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• �In a recent study in the Journal of Investing, the authors analyzed equity fund performance, net-of-fees, and
calculated the periods of relative underperformance by equity funds with at least a 10-year track record that
outperformed their benchmark from 1995 through 2019 (“the sample period”).1 In the chart above, the
magnitude of drawdown for each fund refers to the cumulative peak-to-trough loss in performance relative to
its benchmark

• �Their findings reveal that nearly all of the funds that outperformed during the sample period, experienced 
drawdowns of at least 10% relative to their benchmark. In fact, more than half experienced drawdowns of at least 
20%, and almost a third of managers experienced a drawdown in excess of 30%. Moreover, the study also found 
that these drawdowns can be lengthy, with managers experiencing, on average, one continuous drawdown lasting
two years or more.

• �While periods of relative underperformance can be frustrating to investors, they are common, as evident in
the chart above. We have written that evaluating managers based on short-term performance may not be
prudent. We believe that investors may be well served by assessing specific fund characteristics, such as
long-term performance2 and manager independence3 (i.e., lack of affiliation with investment banks, reducing
potential conflicts of interest in holding a disproportionate amount of a company’s shares).

Par for the Course?
For anyone in a results-focused occupation — from athletes to sales professionals — periods of 
performance setbacks are common. The same can happen with professional investors, given 
the inevitable ebbs and flows of the market environment. How often do investment managers 
experience relative drawdowns — the maximum loss in performance compared to their 
benchmark — and how severe have they been in the past? 

% of Outperforming Funds Experiencing Various Drawdowns 
Relative to Their Benchmark

Source: Chris Tidmore and Andrew Hon, “Patience with Active Performance Cyclicality: It’s Harder Than You Think,” Journal of Investing, 
June 2021. The researchers evaluated all US-domiciled, Morningstar nine-style-box US active equity, emerging markets, and developed 
market foreign funds with a minimum of 10 years of performance data over the period from January 1, 1995, to December 31, 2019, 
relative to their style benchmark and identified all net outperforming funds (1,173 funds).1 The data in the chart above indicates the worst 
drawdown of each outperforming fund over the sample period, relative to its style benchmark. 
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The views expressed are the views of Fred Alger Management, LLC (“FAM”) and its affiliates as of September 2023. These views are subject to change at any time and may 
not represent the views of all portfolio management teams. These views should not be interpreted as a guarantee of the future performance of the markets, any security 
or any funds managed by FAM. These views are not meant to provide investment advice and should not be considered a recommendation to purchase or sell securities. 

Risk Disclosures: Investing in the stock market involves risks, including the potential loss of principal. Growth stocks may be more volatile than other stocks as their 
prices tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Local, regional or global 
events such as environmental or natural disasters, war, terrorism, pandemics, outbreaks of infectious diseases and similar public health threats, recessions, or other 
events could have a significant impact on investments. Foreign securities involve special risks including currency fluctuations, inefficient trading, political and economic 
instability, and increased volatility. Past performance is not indicative of future performance. Investors whose reference currency differs from that in which the 
underlying assets are invested may be subject to exchange rate movements that alter the value of their investments. 

Important Information for US Investors: This material must be accompanied by the most recent fund fact sheet(s) if used in connection with the sale of mutual fund 
and ETF shares. Fred Alger & Company, LLC serves as distributor of the Alger mutual funds.

Important Information for UK and EU Investors: This material is directed at investment professionals and qualified investors (as defined by MiFID/FCA regulations). 
It is for information purposes only and has been prepared and is made available for the benefit investors. This material does not constitute an offer or solicitation to any 
person in any jurisdiction in which it is not authorized or permitted, or to anyone who would be an unlawful recipient, and is only intended for use by original recipients and 
addressees. The original recipient is solely responsible for any actions in further distributing this material and should be satisfied in doing so that there is no breach of 
local legislation or regulation. 

Certain products may be subject to restrictions with regard to certain persons or in certain countries under national regulations applicable to such persons or countries.

Alger Management, Ltd. (85 Gresham Street, Suite 308, London EC2V 7NG, UK) is authorized and regulated by the Financial Conduct Authority, for the distribution of 
regulated financial products and services. FAM and/or Weatherbie Capital, LLC, U.S. registered investment advisors, serve as sub-portfolio manager to financial 
products distributed by Alger Management, Ltd.

Alger Group Holdings, LLC (parent company of FAM and Alger Management, Ltd.), is not an authorized person for the purposes of the Financial Services and Markets Act 
2000 of the United Kingdom (“FSMA”) and this material has not been approved by an authorized person for the purposes of Section 21(2)(b) of the FSMA.

Important information for Investors in Israel: This material is provided in Israel only to investors of the type listed in the first schedule of the Securities Law, 1968 (the 
“Securities Law”) and the Regulation of Investment Advice, Investment Marketing and Investment Portfolio Management Law, 1995. The Fund units will not be sold to 
investors who are not of the type listed in the first schedule of the Securities Law.

© 2023 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or 
distributed; and (3) is not warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising 
from any use of this information. Past performance is no guarantee of future results. A subscription fee is paid to Morningstar to access research, ratings, rankings and other 
investment tools.
1The study took the oldest share class for all US-domiciled actively managed open-end equity funds in the Morningstar Direct database (including surviving and obsolete funds) 
during the 25 years ended December 31, 2019. The study then removed any fund with fewer than 10 holdings or less than 10 years of returns, along with any fund not categorized 
in the traditional US Morningstar nine-box style factors, emerging markets, foreign large capitalization, or foreign small-/mid-cap categories during the sample period, which 
produced a sample of 2,593 funds. Next, using each fund’s relevant Morningstar style benchmark, each fund’s cumulative net excess return over the sample period was 
calculated. Funds with a positive cumulative return, net of expense ratio, were labeled “outperformers,” resulting in 1,173 funds that outperformed.  By category, the sample was 
made up of 83 US large-cap blend, 192 US large-cap growth, 88 US large-cap value, 27 US mid-cap blend, 85 US mid-cap growth, 24 US mid-cap value, 97 US small-cap blend, 
156 US small-cap growth, 61 US small-cap value, 235 foreign large-cap, 48 foreign small-/mid-cap, and 77 diversified emerging market funds.
2Donoho, Crenian, Scanlan, 2010.
3Hao, Q., and X. Yan. “The Performance of Investment Bank-Affiliated Mutual Funds: Conflicts of Interest or Informational Advantage?” Journal of Financial and Quantitative 

Analysis, 2012.
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