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ERRATUM IN THE DATUM –  

NO FOOLING! 
 
Back in January, 

“In the bleak midwinter, Frosty wind made moan 
Earth stood hard as iron, Water like a stone 
Snow had fallen, Snow on snow on snow 

In the bleak midwinter . . .”1 

. . . in Quaero JOURNAL, I wrote on the challenges of picking 
investment managers. I referenced “SPIVA” (S&P 
Indexes Vs. Active Management), a report that examines 
the impact of fees on the performance of mutual funds 
and institutional managed accounts across equity and 
fixed income categories, and I published the following 
chart from the SPIVA report. 

Institutional Scorecard Y/E 2017: RESEARCH | SPIVA 15 
Report 6: Percentage of International Equity Funds 

Outperformed by Benchmarks 
(Gross of Fees, i.e., before accounting for the effect of 

fees on manager returns). 

 

FUND 
CATEGORY  

BENCHMARK  10-YR 
(% gross of 

fees) 
Emerging Market  S&P/IFCI Composite  31.58 

Global  S&P Global 1200  33.90 

International  S&P International 700  28.71 

Internat’l Small-Cap  S&P Dev Ex-U.S. SC  14.63 
 
SPIVA has since corrected the data with the new numbers 
unfortunately less favorable for active institutional 
managers (see below wherein I have added a column to 
show reported underperformance percentages NET of 
FEES, worse still of course). 
 

FUND CATEGORY  BENCHMARK  10-YR 
(% gross of fees) 

10-YR 
(% net of fees) 

Emerging Market  S&P/IFCI Composite  48.74 62.71 

Global  S&P Global 1200  59.79 61.17 
International  S&P International 700  57.71 63.64 

Internat’l Small-Cap  S&P Dev Ex-U.S. SC  32.69 51.43 
                                                             
1 Songwriters: GUSTAV HOLST / ROBERT W. SMITH 

HERE’S THE THING! 
SPIVA has reported 
corrections to some data I 
used in January’s Quaero 
JOURNAL . Corrected here, with 
the help of Professor Amin 
Rajan, I expand on the 
active/passive issue in an 
investment world radically 
disrupted over the past 
decade.  

 

 

 

 

 

Amin Rajan is the Chief Executive 
of CREATE-Research - a network of 
prominent researchers undertaking 
high level advisory assignments for 
governments, global banks, fund 
managers, multinational companies 
and international bodies such as the 
EU, OECD and ILO. 
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Whatever. For purposes of statistical significance, a single 10-year period is not of much help and 
as I noted in January’s Quaero JOURNAL, “through the years (1975-87) when I was engaged in the 
performance measurement business . . . we witnessed 10-year periods when the majority of active 
managers in Canada outperformed their benchmarks and 10-year periods when the reverse was 
true.”2 So my conclusions hold, and I will repeat them: “the jury is still (and I think forever will 
be) out on the question of active versus passive management.” But the SPIVA study makes quite 
clear that if you are going to pay fees for active investment management, you do need to have 
strong convictions about the manager(s) you choose to do your bidding and about the style (and 
risk factor) allocation that is the product of your manager choices. And the odds, randomly 
speaking, of picking a manager who will outperform the assigned benchmark are not always in 
your favor. 
 
So, should we go “active” or should we go “passive3”? Wrong question. 
 
The fact is, given the evolution, or should we say “revolution” over the past decade, of the 
opportunity set for investment product and pricing, a blend of active and passive products must 
now be given important consideration in relation to the objectives of most investors. And if this 
proposition holds any truth for you, the much harder question, today’s question, is “what specific 
blend of active and passive product should we settle on?” You won’t be surprised that the answer 
to today’s question is “well, it depends.” It depends on the investor’s tolerance for: 

• uncertainty (risk in its various forms), 
• complexity and 
• fees. 

 
I won’t even try to answer that question for you—far too much work and given the required inputs, 
the answer anyway, is unique to each investor. But you should be sure that your investment 
advisor/consultant/manager has done the work and has a reasonable answer for you. And here 
are some talking points to help guide your discussions: 
 
In a 2018 survey and research paper entitled PASSIVE INVESTING, Reshaping the global 
investment landscape, Professor Amin Rajan CEO, CREATE-Research4 gathers perspectives on 
the active/passive debate from institutional investors across the globe. The paper is the product 
of a global survey of 153 pension plans in 25 countries with a total AuM of €2.9 trillion. You can 
access the full paper at: 
 

http://www.create-research-uk.com/?p=research 
 
I thought I might be able to summarize the CREATE-Research paper for you here in this issue of 
Quaero JOURNAL but alas, the paper is just too rich with interesting ideas and information to justify 
summary in the fifteem hundred or so words that I occasionally devote to my journal. So instead, 

