
 

 

Smart or dumb? 

"The Edge is an excellent source for serious asset allocators looking to complement their own diligence of 

special situations." 

-Tom Hendrickson, Chief Investment Officer, Sunsetter Capital, Canada 

THE INVESTOR'S EDGE 

Biweekly Education Saving You Time & Money in Investing 

Dumb Beta – Real Returns? 

Do you really understand what is meant by “Quantitative Trading,” “High Touch,” “Machine Learning,” “Robotic 

Advisor” and “Smart Beta?” Well, if you do, it’s probably better than most.  

The polarization and distinction between Passive and Active management seems to be narrowing. The Active guys 

realize that they must look at some sort of tech, and the Passive guys realize that life is more than just numbers. Smart 

Beta is that halfway house, but isn’t that a hybrid sort of value investing? Smart Beta funds have recorded huge growth 

and are on course to hit $1tn in assets by the end of 2017. 

Let’s take a step back. On the face of it, it seems difficult not to get wrapped up in it all. Machines are doing what we do 

a lot quicker and cheaper with better returns. The natural inclination is to get on board, and quick! Passive investing is 

getting the popular vote. Through the first five months of this year, investors steered $338 billion into passive mutual 

funds and ETFs – that’s on top of last year’s record inflows of $506 billion, according to Morningstar. Active funds still 

manage more assets though. 
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So, let’s look at the facts of the machine-led army. Quant funds are surprisingly lagging this year. At Two Sigma 

Investments LLC, the $45 billion firm’s flagship Compass fund is down 2.5% this year through May 31; AHL 

Dimension, a $5.2 billion fund that is the biggest managed by Man Group PLC’s Man AHL unit, is up just 2.2% this 

year through June 9; and Winton Group’s $10.5 billion Winton Futures Fund rose just 1.4% through June 7. It fell 3% 

last year and climbed less than 1% in 2015. The firm recently cut fees charged to its investors. Blackrock and Goldman 

Sachs are other firms which have underperformed on the quant side this year.  

Most of the hedge fund strategies run by machines that lost out from moves did so because their algorithms simply 

follow market momentum. A break in the trends that those algorithms have spotted, therefore, tends to hurt them. 

Brexit was a classic example. As an investor, you should ask yourself if you think the market will go through a period of 

volatility again (which I sincerely believe it will), are your machines going to perform? If you think we are going to have 

zero volatility the next few decades, probably stay in that space that will inevitably overcrowd and then present its own 

problems. 

 

Not so polarized anymore… 

The flight from active shows signs of slowing: Investors pulled a record $343 billion from active funds last year, but so 

far this year, the exodus has shrunk to just $6 billion. June marks the fourth straight month when more than half of 

large-cap managers beat their benchmarks – the longest such streak since at least 2009, according to BofA Merrill 

Lynch. 

So how should you position yourself? Well, I’m naturally biased towards active, because we have helped our clients 

outperform over time and we look at situations where there are catalysts that trend-following systems have no data 

for. Consequently, and I’ve said this before, we are the smart beta. We recommend long as well as short ideas and it’s 

not dependent on volatility in the market and we avoid overcrowded names. Over the recent months, I’ve seen a lot of 

enquiries from quant type funds, looking to add to their machine strategies. Lastly, as regular readers will know, I’m a 

big buyer of technology if it helps. If fact I wrote an article a few weeks back entitled “Don’t Fear the Machines”. For the 

meantime, stick to basics. Look for value where no one else does and if you read about a good strategy, you have 

probably missed it. 

Jim Osman 

CEO  

jo@edgecgroup.com 
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Like This? Want More? 

Contact us for a 10-minute chat here. Grab value from our LinkedIn group here. 

How do our ideas do? Take a look at our performance across 9 consecutive quarters. 

 

Make a Return on Investment. Partner with The Edge. 

Visit our Website. 

“The Edge helped us put on larger positions faster by assisting in developing conviction.” 

-Chand Sooran, Value Investor, New York 

Test today if The Edge Group can deliver you value you  
can’t get anywhere else in the world... 

 

 

 

Want Investment Ideas Real Time?  
Follow us on Twitter: @edgecgroup 

The Edge Consulting Group LLC 
GREATER NEW YORK: 89 Headquarters Plaza | Morristown | NJ 07960 | +1 (973) 867 7760 

LONDON: 27 Old Gloucester Street | London | WC1N 3AX | +44 (0) 845 459 7103 
www.edgecgroup.com 

Click Here to Contact The Edge 
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