
  
 
 

 

_______________________________________________________________________________________________________________________________________ 

 

Data and illustrations compiled by Seed Investment Consultants (Pty) Ltd. Seed is a licensed Financial Services Provider (2346).  

For more information please visit our website on www.seedinvestments.co.za.  

Seed Weekly 
 

Active versus Passive Investing by Lisa 

 

Why active / passive investing shouldn’t be an either / or 
 

The debate over the respective merits and shortcomings of active and passive investing is one that has been raging in the 

financial industry for decades. 46 years, to be exact. When Jack Bogle, Vanguard Founder, created the first index mutual fund 

in 1975, the world of investing changed from mostly active management to include passive options. Ever since, the two 

strategies have been pitted against each other as many investors and financial advisors tend to strongly favour one strategy 

over the other.  

While their names say a lot about what each approach entails, the table below provides a quick summary of the main 

characteristics of each : 

 

 

 

 

 

 ACTIVE INVESTING PASSIVE INVESTING 

Objective To outperform the market, or a chosen 
benchmark 

To track the performance of a specific market 
index 

Technique Portfolio is formed through independent analysis 
of each investment 

Portfolio is formed by mirroring the representative 
index 

Expertise 
required 

Superior skills needed to perform thorough 
research, proprietary modelling, data analysis, 
etc. 

Requires efficient implementation to track index as 
close as possible. Minimal research or analysis 
involved 

Pro’s • Potential of higher risk-adjusted return (ability 
to outperform the market) 

• Downside protection 
• More Flexibility 
• Active managers can help to keep companies 

in check and drive healthy competition within 
industries 

• Comparatively lower operating costs 
• Index funds are generally more transparent than 

active funds 
• In aggregate, passive typically outperforms 

active over the long run 

Con’s • Higher operating costs 
• Risk of human error/poor judgement 
• In aggregate, active typically underperforms 

passive over the long run 

• Less likely to outperform the index after fees 
• Investors are unable to act if markets decline (no 

downside protection) 
• Limited flexibility  
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The past few years have seen a substantial shift in the asset management industry from active to passive investment 

strategies, with investors around the globe buying an increasing number of passive products, such as Exchange Traded 

Funds (ETFs) and Index Funds. This is illustrated in the graph below : 

 

 

Source : Financial times, Morningstar Direct (30 June 2021) 

 

With investors becoming increasingly cost conscious, it is no surprise that low fees are the primary reason for the surge in 

passive funds’ popularity. The growth of passively managed assets has also enhanced the scrutiny of active asset managers, 

especially in low return environments. While it is true that the scope for outperformance from active management is limited 

in efficient markets, economists have rigorously shown that the financial markets cannot be perfectly efficient, implying that 

opportunities for active management to produce alpha certainly exist. 

It is important to note that the definition of what constitutes as active or passive investing is increasingly indistinct. In the 

early days of the debate, there were index trackers on one side, seeking to capture the returns of a market-cap weighted 

benchmark (like the JSE/FTSE All Share index, for example) and active managers striving to beat the market on the other. 

That is no longer the case.  

Today, many passive funds make exclusions from the index from which they are constructed (for example, excluding certain 

sectors or investment vehicles), or they make explicit tilts to certain sectors, geographies, etc, to deliver a return greater than 

the market – the traditional domain of the active manager.  
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The choice between using an active or a passive strategy can, and should, thus not be framed as a binary one. Advisors 

should focus on the benefits related to each method, combining both for greater efficiency and diversity. Instead of looking 

at fees in isolation, the aim should be to achieve the highest net of fees risk-adjusted return subject to the client’s risk 

appetite. Having an entire portfolio managed either passively or actively could prove sub-optimal. 

As an Investment Multi Manager, Seed is agnostic as to whether assets should be managed actively or passively. Instead, 

when we are looking to allocate to a certain asset class, we sift though the entire universe of suitable funds, looking at both 

qualitative and quantitative metrics to determine which fund or manager is most appropriate.  

Active makes sense if we can, through proper due diligence, identify strong managers in a certain asset class who we believe 

can really add value. Historically, our active managers have outperformed their benchmarks over the long term, even after all 

fees. On the other hand, if we want to include exposure to certain areas of the market and we don’t see scope for 

outperformance from active management, we prefer to allocate to passive managers, taking advantage of the lower fees.  