                                                             
2 In support of my contention, please see page 8 of PASSIVE INVESTING, Reshaping the global investment 
landscape, Professor Amin Rajan CEO, CREATE-Research which reads “over the last decade, 
actives outperformed passives, after falling behind in the 1990s. During this decade, their fortunes reversed with 
the ebb and flow of the markets. History repeats itself, albeit without a predefined timescale.” 
3 It is important to note here that when we use the word “passive”, we do not refer only, in fact we refer hardly at all, 
to market capitalization weighted index-based passive product. Rather, we are thinking of the very broad array of 
passive product now available as funds or ETFs that capture asset classes, investment styles and strategies that are 
otherwise hard-to-access or burdened with high-fees and marketed under the active management banner. 
4 See more on CREATE RESEARCH at http://www.create-research-uk.com/?&p=home. 

http://www.create-research-uk.com/?p=research
http://www.create-research-uk.com/?&p=home
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below I have paraphrased a few key revelations that I hope will inspire you to read the paper in its 
entirety for those ideas that interest you most. (Bracketed words are exclusively my own.) Let me 
begin with one of the papers provocative, opening highlights: 
 
“For now, the real debate is not about actives vs. passives but about how to drive out mediocrity 
in the investment landscape. The rise of passives has kick-started that process (58%)5.” 
 
In the report, survey respondents significantly identified the following four intrinsic merits of 
passive investing that renders it attractive in its own right: 
 
1. Fees are seen as a key source of value creation in a low-return environment. 
2. Passives are enhancing the core-satellite model with a clear separation between alpha and 

beta and their respective fee structures. 
3. Passives complement actives; each has its strengths and weaknesses. 
4. Passives facilitate global diversification so as to capitalise on the favourable growth dynamics 

of certain countries or specific themes. Blending passives and actives permits (strategic or) 
dynamic investing that mixes diverse styles at different market phases to extract risk premia 
while obviating the need for manager selection and higher fees and offering liquidity during 
periods of stress.  

 
And they cited the following drawbacks of passive investing: 
 
1. Passive investing could lead to overinflated valuations—buying yesterday’s winners and 

overinflating valuations. 
2. Passives reduce diversification benefits by destabilising markets. 
3. Passives could make booms and busts more likely due to their strong price momentum in both 

directions. Although passives now account for roughly 25% of global assets, their share of daily 
trading volume is  substantial – almost double that amount. 

 
In support of the idea that in due course, active and passive investing will peacefully co-exist 
everywhere, the paper goes on to say: 
 
“Actives and passives may seem like diametric opposites – yet they are interdependent . . . 
Companies in an index attract new money on account of their inclusion because of their size and 
not necessarily their intrinsic worth. Hence, as more money flows into passives, the premium 
rises, making markets more inefficient. This enables active managers to buy undervalued stocks 
and sell overvalued ones. The result is greater efficiency that helps passives. However, as more 
money flows into passives, valuations get distorted, (again) creating opportunities for actives. 
Historically, this pattern has prevailed more often than not: overvaluation begets undervaluation 
and vice versa . . . Markets work best when investors think and act independently, not all together. 
When everybody does the same thing, it all becomes unhinged.”  
 

  

                                                             
5 Cited by percentage of survey respondents. 
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TO CONCLUDE: 
Repeating and expanding on the words of Professor Rajan “For now, the real debate is not about 
actives vs. passives but about how to drive out mediocrity in the investment landscape”—
mediocrity that is, accompanied by fee structures that make sense neither in relation to the value 
of services provided, nor in relation to realizable, long-term investment returns. The range of 
passive product now available in our marketplace obviates the need for investors to pay for 
mediocrity (beta), increases industry competition for excellence (alpha) and delivers to the 
pretenders their just rewards.     
 

 

 

Content published in the Quaero Library is intended for informational/educational 
purposes only. In addition to articles written and published by our own team members, 
we curate and publish content written by asset management firms, investment consultants, 
professional bodies and academics. We don’t publish research on individual securities and 
we don’t partner with other firms to distribute their research. Individuals or institutions 
wishing to post thought leadership material (free of charge, max 2000 words) advocating 
ideas pertaining to clearly differentiated investment strategies or investment industry 
practices that will serve to enhance the investor experience are invited to submit their 
written articles to Ralph Loader, contact details noted above.  

 
 
CONTACT US: 
 
Ralph Loader 
QUAERO Investment Solutions Inc. 
428 Strathcona Avenue 
Westmount, Quebec 
Canada H3Y 2X1 
(438) 386-3861 
ralphloader@quaeroinvest.com 
http://www.quaeroinvest.com 

 

* If you would like to receive 
your personal copy of future 
posts to Quaero JOURNAL by 
email, you may do so by 
accessing any Issue of the 
JOURNAL on our website under the 
“OUR LIBRARY / QUAERO 
JOURNAL” tab and signing up 
in the space provided.      

[SIDEBAR TITLE] 

OUR HOPE: 

• That advocates of Active and Passive 
management shall beat their swords into 
ploughshares, and their spears into 
pruning-hooks; that they shall not lift up 
sword, neither shall they learn war 
anymore... 

 
 
 
 
 
 
 
 
 
 

• IT’S SPRINGTIME IN MONTREAL; 
Love Is in The Air and 
Hope Springs Eternal 
May It Ever Be So! 

 

http://www.quaeroinvest.com/
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