271,815,637 

       

       

Recommended 
Active/Passive 
Bias based on 

real alpha 

Avg Manager 
Tenure 

(Longest) 

Avg Manager 
Tenure 

(Average) 

Avg Annual 
Report Net 

Expense Ratio 

Avg % of 
Assets in Top 
10 Holdings 

Avg # of 
Holdings 

Avg Turnover 
Ratio % 

Active 4.54 3.89 1.33 41.99 73.26 69.30 

Neutral 5.65 4.45 1.30 32.22 129.21 80.74 

Passive 5.81 4.87 1.12 45.33 79.68 63.99 

Broad Category 
Group 

Avg Manager 
Tenure 

(Longest) 

Avg f Manager 
Tenure 

(Average) 

Avg Annual 
Report Net 

Expense Ratio 

Avg % of 
Assets in Top 
10 Holdings 

Avg # of 
Holdings 

Avg Turnover 
Ratio % 

Equity 5.52 4.71 1.56 32.58 82.49 81.44 

Fixed Income 5.84 4.49 1.04 32.99 192.92 93.96 

US Municipal 
Fixed Income 8.51 6.78 0.97 24.77 148.71 24.49 

Allocation 3.55 2.85 0.72 75.52 32.21 35.86 

Alternative 2.98 2.66 1.67 16.33 42.25 129.25 

Grand Total 5.35 4.40 1.26 39.25 96.66 72.09 
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Recommended 
Active/Passive 
Bias based on 
real alpha 

Avg Median 
Alpha in Bull 

Markets 

Avg Median 
Alpha in Bear 

Markets 

Avg Median 
Excess 

Return in Bull 
Market 

Avg Median 
Excess 

Return in 
Bear Market 

Avg Median 
Beta in Bull 

Market 

Avg Median 
Beta in Bear 

Market 

Active 2.43 0.48 -0.65 1.09 0.86 0.85 

Neutral 0.14 -0.74 -2.17 0.94 0.75 0.76 

Passive -0.51 -1.83 -4.01 0.52 0.81 0.82 

Broad  Category 
Group 

Avg Median 
Alpha in Bull 

Markets 

Avg Median 
Alpha in Bear 

Markets 

Avg Median 
Excess 

Return in Bull 
Market 

Avg Median 
Excess 

Return in 
Bear Market 

Avg Median 
Beta in Bull 

Market 

Avg Median 
Beta in Bear 

Market 

Equity 1.25 -0.97 0.11 -1.04 0.92 0.93 

Fixed Income -0.15 0.24 -2.15 0.75 0.72 0.69 

US Municipal 
Fixed Income -0.62 -1.00 -1.32 -1.33 0.79 0.81 

Allocation 0.90 -0.48 -3.34 2.44 0.81 0.84 

Alternative -0.42 -1.37 -20.90 16.20 0.06 0.01 

Grand Total 0.66 -0.68 -2.25 0.86 0.80 0.81 

       

Recommended 
Active/Passive 
Bias based on 
real alpha 

Avg Of 
Median 
Alpha 

Period T10 
(8/1/2007-
2/28/2009) 

Avg Of 
Median Alpha 

Period 
T11(3/31/200
9-2/28/2010) 

Avg Of 
Median 
Excess 

Return Period 
T10 

(8/1/2007-
2/28/2009) 

Avg Of 
Median 
Excess 
Return 
Period 

T11(3/31/200
9-2/28/2010) 

Avg Of 
Median Beta 
Period T10 
(8/1/2007-
2/28/2009) 

Avg Of 
Median Beta 

Period 
T11(3/31/200
9-2/28/2010) 

Active 0.35 1.90 1.10 -1.37 0.95 0.88 

Neutral -2.52 1.54 0.65 -6.23 0.82 0.82 

Passive -2.58 -0.42 2.14 -6.86 0.85 0.81 

Broad  Category 
Group 

Avg Median 
Alpha 

Period T10 
(8/1/2007-
2/28/2009) 

Avg Median 
Alpha Period 
T11(3/31/200
9-2/28/2010) 

Avg Median 
Excess 

Return Period 
T10 

(8/1/2007-
2/28/2009) 

Avg Median 
Excess 
Return 
Period 

T11(3/31/200
9-2/28/2010) 

Avg Median 
Beta Period 

T10 
(8/1/2007-
2/28/2009) 

Avg Median 
Beta Period 

T11(3/31/200
9-2/28/2010) 

Equity -1.50 0.14 -1.25 -0.06 1.01 0.98 

Fixed Income -1.05 2.41 0.83 -6.60 0.78 0.77 

US Municipal 
Fixed Income -3.62 2.23 -3.84 1.43 0.87 0.84 

Allocation -0.54 2.39 3.31 -5.77 0.86 0.82 

Alternative -5.04 -1.90 26.02 -49.50 -0.05 -0.13 

Grand Total -1.63 1.06 1.24 -4.89 0.87 0.84 
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Recommended 
Active/Passive 
Bias based on 
real alpha 

