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“There are many ways to run into a 
secure and comfortable retirement, 

but doing nothing is not one of them!”
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The Myth of the Passive Investor

Exchange Traded Funds, more 
commonly referred to as “ETF’s” 
have and will continue to 
change the landscape of invest-
ing. According to Pragmatic 
Capitalism. “The rise of low-cost 
indexing is one of the most 
transformational trends in 
modern investing…The rise of 
low-cost diversified index funds 
has changed the meaning of an 
important debate in finance – 
the active vs passive debate.“

Are you an ETF investor?
“Over the three years ended Aug. 31, 
investors added nearly $1.3 trillion to 
passive mutual funds and passive 
exchange-traded funds, while draining 
more than a quarter trillion from active 
funds, according to Morningstar Inc.”

The idea of “passive” investing is “romantic” in nature. It’s a world where everyone just 
invests some money, the markets rise 7% annually and everyone one’s a winner. 

Unfortunately, the markets simply don’t function that way!

The switch from active management is common 
when things are good!  (See chart to the right. This 
phenomenom occurs during bull markets) While 
the idea of passive indexing works while all prices 
are rising, the reverse is also true. The problem is 
that once prices begin to fall the previously “pas-
sive indexer” becomes an “active panic seller.” 
With the flood of money into “passive index” and 
“yield funds,” the tables are once again set for a 
dramatic and damaging ending. The reality is that 
we are all discretionary decision makers in our 
portfolios. Even the choice to do nothing is a 
discretionary decision. Therefore, many indexing 
approaches aren’t all that ‘passive’...

So be careful! ‘Embracing passive investing is exactly this sort of ‘cover your eyes and buy’ sort of attitude. 
Would you embrace the very same price-insensitive approach in buying a car? A house? Your clothes? Of course 
not. We are all very price-sensitive when it comes to these things. So why should investing be any different?'”


