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Plan Benefits of Passive Choices Beyond Large-Cap
Whether your plan lineup is offered as a core group or through various
investment tiers, extending its options to include passive choices in the smalland mid-cap asset classes can add value. As illustrated in S&P Indices Versus
Active (SPIVA) Scorecard: Year-End 2010 and in the table below, for the fiveyear period ending December 31, 2010, only 21.81% of active mid-cap funds
outperformed the S&P MidCap 400, and similarly, only 36.98 of active smallcap funds outperformed the S&P SmallCap 600.1
Percentage of U.S. Equity Funds Outperformed by Benchmarks

Active managers
who outperform
benchmarks
rarely do so in
consecutive
periods.

Fund Category

Benchmark

3-Year (%)

5-Year (%)

All Mid-Cap Funds

S&P MidCap 400

83.90

78.19

All Small-Cap Funds

S&P SmallCap 600

70.11

63.02

Source: S&P Indices, CRSP. Data as of December 31, 2010. Charts are provided for
illustrative purposes. Past performance is not a guarantee of future results.

Furthermore, those active managers who do outperform benchmarks in one
period rarely do so in subsequent periods according to historical research
available in the latest edition of the S&P Persistence Scorecard.2 As shown in
the table below, relatively few top quartile active funds maintain their
outperformance over time. Additionally, over a typical period of several years,
a significant number of small- and mid-cap funds may merge, liquidate, or
change style, sometimes altering the asset class lineup of plans which offer
them. In contrast, passive choices remove the risk of top-performing
managers failing to repeat their performance from one period to the next. They
also offer pure asset class exposure without style slippage, preserving a plan’s
asset allocation offering through time.
Three-Year Transition Matrix (March 2008-March 2011): Performance over Two
Non-Overlapping Three-Year Periods
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Source: S&P Indices. Data from March 31, 2008 through March 31, 2011. Charts are provided for illustrative purposes. Past
performance is not a guarantee of future results.
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Source: SPIVA Scorecard: Year-End 2010. Available at www.spiva.standardandpoors.com.
Source: S&P Persistence Scorecard: May 2011. Available at www.spiva.standardandpoors.com.
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Active management fees also tend to be high for small- and mid-cap products,
as shown in the table below. Reducing this expense burden is another way
fiduciaries can contribute to better plan outcomes.
Funds in Lipper Categories (All Share Classes)
Mid-Cap (%)

Small-Cap (%)

1.84

1.72

Median Expense Ratio

1.41

1.53

Asset-Weighted Avg

0.87

0.92

Avg Expense Ratio

Over the last
fifteen years,
mid-caps have
carved a path
of their own.

Source: Factset, Lipper. Data available as of December 31, 2010. Charts are
provided for illustrative purposes. Past performance is not a guarantee of future
results.

In Volatile Markets, Does Active Management Pay?
One of the most enduring investment myths is the belief that active management
has a distinct advantage in bear markets due to the ability to shift rapidly into
cash or defensive securities. In the year-end 2008 edition of the SPIVA
Scorecard, we examined bear market returns, and found strong evidence to
dispel this idea (see chart below).3
Percentage of Active Funds Outperformed by Benchmarks in Bear Markets
2008 (%)

2000-2002 (%)

All Mid-Cap Funds

74.70

77.30

All Small-Cap Funds

83.80

71.60

Source: S&P Indices, CRSP. Data as of December 31, 2008. Charts are
provided for illustrative purposes. Past performance is not a guarantee of future
results.

Solutions to Improve Participant Outcomes

\\\

Although sometimes overlooked, mid-caps form a unique asset class whose
performance is distinct from that of both large- and small-cap equities. Exposure
to this market segment offers investments in companies which, as a group, may
undergo rapid growth as businesses reach scale. As shown in the graph on the
following page, mid-cap stocks have carved a path which is distinct from those of
large- and small-caps over the last fifteen years.
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Source: SPIVA Scorecard: Year-End 2008. Available at www.spiva.standardandpoors.com.
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Performance of the S&P 500, S&P MidCap 400 and S&P SmallCap 600
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Source: S&P Indices. Daily data from Janauary 3, 1995 through December 31, 2010. Charts are provided for illustrative
purposes. Past performance is not a guarantee of future results.

