
All aboard the crazy train...

“If everybody indexed, the only word you could use is 
chaos, catastrophe…The markets would fail.” 

- John Bogle, May 2017 
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Why have markets historically functioned as 

discounting mechanisms?

Q: You are a PM with 5% cash in your portfolio and you receive a 1% new inflow/(outflow)... what is the 
likelihood (expressed as numeric probability without %, e.g. 50) that you will immediately deploy the funds (or 
sell securities to meet redemption) given normalized (Shiller-type) benchmark valuation?

Source: Proprietary survey of 408 investors subscribing to RealVision, Logica calculations 2
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If participants discount, valuation is endogenous…
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As Passive share increases, the market “loses” its endogenous 

valuation limits.  This means flows not valuation are the key 

determinants of return.

Winter Forum
February 4-5, 2020
San Francisco, CA

Source: Proprietary survey of 408 investors subscribing to RealVision, Logica calculations 4



Introduction of Passive Has Little Initial Impact… 

But Rapidly Dominates
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Source: Proprietary survey of 408 investors subscribing to RealVision, Logica calculations

Parameters

• Passive starts 

25% share

• Passive share 

gain of 0.5% per 

year

Outputs

• At inflows above 

~30% passive 

share, markets 

become convex

• Outflows of 

passive above 

~40% share 

result in collapse
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Introduction of Passive Has Little Initial Impact… 

But Rapidly Dominates

Source: Compustat, Logica calculations 6
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Introduction of Passive Has Little Initial Impact… 

But Rapidly Dominates

0.0

0.5

1.0

1.5

2.0

2.5

3.0

D
ec

-9
0

A
p

r-
9

2

A
u

g-
9

3

D
ec

-9
4

A
p

r-
9

6

A
u

g-
9

7

D
ec

-9
8

A
p

r-
0

0

A
u

g-
0

1

D
ec

-0
2

A
p

r-
0

4

A
u

g-
0

5

D
ec

-0
6

A
p

r-
0

8

A
u

g-
0

9

D
ec

-1
0

A
p

r-
1

2

A
u

g-
1

3

D
ec

-1
4

A
p

r-
1

6

A
u

g-
1

7

D
ec

-1
8

P
ri

ce
/S

al
es

 R
at

io

VF Corp
Price/Sales Ratio

Source: Bloomberg, Logica calculations 7

Acquirer’s Multiple Podcast
February 20, 2020



This is not a period of low correlation…

Registered Investment Advisor Act of 1940

Source: Bloomberg, Logica calculations

Vanguard discovers futures

Feb 5th 2018 – comovement
100% for first time ever
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If this is correct, Active Manager “Alpha” is Negatively Correlated 

to Passive Penetration… and “Beta” is underestimated
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Active Manager model “alpha” declines as a function of

passive penetration, not active crowding

Source: Proprietary survey of 408 investors subscribing to RealVision, Logica calculations 10
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Empirical evidence supports this assertion…

Source: Bloomberg, Logica calculations 11
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And it’s not the hedge fund fees… zero cost strategies 

are negative alpha as well now
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1m BuyWrite 2% OTM BuyWrite 1 Week BuyWrite

1m PutWrite 2% OTM PutWrite 1w PutWrite

Source: Bloomberg, Logica calculations
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Bonds… who’s buying all the negative yielding bonds?  

Americans…

Vanguard 
10x the 
size of next 
owner

Source: Bloomberg 13
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This is unsurprising as the methodology for index construction is 

“market value weighted”, ie higher price=higher weight

Why is Vanguard the largest holder of an Austrian 100 year bond?  Because it’s huge 
in the index due to price appreciation

Source: Bloomberg 14
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When a fixed income is market value weighted, a pattern of 

interest rate cuts will lead to inevitable duration extension

Source: Bloomberg 15
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“Those who can make you believe absurdities,

can make you commit atrocities.”
Voltaire
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