A conversation with ChatGPT

ChatGPT (Chat Generative Pre-trained Transformer) is an artificial intelligence (Al) trained by a
group called OpenAl to interact with people in a conversational way. The dialogue format makes it
possible for ChatGPT to answer follow-up questions, admit its mistakes, challenge incorrect
premises, and reject inappropriate requests. It is freely available to try out at
https://chat.openai.com/

| had a conversation (over the Internet) with Chat GPT. | have included a transcript of that
conversation below.
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& ' (Mark Dixon) Do managed investments consistently outperform index funds?

; (ChatGPT) No, managed investments do not consistently outperform index funds.
While some managed funds may outperform the market in a given year, the majority of
actively managed funds do not outperform their benchmark index over the long term.

Studies have shown that, on average, the returns of actively managed funds are not
significantly higher than those of passively managed index funds, and they often
underperform their benchmark index after accounting for fees. Additionally, because actively
managed funds have higher fees than index funds, their returns are often lower, even when
they do outperform the market.

It's also worth noting that past performance is not indicative of future results, and that no
investment strategy can guarantee a return. Ultimately, the decision between managed
investments and index funds should be based on an individual's investment goals, risk
tolerance, and investment timeline, rather than the expectation of consistently outperforming
the market.
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A . What studies showed that difference in performance?

&

S&P Dow Jones Indices' SPIVA (S&P Indices Versus Active) scorecards: These annual reports
track the performance of actively managed funds versus their benchmark indices, and they
consistently show that a majority of actively managed funds underperform their benchmark
indices over various time periods.

Some of the more notable studies include:

Russell Investments' annual analysis: This analysis compares the performance of actively
managed funds to passively managed index funds, and it consistently shows that a large
percentage of actively managed funds underperform their benchmark indices over various
time periods.
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Morningstar's Fund Market Reports: These reports provide data and analysis on mutual funds
and exchange-traded funds, and they have consistently shown that a large percentage of
actively managed funds underperform their benchmark indices over various time periods.

These studies, along with many others, demonstrate that actively managed investments do
not consistently outperform index funds, and that passively managed index funds are a cost-
effective and reliable investment option for many investors.
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e A Please summarize the S&P Dow Jones Indices' SPIVA.

@ The S&P Dow Jones Indices' SPIVA (S&P Indices Versus Active) scorecards are
annual reports that track the performance of actively managed funds versus their benchmark
indices. The scorecards compare the returns of actively managed funds in various categories,
such as domestic equity, international equity, and fixed income, to the returns of relevant
benchmark indices, such as the S&P 500, the MSCI EAFE, and the Barclays Aggregate Bond
Index.

The SPIVA scorecards consistently show that a large percentage of actively managed funds
underperform their benchmark indices over various time periods, including one year, three
years, five years, and ten years. The results highlight the difficulty of consistently
outperforming the market, and they suggest that passive investment strategies, such as index
funds, may be a cost-effective and reliable investment option for many investors.

In summary, the S&P Dow Jones Indices' SPIVA scorecards provide annual data and analysis
on the performance of actively managed funds versus benchmark indices, and they
consistently demonstrate that a large percentage of actively managed funds underperform the
market over the long term.
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@ Russell Investments' annual analysis is a research report that compares the
performance of actively managed funds to passively managed index funds. The report
analyzes the returns of actively managed funds in various asset classes, such as domestic
equity, international equity, and fixed income, and compares them to the returns of relevant
benchmark indices, such as the Russell 1000, the Russell Developed ex-U.S. Index, and the
Barclays U.S. Aggregate Bond Index.

Please summarize the Russell Investments' annual analysis.

The report consistently shows that a large percentage of actively managed funds
underperform their benchmark indices over various time periods, including one year, three
years, five years, and ten years. The results highlight the difficulty of consistently
outperforming the market, and they suggest that passive investment strategies, such as index
funds, may be a cost-effective and reliable investment option for many investors.
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In summary, the Russell Investments' annual analysis provides annual data and analysis on
the performance of actively managed funds versus benchmark indices, and it consistently
demonstrates that a large percentage of actively managed funds underperform the market
over the long term.
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[y | ; Please summarize Morningstar's Fund Market Reports.

@ Morningstar's Fund Market Reports are research reports that provide data and
analysis on mutual funds and exchange-traded funds (ETFs). The reports provide information
on fund performance, fees, and other important metrics, and they are used by investors and
financial advisors to evaluate the quality and suitability of various funds.

The Fund Market Reports consistently show that a large percentage of actively managed funds
underperform their benchmark indices over various time periods, including one year, three
years, five years, and ten years. The reports also highlight the higher fees associated with
actively managed funds, compared to passively managed index funds, and they suggest that
passive investment strategies, such as index funds, may be a cost-effective and reliable
investment option for many investors.

