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According to investing broker AJ Bell’s Manager versus 
Machine report, after fees just a quarter (27%) of active 
funds beat their passive equivalent, in which stock 
market indices — the benchmark against which active 
funds are compared for performance purposes —  
are simply copied.1 

It comes hot on the heels of a decade of investors 
shifting into passive strategies. In the US, where much  
of the global stock market resides, 10% of total assets in 
US mutual funds was allocated to passive strategies at 
the onset of 2010; by the end of the 2022, it was 25%.2 

The allure is simple: while it isn’t possible to outperform 
the market, passives offer investors the opportunity to 
access stock market returns for very little cost and drag 
on their returns.

Since 2022 however, long-term market conditions have 
been evolving, as we move into an era where inflation 
and interest rates are likely to be structurally higher, 
and stock market volatility elevated for some time to 
come. It’s changing the playing field for active managers, 
and begs the question: as markets become choppy 
and unchartered, could now be the time to consider 
an experienced captain to navigate your investments 
through the storms? 

All aboard
1. Inflation and slowing economies create 
stock market winners and losers
Last year we saw sharply rising interest rates 

alter the relative values investors were prepared to pay 
for shares. This year, the driver of stock markets may 
shift towards news flow surrounding company profits. 
Given that high inflation and slowing economies will hit 
company profits in varying ways, it implies a wide range 
of stock returns is likely. 

It points to a need to separate the troubled companies 
that face existential threats from those with a brighter 
future. Active managers will be able to find companies 
that can navigate a tricky trading environment by 
identifying qualities such as strong pricing power,  
profits and profit margins, and low levels of debt.

6 reasons why now could be 
the era of the active manager
2022 was an annus horribilis for active funds, where 
expert active managers sift through a market to 
construct a portfolio of the best stocks it has to offer. 

Here are six reasons why we believe the era  
of active may have arrived:

1https://www.ajbell.co.uk/sites/ajbell.co.uk/files/Manager_vs_Machine_July_2022.pdf 
2Hargreaves Lansdown; as of 20/01/2023
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2. New investing ‘styles’ come into vogue
In the decade running up to the start of 2022,  
stock market returns were dominated by 

a handful of mega-sized technology businesses, 
particularly in the US. This trend may be about to go 
into reverse for an extended period: the winners of the 
last decade may face continued selling, and areas of the 
market that had stagnated in the former market regime 
may do much better, for example cheap ‘value’ stocks. 

Given the new market order, winners are likely to be 
found in various corners of the market, and it will take a 
discerning eye to find them.

3. Profits likely to fade for some companies 
For more than a decade, globalisation, low 
inflation, and cheap money spurred an era 

of ever-higher profits for companies, and now they’re 
looking vulnerable. As economic growth slows and costs 
rise, profits are likely to become increasingly squeezed, 
which may affect share prices. Experienced active 
managers will be needed to find companies that can 
sustain profitability. 

4. US loses its dominance 
In the former market regime, US markets 
outperformed non-US markets in eight out 

of the past ten years, largely on account of its heavy 
weighting towards popular ‘growth’ stocks.3 In the new 
regime, given that inflation is impacting countries in 
varying ways, a global investment approach, with asset 
allocators who can direct portions of the portfolio’s cash 
into different markets depending on how the economy is 
being impacted, will be needed. You typically won’t find 
this with passive global strategies.

5. Volatility makes for an active managers’ 
paradise 
We need shares if we are to beat inflation  

and yet stock markets are likely to remain volatile. 
According to data from index provider MSCI, stock 
volatility is above average in all major regions across  
the globe, bar Japan.4 

Big differences in stock valuations mean active  
managers can find cheap companies that have a  
chance of performing strongly over the long term,  
while avoiding those that appear overvalued and 
expensive. What’s more, the last two occasions when 
variations in stock valuations were as wide as they are 
now, were the tech bubble at the dawn of the millennia 
and the global financial crisis — following both periods, 
active managers went on to do well.5 

6. Fee hurdles reduce 
Passive funds are cheap by design, and the 
impact has been to drive down fees across the 

whole industry including active funds. As a result, active 
managers find themselves having to leap over a smaller 
hurdle of fees when comparing their performance to  
the index. 

It needn’t be tempestuous
Journalists and commentators have long indulged in 
‘active versus passive’ debates, often portraying the rise 
of passives as stoking an existential fight between two 
sides of an industry. In truth, many investors appreciate 
that it is not an either/or situation — our portfolios are 
likely constructed best through a combination of both. 

That said, in a bygone era of cheap money and low 
interest rates that have raised markets more broadly, 
passive has been favoured. Since 2022 however, higher 
inflation and interest rates are changing the status quo, 
with markets becoming a choppy sea of winners and 
losers. So an experienced captain is likely required.  
Enter the era of the active manager. 

 

3https://www.blackrock.com/us/financial-professionals/literature/investor-education/why-bother-with-international-stocks.pdf 
4https://www.quiltercheviot.com/news-and-views/articles/active-anticipation/?Region=uk&Role=fadv 
5https://www.quiltercheviot.com/news-and-views/articles/active-anticipation/?Region=uk&Role=fadv

How WTW can help 
We have tapped into our skill in high-conviction 
manager selection developed over many years 
and leveraged our global research team to find 
very talented concentrated stock pickers around 
the world. We then take their highest conviction 
idea portfolios (typically 10 to 20 stocks) and blend 
them such that the overall strategy does not take 
significant bets on either country, sector or style 
exposures. This approach focuses on maximising 
return potential from managers’ stock selection skill 
with a prudent risk oversight. We have launched 
a fund to house this investment approach, aiming 
to ensure we can bring further cost savings to our 
clients by pooling assets and using our buying 
power to negotiate hard on fees. We believe 
this approach can generate long-term improved 
performance for asset owners. 
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About WTW
At WTW (NASDAQ: WTW), we provide data-driven, insight-led solutions in the areas of people, risk and capital. Leveraging the global 
view and local expertise of our colleagues serving 140 countries and markets, we help you sharpen your strategy, enhance organisational 
resilience, motivate your workforce and maximise performance. Working shoulder to shoulder with you, we uncover opportunities for 
sustainable success — and provide perspective that moves you. Learn more at wtwco.com.

