
a built-in momentum bias. Neither do passive investing 
strategies anticipate bubbles or other market events. 

“Those are the sorts of environments that give active 
management the opportunity to position itself to outperform,” 
Sharps says. Changes in economic regime, especially, 
create opportunities for active managers to anticipate new 
opportunities and adapt dynamically.  — Howard Moore

T. Rowe Price’s Approach Has Created 
Long-Term Value
T. Rowe Price believes strongly that skilled, 
risk-aware active management has the 
potential to add value for investors over 
longer time horizons. But belief means little 
unless it is backed by consistently superior 
investment performance.

T. Rowe Price’s equity investment 
process relies heavily on bottom-up 
fundamental analysis backed by in-depth 
global research. To determine whether our 
process has created long-term value for 
our clients, we examined the performance 
of 19 of our institutional diversifi ed U.S.-
equity strategies over the 20 years from 
1996 through 2015 (or since inception for 
those strategies that lacked a full 20-year 
performance record). 

These strategies represented almost 80 
percent of all U.S. assets in the domestic 
and global equity strategies advised by the 
fi rm at the time the study was conducted. 
Returns were measured for each strategy 
relative to its designated size and style 
benchmark over every one-, three-, fi ve-, and 
ten-year period, rolled monthly, in the full 
20-year study period. Performance averages 
were then calculated for each time frame. 

Our research found that, net of fees, 
our institutional clients typically have 
been positively rewarded by our active 
U.S. equity investment process (see 
chart, below). Moreover, the likelihood of 
outperformance generally has increased over 
longer time periods.

• Over all rolling three-year periods, 17 of 
19 strategies posted positive excess returns, 

on average, compared to their size and style benchmarks. 
• All 19 strategies posted positive excess returns, on 

average, over all rolling fi ve- and ten-year periods.
• Thirteen of 19 strategies, or nearly 70 percent, 

outperformed their size and style benchmark in every 
rolling ten-year period covered by our study—highlighting 
the importance of taking a patient, long-term approach to 

equity investing. 
Our study challenges the commonly 

held belief that it is not possible for active 
managers to add value in the U.S. equity 
markets—widely regarded as the world’s most 
effi cient capital markets. Again, a long-term 
mindset was rewarded as the value added 
by our process over rolling fi ve-and ten-year 
periods tended to be larger than excess 
returns over one- and three-year periods.

To the extent T. Rowe Price’s diversifi ed 
U.S. equity strategies have been able to 
deliver strong long-term active performance, 
net of fees, over the long run, we believe 
it refl ects the strengths of our investment 
process. Fundamental analysis, backed by 
a well-resourced global research platform, 
is the core of our approach, providing a 
strong foundation for bottom-up stock 
picking. T. Rowe Price’s culture, research 
structure, and compensation practices 
also encourage close collaboration among 
managers, between managers and analysts, 
and between our equity and fi xed-income 
professionals.

These factors will remain central 
to our approach. The strength of our 
investment process and research platform 
gives us confi dence that T. Rowe Price 
can continue to create value for clients 
over longer time horizons. For additional 
information on the complete analysis, visit 
troweprice.com/approach. TThe active–passive debate has been raging for years, and 

lately, fund fl ow fi gures su� est that passive is winning. In 
November 2016 alone, passively managed mutual funds 
collected $67.7 billion of infl ows, according to Strategic 
Insight, whereas actively managed funds sustained 
a� regate net redemptions of $63.9 billion.

The challenges that many active managers face in 
seeking to generate excess returns net of fees and other 
costs have been widely documented. “The academic 
research is, for the most part, irrefutable when you look at 
active management collectively,” says Rob Sharps, co-head 
of global equity at T. Rowe Price. “But it is clear that if you 
do some screening you can identify certain characteristics 
that meaningfully increase the odds of active management 
outperforming the benchmark.”

Reviewing the performance of 19 of its institutional 
diversifi ed active U.S. equity strategies over 20 years, 
T. Rowe Price discovered that they did generate positive 
excess returns, net of fees, versus their designated 
benchmarks over rolling one-, three-, fi ve-, and ten-year 
periods (see sidebar, opposite). As the time periods were 

extended, the likelihood of outperformance grew. Active 
U.S. equity managers demonstrated a better chance of 
outperforming during bear markets and were even found to 
provide a measure of downside risk mitigation. Active also 
outperformed passive during periods when markets displayed 
high return dispersion.

“Part of the reason why the trend toward passive has 
accelerated is that, collectively, active management didn’t do 
a very good job of risk management in the global fi nancial 
crisis,” says Sharps. “But historically, the more diffi cult market 
environments have been times when good active managers 
can and should be able to differentiate themselves.”

Skilled, risk-aware active management has the potential 
to add value over longer time horizons through techniques 
like security selection, sector rotation, and factor weighting. 
Foresightful active managers also benefi t from the ability 
to incorporate major disruptions caused by technological 
innovation and changes in societal trends into their 
thinking. Passive investing strategies do not have that 
capability, and may come with unintended risks. Market-
cap-weighted indexes, like the Standard & Poor’s 500, have 
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a built-in momentum bias. Neither do passive investing 
strategies anticipate bubbles or other market events. 