In summary, Morningstar's Fund Market Reports provide comprehensive data and analysis on
mutual funds and ETFs, and they consistently demonstrate that a large percentage of actively
managed funds underperform the market over the long term, due in part to higher fees.
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& ¢ List ten other studies which demonstrate that actively managed investments do
not consistently outperform index funds.
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1. "Persistence Scorecard" by Morningstar: This annual report analyzes the performance of
actively managed funds over various time periods and shows that only a small percentage
of funds are able to consistently outperform their benchmark indices.

2. "The Efficient Frontier" by Dimensional Fund Advisors: This study provides data and
analysis on the performance of actively managed funds versus passively managed index
funds, and it shows that, on average, actively managed funds underperform their
benchmark indices after accounting for fees.

3. "Passive Wins, Active Loses" by Vanguard: This study provides data and analysis on the
performance of actively managed funds versus passively managed index funds, and it
shows that, on average, actively managed funds underperform their benchmark indices
over the long term.

4. "The Case for Index Fund Portfolios" by Charles Schwab: This study provides data and
analysis on the performance of actively managed funds versus passively managed index
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funds, and it shows that, on average, passively managed index funds outperform actively
managed funds over the long term.

5. "The Arithmetic of Active Management" by Francis M. Kinniry Jr., Colleen M. Jaconetti,
Michael A. DiJoseph, and Yan Zilbering: This study provides data and analysis on the
performance of actively managed funds versus passively managed index funds, and it
shows that, on average, passively managed index funds outperform actively managed
funds after accounting for fees.

6. "The Performance of Active Management in Emerging Markets" by MSCI: This study
provides data and analysis on the performance of actively managed funds in emerging
markets, and it shows that, on average, actively managed funds underperform their
benchmark indices over the long term.

7. "The Performance of Active Management in Europe" by MSCI: This study provides data
and analysis on the performance of actively managed funds in Europe, and it shows that,
on average, actively managed funds underperform their benchmark indices over the long
term.

8. "The Performance of Active Management in the United States" by MSCI: This study
provides data and analysis on the performance of actively managed funds in the United
States, and it shows that, on average, actively managed funds underperform their
benchmark indices over the long term.

9. "The Cost of Active Management" by the Capital Group: This study provides data and
analysis on the costs associated with actively managed funds, and it shows that higher fees
can significantly reduce the returns of actively managed funds over the long term.

10. "The Impact of Expense Ratios on Mutual Fund Returns"” by John C. Bogle: This study
provides data and analysis on the relationship between mutual fund fees and returns, and
it shows that higher fees can significantly reduce the returns of actively managed funds
over the long term.
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e AL How about individual stock picking?

@ Individual stock picking refers to the practice of selecting individual stocks for
investment purposes, rather than investing in a diversified portfolio of stocks through an
index fund or a similar passive investment strategy. While some investors believe that they
can outperform the market by carefully selecting individual stocks, the majority of studies and
data show that individual stock picking is a difficult and challenging task, and it is not likely to
lead to consistent outperformance of the market.

Studies have shown that a vast majority of individual investors, as well as professional money
managers, are unable to consistently outperform the market through individual stock picking.
Additionally, individual stock picking often involves higher fees and higher risk, as compared
to passive investment strategies like index funds. This is because individual stocks are often
subject to greater volatility and are more susceptible to company-specific risks, such as
changes in management or regulatory issues.

In summary, individual stock picking is a challenging task, and the majority of studies and
data suggest that it is unlikely to lead to consistent outperformance of the market. It is often
associated with higher fees and higher risk, compared to passive investment strategies like
index funds.
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§0 a0t Does that apply to ASX too, or only to the US markets?

@ The results of the studies and data on individual stock picking apply to the stock
markets of many countries, including the ASX (Australian Securities Exchange). The data
suggest that individual stock picking is a difficult and challenging task, and it is unlikely to
lead to consistent outperformance of the market in any stock market. This holds true for both
the US markets and the ASX, as well as for many other stock markets around the world.

The stock market is a highly efficient marketplace, and it is difficult for individual investors or
professional money managers to consistently generate returns that are significantly higher
than the market average. This is due to a number of factors, including the prevalence of
market-wide information, the presence of numerous participants with access to the same
information, and the tendency of the market to rapidly incorporate new information into
stock prices.

In summary, the results of studies and data on individual stock picking apply to the stock
markets of many countries, including the ASX, and they suggest that individual stock picking is
a difficult and challenging task that is unlikely to lead to consistent outperformance of the
market.
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Ead U Thanks ChatGPT.
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You're welcome! If you have any more questions, feel free to ask.
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