Avg of 5 
Cycles 

Median Alpha 

Avg Of 5 
Cycles Median 
Excess Return 

Avg Of 5 
Cycles Median 

Beta 

Avg Of 5 
Cycles Median 

Upside 
Capture Ratio 

Avg Of 5 
Cycles Median 

Downside 
Capture Ratio 

Avg of  5 
Cycles Median 

R2  

Active 2.05 1.85 0.84 91.31 82.21 77.02 

Neutral -0.14 -0.97 0.77 80.69 74.35 75.21 

Passive -1.73 -1.81 0.83 79.53 87.89 86.02 

Broad  Category 
Group 

Avg of 5 
Cycles 
Median 
Alpha 

Avg Of 5 
Cycles 
Median 
Excess 
Return 

Avg Of 5 
Cycles 

Median Beta 

Avg Of 5 
Cycles 
Median 
Upside 
Capture 

Ratio 

Avg Of 5 
Cycles 
Median 

Downside 
Capture Ratio 

AvgOf5 
Cycles 

Median R2  

Equity 0.53 -0.01 0.93 95.12 92.72 81.16 

Fixed Income 0.07 -0.97 0.72 77.55 69.46 65.48 

US Municipal 
Fixed Income -0.75 -1.26 0.80 80.18 78.83 90.33 

Allocation -0.14 0.01 0.82 83.13 83.48 89.38 

Alternative -1.81 -0.77 0.08 11.67 9.47 48.51 

Grand Total 0.07 -0.34 0.81 83.69 80.91 79.03 

 

Note: FundQuest has built a family of funds , and a mutual fund portfolio program 
based on these research findings.  

 



When Active Management Shines vs. Passive  

   

 
Page 24 of 24     FundQuest White Paper 

About FundQuest  
FundQuest is a partner to RIAs, independent broker -dealers, banks, credit unions, and trust companies, and 

seeks to help them grow, improve profitability, and expand their product and services offerings.  FundQuestôs 

services are employed by more than 180 financial advisory firms. The companyôs innovative investment 
research, advanced technology,  and strong sales support services assist financial advisers in their efforts to 
deliver  highly competitive personal wealth management services.   Financial advisers leverage FundQuestôs 
flexible wealth management solutions to provide: unified managed accounts, mutual fund advisory, separately 
managed accounts, income portfolios, trust services, annuities, exchange - traded funds, and alternative 
investments.  
 

FundQuestôs parent company, BNP Paribas, is one of worldôs largest and most stable financial services 
institutions.   BNP Paribas was recently ranked the 4 th  largest bank in the world in terms of revenue i.  In 
addition, BNP Paribas was ranked # 9 on the list of the Worldôs Safest Banksii .  BNP Paribas has credit ratings 
of AA+ (S&P), Aa1 (Moodys) and AA  (Fitch) iii .  FundQuestôs services are offered in the U.S. through FundQuest 
Incorporated, a registered investment adviser.  www.fundquest.com/usa    
 

The FundQuest name and logo are registered trademarks of BNP Paribas.   The views expressed solely reflect 

those of FundQuest and the author of this research and are subject to change based on market and other 
conditions.  The opinions expressed are not guaranteed and do not constitute investment advice or 
recommenda tions.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
                                                 

i
 Fortune.com, July 2009 

ii
 Global Finance, February 26, 2009 

iii
 S&P gives AA letter ratings to companies with a very strong capacity to meet financial commitments.  This rating may 

be modified by the addition of a plus (+) or minus (-) to show relative standing within categories.  Moodys judges 

obligations rated Aa1 to be high quality with very low credit risk but their susceptibility to long-term risks appears 

ǎƻƳŜǿƘŀǘ ƎǊŜŀǘŜǊΦ  CƛǘŎƘΩǎ !! ǊŀǘƛƴƎ ŘŜƴƻǘŜǎ ŜȄǇŜŎǘŀǘƛƻƴǎ ƻŦ ǾŜǊȅ ƭƻǿ ŘŜŦŀǳƭǘ Ǌƛǎƪ ŀƴŘ ƛƴŘƛŎŀǘŜ ǾŜǊȅ ǎǘǊƻƴƎ ŎŀǇŀŎƛǘȅ ŦƻǊ 

payment of financial commitments.  The modiŦƛŜǊ άмέ ƛƴŘƛŎŀǘŜǎ ǘƘŜ ǎŜŎǳǊƛǘȅ Ǌŀƴƪǎ ƛƴ ǘƘŜ ƘƛƎƘŜǊ ŜƴŘ ƻŦ ƛǘǎ ƎŜƴŜǊƛŎ ǊŀǘƛƴƎ 

category.  
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