The result is a product that combines the benefits of both approaches where appropriate. As illustrated below, our unit trusts 

currently all have a component of both the passive and active investing styles. Each approach has its benefits, and we assess 

each allocation on its merits. 

 

 
 

Kind regards, 

 

 

 

 

 

 

Lisa Polson B.Com 

Investment Analyst  
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DISCLAIMER 

 

Seed Investment Consultants is an Authorised Financial Services Provider in terms of the Financial Advisory and Intermediary Services Act (Act No. 37 of 

2002). The laws of the Republic of South Africa shall govern any claim relating to or arising from the contents of this document. This document may not be 

amended, reproduced, distributed or published without the prior consent of Seed Investment Consultants. 

  

No guarantee is provided as to the values of any financial product mentioned in this document. All illustrations, forecasts, information and opinions provided 

within this document are of a general nature and are not intended to address the circumstances of any particular individual or entity. This document does 

not  constitute  a solicitation, invitation or investment recommendation. While we endeavour to provide accurate and timely information, all illustrations, 

forecasts or hypothetical data are not guaranteed and are provided for illustrative purposes only. We make no representation or warranty, expressed or 

implied with respect to the correctness, accuracy or completeness of the illustrations, forecasts, information or opinions. No party should act upon such 

information or opinion without obtaining the appropriate professional and specialised financial, legal and tax advice based upon a thorough examination of 

their particular situation. Seed Investment Consultants will not be held liable for any direct or consequential loss or damage suffered by any party as a result 

of that party acting on or failing to act on the basis of information or opinion provided by or omitted from this document.  

 

The value of financial products can increase as well as decrease over time depending on the value of the underlying securities and market conditions. 

Changes in exchange rates may have an adverse effect on the value price or income of any product.  

 

Past performance is not necessarily a guide to future performance. Performance has been calculated using net NAV to NAV numbers with income 

reinvested. The performance for each period shown reflects the return for investors who have been fully invested for that period. Individual investor 

performance may differ as a result of initial fees, the actual investment date, the date of reinvestments and dividend withholding tax. Full performance 

calculations are available from the manager upon request.  

 

Prescient Management Company (RF) (Pty) Ltd are registered and approved under the Collective Investment Schemes Control Act (No.45 of 2002). 

Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term investments. There is no guarantee in respect of capital 

or returns in a portfolio. CIS’s are traded at the ruling price and can engage in scrip lending and borrowing. The CIS may borrow up to 10% of the market 

value of the portfolio to bridge insufficient liquidity. A CIS may be closed to new investors in order for it to be managed more efficiently in accordance with 

its mandate. CIS prices are calculated on a net asset basis, which is the total value of all the assets in the portfolio including any income accruals and less 

any permissible deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian fees and the annual management fee) from the 

portfolio divided by the number of participatory interests (units) in issue. Forward pricing is used. In the event that specific CIS in securities are mentioned 

please refer to the relevant Minimum Disclosure Document in order to obtain all the necessary information in regard to that unit trust. In rare instances 

redemption transactions may be subject to a redemption fee. The applicable Prospectus and Key Investor Information Document will be made available 

upon request. 

 

Please note that there are stipulated cut-off times for all documents, notifications of deposit, investment, redemption and switch applications. These cut-

off times are product or fund specific and the applicable guidelines have been stipulated on the relevant supporting or transaction documents, application 

forms and Minimum Disclosure Documents. Where all required and supporting documentation is not received before the stated cut off  time no service 

provider shall not be obliged to transact at the net asset value price as agreed to. Prices are published daily and are available on the Prescient website at 

www.prescient.co.za.  

 

Investors should at all times remain aware of the risks involved in the buying or selling of any financial product. Where foreign securities are included in a 

portfolio there may be potential  constraints on liquidity and the repatriation of funds, macroeconomic risks, political risks, foreign exchange risks, tax risks, 

settlement risks, and potential limitations on the availability of market information. The investor hereby acknowledges the inherent risk associated with any 

selected investments and that there are no guarantees (Paragraph 6(2)(f) of BN92). The Manager retains full legal responsibility for any third-party named 

portfolio (Paragraph 6(1)(g) of BN92). 

 

For any additional information please visit our website on www.seedinvestments.co.za. 
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