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Tndex Funds Still Beat ‘Active’ Portfolio Management R

By Burton G. Malklel

recent report from Standard

& Poor’s adds impressive sup-

port to the large body of evl-
dence suggesting the superiority of
simple index Investment strategies
over traditional stock picking. At
the start of every year, “active”
portfolio managers declare that the
current year will be the “year of
the stock picker.” But the results
consistently fail to support that
view.

There is no better way
for individuals to invest
in the stock market
and save for retirement.

For years S&P has served as the

efficient small-capitalization uni-
verse. Over 85% of small-cap man-
agers underperformed the S&P
Small-Cap Index.

When S&F measured perfor-
mance over a longer period, the re-
sults got worse. More than 90% of
active managers underperformed
their benchmark indexes over a 15-

managed
international funds had inferior per-
formance. Even in less efficient
emerging markets, index funds out-
performed 80% of active funds. In-
dexing has proved its merit in vari-
ous bond markets as well.

The logic behind the empirical
results is irrefutable. In any na-
tional market, all the securities are
held by someone. Thus if some in-
vestors are holding securities that
do better than average, it must fol-
low that other investors do worse
than average. Investing has tobe a
zero-sum game. For every winner
there will be a loser.

But in the presence of costs, the

return with close to zero cost. Ac-

possibility exists that they could
grow to such a size that they would
distort the prices of individual
stocks. The paradox of index invest-
ing is that the stock market needs
some active traders to make mar-
kets efficient and liquid.

them to make prices reflect infor-
mation.

efficlent—not less so—despite the
growth of indexing.
It is true that there will be a

anti
authorities, but index funds don't

have an incentive to use their votes
to encourage anticompetitive be-
havior.

Index funds have been of enor-
mous benefit for individual inves-
tors. Competition has driven the
cost of broad-based index funds
nearly to zero. Individuals can now
save for retirement far more effi-
ciently than before by assembling a
diversified portfolio of index funds.
There is no better way to preserve
and grow one's savings.

Mr. Malkiel, chief investment of-
ficer of Wealthfront, is the author
of “A Random Walk Down Wall
Street” (W.W. Norton), now in its
1ith edition.



