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Past superior performance does not persist 
into the future is the finding of Rogers-
casey research of investment manager per-
formance for the past decade. 

While the study observed some anomalies, the 
results generally confirmed its long-held view. Spe-
cifically, there  is a lack of persistence within most 
equity peer groups and persistence within the core 
fixed income universe. 

Implications For plan trustees
The study provides empirical support for much 

of what we observe anecdotally – chasing above-
median managers will, for the most part, lead to 
disappointing results given the lack of performance 
persistence. In fact, the study suggests that success-
ful manager selection can come from below-median 
managers as they tend to perform better over subse-
quent periods. We know, however, that hiring a suc-
cessful, below median manager is not easy and will 
depend on the governance structure and decision-
making at the committee level. 

It is very difficult for a trustee committee to 
maintain an underperforming manager, particularly 
a manager that has underperformed for what may 

The study used  our EQuest investment manager 
database for the underlying data. The universe was 
narrowed to only include separate accounts with at 
least 10 years of performance data as of December 
31, 2010. Finally, it was limited to the universes 
where robust data points could be reasonably 
assured: 

u U.S. large cap core
u U.S. large cap growth
u U.S. large cap value
u U.S. small cap growth
u U.S. small cap value
u International equity
u U.S. core fixed income
u U.S. core plus fixed income 

The surviving sets of managers were ordered 
into quartiles according to their performance in the 
first five-year period (FFYP – January 1, 2001, to 
December 31, 2005); thereafter, the performance of 
top quartile managers was followed over the sub-
sequent five-year period (SFYP – January 1, 2006, 
to December 31, 2010). Additionally, performance 
persistence was defined as 50 per cent or more of 
the top quartile managers in FFYP remaining in the 
upper half of the peer universe in SFYP.
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appear to be a long period of time. The pressure to 
terminate a manager grows as under-performance 
persists and managers are occasionally terminated 
unnecessarily. The subsequent changes are disrup-
tive and costly.

Conversely, the opposite is equally true. A  
sat isfactory 
p e r f o r m i n g 
manager may 
be undergo-
ing struc-
tural changes 
that could be 
p o t e n t i a l l y 
more alarm-
ing than a 
manager that 
is underper-
forming for 
what is con-
sidered the 
right reasons. 
A success-
ful invest-
ment program 
should be able 
to assess what 
is driving per-
formance. 

It is no secret that long-term outperformance 
requires a high tolerance for short-term underperfor-
mance. An investor cannot experience one without 
the other and on occasion, the short-term may actu-
ally appear quite long. 

As noted previously, the results of the 2010 study 
generally confirmed our long-held view on perfor-
mance persistence. Specifically, we observe a lack of 
persistence within four of the six equity peers group 
and persistence within the U.S. core fixed income 
peer group. Three peer groups that have not histori-

cally demon-
strated per-
sistence did 
so in 2010 – 
U.S. core plus 
fixed income, 
U.S. large 
cap value, and 
U.S. large cap 
core. 

persistence 
Observed

P e r s i s -
tence was 
o b s e r v e d 
within the 
U.S. core and 
U.S. core plus 
fixed income 
peer groups 
during 2010. 

However, persistence within the U.S. core fixed 
income peer group did not come as a surprise. For the 
past 10 years of the performance persistence study, 
the performance of core fixed income managers has 
persisted in nine out of the 10 periods (Figure 1). 

The core plus fixed income managers also dem-

Figure 1

10-Year Data for U.S. Core Fixed Income

U.S. Core Fixed Income
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onstrated persistence during 2010, as 54 per 
cent of the first quartile managers finished 
in the top two quartiles during the SFYP 
(Figure 2). A review of the underlying top 
quartile managers that persisted into the 
SFYP did not identify a discernable com-
mon thread. However, investors should be 
cautioned about using performance screens 
to identify managers within the core plus 
space. After all, of the core plus managers 
that finished in the bottom quartile during 
the FFYP, 69 per cent finished in the top 
two quartiles during the SFYP. This means 
investors using performance screens to 
select a core plus manager five years ago 
would have had a greater chance of suc-
cess choosing from managers in the bottom 
quartile than from the top quartile. 

Within the equity universe, four of the six 
peer groups failed to demonstrate persistence. 
One of the most notable observations of the 
studies is the lack of persistence for U.S. small 
cap growth and value managers. The lack of 
persistence within both peer groups held true 
once again during 2010 (Figures 3 and 4). 
In fact, the small cap value and growth peer 
groups have only demonstrated persistence 
in two of the past 10 years. Clearly, investors 
should steer clear of relying on trailing five-
year performance numbers when selecting 
U.S. small cap equity managers. 

Interestingly, the U.S. large cap core 
peer group demonstrated persistence for 
the third straight year. We believe this per-
sistence can be classified as an anomaly. It 
is not a recognizable trend for a number of 

reasons. Large cap core managers showed 
lack of persistence during the seven years 
prior to 2008 (Figure 5). The years 2008 
and 2009 proved to be quite different as 68 
per cent and 63 per cent of the top quartile 
managers remained in the upper half of the 
large cap core universe during the SFYP, 
respectively. However, the level of persis-
tence in 2010 (54 per cent) was not as sig-
nificant as the level of the two prior years. 
Borrowing from the title of last year’s per-
formance persistence paper, it appears that 
the large cap core peer group is reverting 
back to normal. 

The U.S. large cap value peer group was 
the other equity peer group to persist in 
2010 as 57 per cent of top quartile managers 
from the FFYP remained in the upper two 
quartiles during the SFYP. A review of the 
underlying managers could not identify a 
common characteristic. The group included 
managers of all styles including deep value, 
relative value, and dividend focused. As 
such, the best explanation is that a number 
of stock pickers who performed well during 
the FFYP, by chance or by skill, continued 
to perform well in the SFYP ended in 2010.

Based on these findings, the conclu-
sion is that selecting asset managers based 
on past performance, especially within the 
equity space, will lead to disappointing 
results. When selecting active managers, 
we recommend that investors need to adopt 
a forward-looking approach when selecting 
active managers.         n
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2010 U.S. Core Plus Fixed Income
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2010 U.S. Small Cap Growth Equity
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2010 U.S. Small Cap Value Equity
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10-Year Data for U.S. Large Cap Core Equity
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