Disclaimer
WTW has prepared this material for general information purposes only and 
it should not be considered a substitute for specific professional advice. 
In particular, its contents are not intended by WTW to be construed as the 
provision of investment, legal, accounting, tax or other professional advice or 
recommendations of any kind, or to form the basis of any decision to do or to 
refrain from doing anything. As such, this material should not be relied upon 
for investment or other financial decisions and no such decisions should be 
taken based on its contents without seeking specific advice.

We incorporate sustainable investment considerations, including 
sustainability risks, into our investment research, due diligence and manager 
assessments. We believe that sustainability risks and wider sustainability 
considerations can influence investment outcomes from a risk and return 
perspective. Where sustainability risks and other sustainability considerations 
are most likely to influence investment risk and return, we encourage and 
expect fund managers to have a demonstrable process in place that identifies 
and assesses material sustainability risks and the impact on their investment 
strategy and end portfolio.

This material is based on information available to WTW at the date of this 
material and takes no account of developments after that date. In preparing 
this material we have relied upon data supplied to us or our affiliates by third 
parties. Whilst reasonable care has been taken to gauge the reliability of 
this data, we provide no guarantee as to the accuracy or completeness of 
this data and WTW and its affiliates and their respective directors, officers 
and employees accept no responsibility and will not be liable for any errors, 
omissions or misrepresentations by any third party in respect of such data.

This material may incorporate information and data made available by certain 
third parties, including (but not limited to): Bloomberg L.P.; CRSP; MSCI; 
FactSet; FTSE; FTSE NAREIT; FTSE RAFI; Hedge Fund Research Inc.; ICE 
Benchmark Administration (LIBOR); JP Morgan; Markit Group Limited; Russell; 
and, Standard & Poor’s Financial Services LLC (each a “Third Party”). Details 
of the disclaimers and/or attribution relating to each relevant Third Party can 
be found at this link: https://www.wtwco.com/en-GB/Notices/index-vendor-
disclaimers

This material may not be reproduced or distributed to any other party, 
whether in whole or in part, without WTW’s prior written permission, except 
as may be required by law. In the absence of our express written agreement 
to the contrary, WTW and its affiliates and their respective directors, officers 
and employees accept no responsibility and will not be liable

Canada
About Integra Capital Limited

Integra Capital Limited (”ICL”) is a wholly owned WTW company which 
provides portfolio management, dealer and settlement services. ICL is 
registered with the Provincial regulatory authorities, the Yukon and Northwest 
Territories as a portfolio manager and exempt market dealer; as a registered 
investment fund manager in Newfoundland and Labrador, Ontario and 
Quebec; and as a commodity trading manager in Ontario.

US 
This document was prepared for general information purposes only and 
does not take into consideration individual circumstances. The information 
contained herein should not be considered a substitute for specific 
professional advice. In particular, its contents are not intended by Towers 
Watson Investment Services, Inc., and its parent, affiliates, and their 
respective directors, officers, and employees (WTW) to be construed as the 
provision of investment, legal, accounting, tax or other professional advice 
or recommendations of any kind, or to form the basis of any decision to do or 
to refrain from doing anything. The information included in this presentation 
is not based on the particular investment situation or requirements of any 
specific trust, plan, fiduciary, plan participant or beneficiary, endowment, 
or any other fund; any examples or illustrations used in this presentation 
are hypothetical. As such, this document should not be relied upon for 
investment or other financial decisions and no such decisions should be 
taken on the basis of its contents without seeking specific advice. WTW does 
not intend for anything in this document to constitute “investment advice” 
within the meaning of 29 C.F.R. § 2510.3-21 to any employee benefit plan 
subject to the Employee Retirement Income Security Act and/or section 4975 
of the Internal Revenue Code. 

This document is based on information available to WTW at the date of 
issue, and takes no account of subsequent developments. Past investment 
performance is not indicative of future performance. In producing this 
document WTW has relied upon the accuracy and completeness of certain 
data and information obtained from third parties. This document may not 
be reproduced or distributed to any other party, whether in whole or in part, 
without WTW’s prior written consent, except to the extent required by law. 

Views expressed by other WTW consultants or affiliates may differ from the 
information presented herein. Actual recommendations, investments or 
investment decisions made by WTW, whether for its own account or on  
behalf of others, may differ from those expressed herein.

Australia
In Australia, this material is issued by Towers Watson Australia Pty Ltd ABN 45 
002 415 349 AFSL 229921. It is not intended to constitute financial product 
advice and has not taken into consideration your individual objectives, 
financial situation or needs. You should consider its appropriateness in light 
of your circumstances and consider seeking professional advice relevant to 
your individual needs before making a decision based on this information.

Further information
For further information please contact:

Sarah Hopkins
Head of Equity Solutions
0113 383 8789 
sarah.hopkins@wtwco.com
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