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Cases in Which Investors Should Avoid Passive Management

During the last decade, passive U.S. equity strategies attracted $1.1 trillion in new inflows, while inves-
tors withdrew $800 billion from actively managed mutual funds.1 Today, index funds account for over 
one-third of all mutual fund and ETF assets.2  While index funds certainly have a place in investment 
portfolios, providing low-cost, benchmark-like returns, some caution is warranted, particularly in the 
following instances:

1. Concentrated Positions
Some investors hold a large portion of their wealth in a single security which cannot be sold. Take, for 
example, a pharmaceutical executive who’s been compensated with restricted stock. Buying an index 
fund with her remaining assets would further increase exposure to that security, the pharmaceutical 
industry, and the healthcare sector. Instead, she should invest in a carefully selected portfolio that helps 
diversify the restricted holding. 
 

2. Frothy Markets
Passively managed strategies ignore valuation. In a rising market, this means that index strategies 
will buy more shares of the largest market capitalization securities. During the last two market peaks, 
technology stocks reached 30% of the S&P 500 index (in 2000) and financial stocks reached 22% of 
the market (in 2006) before collapsing.3  Passive investors, therefore, owned a huge amount of those 
sectors precisely before the bubbles burst. 

3. Market Timing
Nearly all evidence suggests that investors are better off remaining fully-invested in the market at all 
times rather than attempting to “buy low and sell high”. One study of investor returns found that the 
average mutual fund investor returned 7% per year less than the index over a 30 year period, primarily 
due to market timing.4 The issue with passive investments is that the fast-paced trading of ETFs – which 
can be bought and sold throughout the day, unlike mutual funds – brings even greater potential for 
destructive market timing.

Glenmede’s Top 5 is intended to be an unconstrained review of matters of possible interest to Glenmede Trust Company clients and friends and is not 
intended as personalized investment, estate planning, tax or legal advice. Investment and wealth advice depends on many individual facts and circum-
stances we cannot account for here. For legal and tax advice, consult your lawyer or accountant. Opinions or projections herein are based on informa-
tion available at the time of publication and may change thereafter. Information gathered from other sources is assumed to be reliable, but accuracy is 
not guaranteed. Outcomes (including performance) may differ materially from expectations herein due to various risks and uncertainties. Any reference 
to risk management or risk control does not imply that risk can be eliminated. All investments have risk. Please contact your Glenmede representative to 
discuss the applicability of any matter discussed herein. 



topfive 
4. Impact Investing
Many investors believe that their investment assets should align not only with their financial 
objectives but with their personal values as well. Actively managed strategies can be tailored to 
meet these needs. Knowledge of individual securities allows portfolio managers to thoughtfully 
construct portfolios of companies reflecting environmental, social and governance standards 
that their clients support.  

5. Micro-Strategies
Investors should avoid ETFs or index-funds with very little in assets. Without an appropriate crit-
ical mass of assets, a fund may be unprofitable and have the potential to shut down.  In addition, 
ETFs with low trading volume can expose investors to costly trading spreads as well as prices 
disconnected from the value of the underlying securities. 

If you have any questions, don’t hesitate to contact your Relationship Team or email us at 
Top5@glenmede.com.

1 Investment Company Institute.
2  Empirical Research Partners Analysis, Investment Company Institute, Greenwich Associates.
3  Glenmede, FactSet.
4  Dalbar. Average equity mutual fund investor returns are calculated as the change in mutual 
fund assets after excluding sales, redemptions, and exchanges based on data supplied by the 
Investment Company Institute (ICI).
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