While many defined contribution plans use active funds to offer mid- and smallcap exposure, passive choices can help to alleviate active risk and may lower
overall plan costs. In research conducted by S&P Indices, a mere 16% of plans
offered passive mid-cap investments, and only 20% offered passive small-cap
investments.4 Nevertheless, the SPIVA Scorecard shows that only a minority of
active small- and mid-cap fund managers tend to beat the market in any given
period.

Percentage of Plans with Index Funds
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Source: Sample of 150 DC plans in the Money Market Database (MMD). Data as of April 2011.
Graphs are provided for illustrative purposes. Past performance is not a guarantee of future
results.
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The S&P MidCap 400 and S&P SmallCap 600 are transparent, investable
measures of the mid- and small-cap market segments. By offering investment
products replicating these two leading benchmarks in their DC plans, sponsors
may be able to enhance participant outcomes while typically lowering overall
plan costs.
For additional information about passive investing beyond large-caps, visit
www.equityindices.standardandpoors.com.
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Disclaimer
This document does not constitute an offer of services in jurisdictions where Standard & Poor’s or its affiliates do not have the necessary
licenses. Standard & Poor’s receives compensation in connection with licensing its indices to third parties.
All information provided by Standard & Poor’s is impersonal and not tailored to the needs of any person, entity or group of persons. Standard
& Poor’s and its affiliates do not sponsor, endorse, sell, promote or manage any investment fund or other vehicle that is offered by third parties
and that seeks to provide an investment return based on the returns of any Standard & Poor’s index. Standard & Poor’s is not an investment
advisor, and Standard & Poor’s and its affiliates make no representation regarding the advisability of investing in any such investment fund or
other vehicle. A decision to invest in any such investment fund or other vehicle should not be made in reliance on any of the statements set
forth in this document. Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully
considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared by
or on behalf of the issuer of the investment fund or other vehicle. Inclusion of a security within an index is not a recommendation by Standard
& Poor’s to buy, sell, or hold such security, nor is it considered to be investment advice.
Exposure to an asset class is available through investable instruments based on an index. It is not possible to invest directly in an index.
There is no assurance that investment products based on the index will accurately track index performance or provide positive investment
returns. Standard & Poor's is not a tax advisor. A tax advisor should be consulted to evaluate the impact of tax-exempt securities on
portfolios and the tax consequences of making any particular investment decision.
Standard & Poor’s does not guarantee the accuracy and/or completeness of any Standard & Poor’s index, any data included therein, or any
data from which it is based, and Standard & Poor’s shall have no liability for any errors, omissions, or interruptions therein. Standard & Poor’s
makes no warranties, express or implied, as to results to be obtained from use of information provided by Standard & Poor’s and used in this
service, and Standard & Poor’s expressly disclaims all warranties of suitability with respect thereto. While Standard & Poor’s has obtained
information believed to be reliable, Standard & Poor’s shall not be liable for any claims or losses of any nature in connection with information
contained in this document, including but not limited to, lost profits or punitive or consequential damages, even if it is advised of the possibility
of same. These materials have been prepared solely for informational purposes based upon information generally available to the public from
sources believed to be reliable. Standard & Poor’s makes no representation with respect to the accuracy or completeness of these materials,
the content of which may change without notice. The methodology involves rebalancings and maintenance of the indices that are made
periodically during each year and may not, therefore, reflect real-time information.
Analytic services and products provided by Standard & Poor’s are the result of separate activities designed to preserve the independence and
objectivity of each analytic process. Standard & Poor’s has established policies and procedures to maintain the confidentiality of non-public
information received during each analytic process. Standard & Poor's and its affiliates provide a wide range of services to, or relating to, many
organizations, including issuers of securities, investment advisers, broker-dealers, investment banks, other financial institutions and financial
intermediaries, and accordingly may receive fees or other economic benefits from those organizations, including organizations whose
securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.
Copyright © 2011 by Standard & Poor’s Financial Services LLC. All rights reserved.
Redistribution, reproduction and/or photocopying in whole or in part is prohibited without written permission.
S&P, S&P MidCap 400, S&P 500, S&P SmallCap 600, and STANDARD & POOR’S are registered trademarks of Standard & Poor’s Financial
Services LLC.
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