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Flight to Passive Creating Opportunities for Active
October 19, 2016
A few weeks ago, my colleague David Ricci wrote about the short-term focus of the market right now, explaining
why we, as large-cap growth managers, prefer a different approach. But one thing he didn’t touch on was the fact
that the problem is compounded for passive investors.
As David explained, many managers tend to react to short-term events such as Brexit. Many are chasing dividend
yield in a flight to safety. As a result, certain stocks, such as consumer staples, have become momentum stocks
even though their growth prospects aren’t very appealing.
That may work for now, but ultimately there will be a reversal. And consider the result for passive investors. If
you’re buying an index, and consumer staples are a significant part of that investment, you’re buying a lot of
consumer staples at all-time highs.
That was the case with technology back in 1999, when technology was half of the Russell 1000 Growth Index.
Buying that index wasn’t a smart move, as we learned over a two- or three-year period when the technology
bubble burst.
We’re happy with the strength of our own active strategy relative to passive strategies, but as more investors go
passive, even more opportunities should arise for active managers. Money pouring into index funds creates
inefficiencies in the market. That’s because this money is blindly buying an index.
There is no research being done by passive investors to understand the investment. They are simply treating every
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stock, every company, as a commodity.
We believe this approach is misguided because companies are not commodities; every company is different. Our
approach, in contrast, focuses on structurally advantaged, quality growth companies that we believe are
substantially better than the average company.
We do a lot of work to understand our investments and the mispricing of the stock in the market. By taking a longterm view, we believe we can generate better-than-index returns for our investors with this approach.
Certainly, it’s been a tough environment for active managers over the past five years. However, we believe this will
revert, creating even more opportunities for active managers.
We’re already seeing this a bit on the institutional side, where money that’s been passive is now interested in
active because some institutional investors realize that the flight to passive just can’t continue at its current pace.
When the pendulum swings too far in one direction, eventually it will correct itself. As the environment for active
managers improves, those who have a defined philosophy and process stand to benefit. That’s where the William
Blair Large Cap Growth strategy operates.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair &
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication,
without express written consent.

