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Why Bother With Active Strategies?

With 64 straight months of outflows from active equity management, passive investing has certainly 
gained in popularity. Since 2009, market movement has been mostly positive with the best opportunities 
found in domestic large-cap growth stocks, an area where indexing shines.

So why bother searching out active strategies? Part of the answer lies within the opportunities that are 
found when market cycles change. We have researched active vs passive focusing on performance 
during market tops and periods after declines and found there are ample periods where active strategies 
outperform.

We examined investment returns going back to 1990.  We found that in periods of volatility and market 
dislocations active managers performed well, on average. These time periods include the Gulf War, Tech 
Bubble Busting and the Iraq War.  We also found that in periods where the business cycle is changing 
active managers performed well on average to include the last three recessions. In the figure above, we 
took a blend of several Morningstar Active Fund categories and show the 1-year rolling excess return 
over the S&P 500 Index since 1990.*  

Risk management is an important consideration when allocating investments.  In a passive vehicle, risk 
management will also be passive.  Actively managed investments may deploy risk management 
techniques that reduce drawdowns and volatilities.  This was a factor in the performance shown above.  

Not surprisingly, managers of large pension funds, hedge fund managers and well-known money 
managers agree on little. However, one thing they do agree on is a common theme that the 
overwhelming rush to indexing will provide great opportunities for active managers. Just as active fixed 
income strategies have outperformed as interest rates have cycled over the last several years, we believe 
seeking out strategies that provide more than just a mirror image of the popular investment themes could 
offer beneficial results.

Finding:
In periods of volatility 
and market dislocations, 
active managers 
performed well. 

Finding:
Actively managed 
investments may deploy 
risk management 
techniques that reduce 
drawdowns and 
volatilities.

Finding:
A common theme is that 
the overwhelming rush to 
indexing will provide 
great opportunities for 
active managers.
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*Active US Equity 60-25-15 is
defined as a blend of three
Morningstar Active Fund Categories.
The blend consists of 60% US Active
Fund Large Blend, 25% US Active
Fund Mid-Cap Blend and 15% US
Active Fund Small Blend.  For full
definitions of these categories please
see Morningstar.

Source: Performance Data – Morningstar

Source: Recession Data – National 
Bureau of Economic Research (NBER)

All information is believed to be accurate but has not been independently verified and The Pacific Financial Group, Inc., a registered investment adviser, makes no warranties as to the accuracy of the information 
or any representations made or implied. The information should not be construed or interpreted as an offer or solicitation to purchase or sell a financial instrument or service. The information is for informational 
purposes only and should not be relied on or deemed the provision of tax, legal, accounting or investment advice. Past performance is not a guarantee future results. All investments contain risks to include the 
total loss of invested principal. Diversification does not protect against the risk of loss. The S&P 500 Total Return Index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies 
by market value. The S&P 500 Total Return Index is a market value or market-capitalization-weighted index and one of the most common benchmarks for the broader U.S. equity markets.  The Index includes 
the reinvestment of dividends, interest and capital gains.
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https://www.nber.org/cycles.html
https://www.morningstar.com/InvGlossary/morningstar_category.aspx