“Those are the sorts of environments that give active 
management the opportunity to position itself to outperform,” 
Sharps says. Changes in economic regime, especially, 
create opportunities for active managers to anticipate new 
opportunities and adapt dynamically.  — Howard Moore

T. Rowe Price’s Approach Has Created 
Long-Term Value
T. Rowe Price believes strongly that skilled, 
risk-aware active management has the 
potential to add value for investors over 
longer time horizons. But belief means little 
unless it is backed by consistently superior 
investment performance.

T. Rowe Price’s equity investment 
process relies heavily on bottom-up 
fundamental analysis backed by in-depth 
global research. To determine whether our 
process has created long-term value for 
our clients, we examined the performance 
of 19 of our institutional diversifi ed U.S.-
equity strategies over the 20 years from 
1996 through 2015 (or since inception for 
those strategies that lacked a full 20-year 
performance record). 

These strategies represented almost 80 
percent of all U.S. assets in the domestic 
and global equity strategies advised by the 
fi rm at the time the study was conducted. 
Returns were measured for each strategy 
relative to its designated size and style 
benchmark over every one-, three-, fi ve-, and 
ten-year period, rolled monthly, in the full 
20-year study period. Performance averages 
were then calculated for each time frame. 

Our research found that, net of fees, 
our institutional clients typically have 
been positively rewarded by our active 
U.S. equity investment process (see 
chart, below). Moreover, the likelihood of 
outperformance generally has increased over 
longer time periods.

• Over all rolling three-year periods, 17 of 
19 strategies posted positive excess returns, 

on average, compared to their size and style benchmarks. 
• All 19 strategies posted positive excess returns, on 

average, over all rolling fi ve- and ten-year periods.
• Thirteen of 19 strategies, or nearly 70 percent, 

outperformed their size and style benchmark in every 
rolling ten-year period covered by our study—highlighting 
the importance of taking a patient, long-term approach to 

equity investing. 
Our study challenges the commonly 

held belief that it is not possible for active 
managers to add value in the U.S. equity 
markets—widely regarded as the world’s most 
effi cient capital markets. Again, a long-term 
mindset was rewarded as the value added 
by our process over rolling fi ve-and ten-year 
periods tended to be larger than excess 
returns over one- and three-year periods.

To the extent T. Rowe Price’s diversifi ed 
U.S. equity strategies have been able to 
deliver strong long-term active performance, 
net of fees, over the long run, we believe 
it refl ects the strengths of our investment 
process. Fundamental analysis, backed by 
a well-resourced global research platform, 
is the core of our approach, providing a 
strong foundation for bottom-up stock 
picking. T. Rowe Price’s culture, research 
structure, and compensation practices 
also encourage close collaboration among 
managers, between managers and analysts, 
and between our equity and fi xed-income 
professionals.

These factors will remain central 
to our approach. The strength of our 
investment process and research platform 
gives us confi dence that T. Rowe Price 
can continue to create value for clients 
over longer time horizons. For additional 
information on the complete analysis, visit 
troweprice.com/approach. TThe active–passive debate has been raging for years, and 

lately, fund fl ow fi gures su� est that passive is winning. In 
November 2016 alone, passively managed mutual funds 
collected $67.7 billion of infl ows, according to Strategic 
Insight, whereas actively managed funds sustained 
a� regate net redemptions of $63.9 billion.

The challenges that many active managers face in 
seeking to generate excess returns net of fees and other 
costs have been widely documented. “The academic 
research is, for the most part, irrefutable when you look at 
active management collectively,” says Rob Sharps, co-head 
of global equity at T. Rowe Price. “But it is clear that if you 
do some screening you can identify certain characteristics 
that meaningfully increase the odds of active management 
outperforming the benchmark.”

Reviewing the performance of 19 of its institutional 
diversifi ed active U.S. equity strategies over 20 years, 
T. Rowe Price discovered that they did generate positive 
excess returns, net of fees, versus their designated 
benchmarks over rolling one-, three-, fi ve-, and ten-year 
periods (see sidebar, opposite). As the time periods were 

extended, the likelihood of outperformance grew. Active 
U.S. equity managers demonstrated a better chance of 
outperforming during bear markets and were even found to 
provide a measure of downside risk mitigation. Active also 
outperformed passive during periods when markets displayed 
high return dispersion.

“Part of the reason why the trend toward passive has 
accelerated is that, collectively, active management didn’t do 
a very good job of risk management in the global fi nancial 
crisis,” says Sharps. “But historically, the more diffi cult market 
environments have been times when good active managers 
can and should be able to differentiate themselves.”

Skilled, risk-aware active management has the potential 
to add value over longer time horizons through techniques 
like security selection, sector rotation, and factor weighting. 
Foresightful active managers also benefi t from the ability 
to incorporate major disruptions caused by technological 
innovation and changes in societal trends into their 
thinking. Passive investing strategies do not have that 
capability, and may come with unintended risks. Market-
cap-weighted indexes, like the Standard & Poor’s 500, have 
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