
2008 CONVENTION    23 – 24 OCTOBER

Active versus Passive

Redefining the rules

Clyde Rossouw

Portfolio Manager Investec Asset Management



2008 CONVENTION    23 – 24 OCTOBER

The arguments against active management

• Managers do not outperform consistently over time

• Active management is a zero sum game

• Trading costs means you lose money paying active managers, 

whereas passive managers are inexpensive
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Lets unpack the arguments

1. Active managers do not outperform consistently

1. So, Exactly what do they not outperform?

2. Are the indices correct?

2. What about loss of capital?

3. What does a pure Passive World actually look like?
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1. Active managers do not outperform 
consistently. What should they outperform?

• A noble goal would be inflation plus a reasonable reward for 

risk

• …but if a static asset allocation e.g. 60/40 gives this to you…

• …you must be able to offer more…

• …without losing more
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The traditional framework

• Actuaries determine liabilities

• Strategic asset allocation set

• Asset class benchmarks set

• Measurement of “bet” sizes away from the benchmark

• “Tracking error” assumes you’re doing something wrong
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Our approach to active
We start the other way

• What assets can give you what likely return

• How risky are they 

• How much should you have of them

• Actively allocate to rewarding pay-offs and away from losing 

ones

• Measure the returns over long periods
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Investec Opportunity All Bond Index STeFI 3-months All Share Index CPIX + 7% LMW

21.99% pa 
*

13.98% pa *

14.47% pa *

11.27% pa *

14.44% pa *

11.24% pa *

*Annualised returns for the period: 31 May 1997 to 30 September 2008, CPIX lagged by 1 month
Source:  Alexander Forbes Large Manager WatchTM Survey & Investec Asset Management (net of fees)

Investec Opportunity Fund
Over 10 year track record,
out-performing equities, bonds & traditional balanced
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2. Loss of capital
The potential danger of index weightings
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What should you do, lemming?

Index Trackers including 
AIG, Lehman Bros, Bear Sterns

Investors & Consultants?
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Massive differences create opportunities
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Don’t lose the money

Source: Morningstar
Data to 30 September 2008

Drawdown analysis: 10-years of rolling 12-months returns to end September 2008

ALSI Dom Pru AA Med-Eq Investec Opportunity

No of rolling 12m periods 120 120 120

No of negative periods 26 16 1

%-of negative periods 21.7% 13.3% 0.8%

Worst 12-months -30.1% -11.3% -2.9%
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3. What does a passive world look like?

• Investment returns would consist of dividends and income only

• No instruments would trade as everyone will hold  the same 

proportion of the same instruments once benchmarks are set

• But indices cant be calculated without trade (Sum (Price x 

outstanding shares/nominal) )

• No capital would be raised and no capital gains would accrue – stock 

markets would not exist

• Capital could not be recycled through the economy to create growth
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Rather be active…
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Concluding thoughts

• Managers with skill should be given maximum freedom to 

perform

• Managers without skill should be avoided or indexed

• Active management can exist without passive management, but 

not the converse
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