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Percent of US Equity Funds Outperformed by Benchmarks
As of December 31, 2010

Fund Category Comparison Index One Year Three Year Five Year Ten Year
All US Equity Funds 68.84 68.67 67.94 77.56
Large-Cap Core Russell 1000 Index 84.46 69.63 72.13 92.31
Large-Cap Value Russell 1000 Value Index 85.78 52.82 56.52 91.79
Large-Cap Growth  Russell 1000 Growth Index 67.86 81.22 85.32 84.79
Mid-Cap Core Russell Midcap Index 76.07 65.04 67.89 84.42
Mid-Cap Value Russell Midcap Value Index 77.78 58.00 66.27 76.47
Mid-Cap Growth Russell Midcap Growth Index 54.17 74.13 68.98 80.87
Small-Cap Core Russell 2000 Index 65.97 63.74 65.31 69.00
Small-Cap Value Russell 2000 Value Index 40.74 53.04 47.78 58.02
Small-Cap Growth  Russell 2000 Growth Index 68.25 79.36 76.81 74.31
Multi-Cap Core Russell 3000 Index 71.07 64.58 66.15 76.71
Multi-Cap Value Russell 3000 Value Index 70.78 61.21 64.63 73.29
Multi-Cap Growth Russell 3000 Growth Index 48.89 83.06 79.73 70.89
Real Estate Funds  Dow Jones US Select REIT Index 61.90 66.39 57.32 69.00

As of December 31, 2010. Outperformance is based on equal-weighted fund counts. Funds with multiple share classes are
aggregated to the fund level. Data Source: CRSP Survivor-Bias-Free US Mutual Fund Database. Russell data copyright © Russell
Investment Group 1995-2011, all rights reserved.
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Advocates of actively managed strategies argue that managers can apply their knowledge and skill to enhance returns. Using fundamental research or economic and market analysis as their tools, these managers try to outperform the market by predicting the future direction of individual stocks, sectors, or markets.

However, when performance results are put to the test, the data confirm that most active managers typically fail to add value. The longer the time period, the more likely they are to underperform their respective benchmark.

The above chart offers recent evidence, based on one-, three-, five-, and ten-year return periods ending December 31, 2010. The columns show major categories of actively managed US funds and the percentage of each group outperformed by a respective Russell index. (The analysis used active manager returns from the CRSP Survivor-Bias-Free US Mutual Fund Database, and the managers are grouped according to their major fund category.) 

Although the majority of managers in some categories outperformed in the most recent one-year period, their success rate dropped considerably over longer periods. Overall, US managers failed to match their respective index, with their failure rate climbing from 68.84% over one year to 77.56% over ten years.

Only one fund category had fewer than half of the managers underperform over five years (47.78% for small cap value), and no categories had a majority of managers beat their benchmark over ten years. In fact, for the decade, active manager underperformance ranged from 58% to 92%.
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