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What is the value of active management 
during market volatility?
How investors can protect their money during periods of market volatility

There are two types of management styles for investments: active and passive. The former is 
common in mutual funds, which are typically sold through a financial advisor. The latter, often 
available through online brokerages, is common with index funds, which simply track broad 
market indexes. During market volatility, actively managed funds may offer more protection for 
your investments.

What is active management?
Active management means that you have a team of investment professionals constantly working to 
maximize your investment return. The team is composed of portfolio managers, the ones who run 
the fund, and research analysts, who are constantly scanning the markets and finding new companies. 
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What is the value of active management?
As you can see in the diagram below, there are real people selecting the individual securities to 
invest in on a case-by-case basis, seeking to outperform broader market indexes (e.g., the S&P/
TSX Composite Index). The investment teams are meeting with executives of the companies they 
are invested in and are considering investing in. 

They thoroughly analyze companies’ financial statements and business models, and also meet with 
the executive teams and review their strategies to see if a company has the right leadership and 
direction to be successful. The dynamics of active management are shown below:
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The team of investment professionals use broad market indexes as their benchmarks for performance. 
Portfolio managers are proactively trying to generate higher returns than the index that serves as 
their fund’s benchmark. If they can beat the benchmark, your investments have the potential for 
stronger returns, which means you may get more money.

Why does active management matter during market volatility?
Think of home renovations: you can either hire a contractor with experience or do it yourself (DIY). 
When there’s a huge leak in the ceiling, the safest bet is to hire a professional. There is usually less 
risk that way than with DIY projects. In investing, actively managed funds are managed by a team 
of investment professionals who can proactively manage a fund during periods of volatility. That’s 
opposed to passively managed index funds: investing in them would rely on the performance of 
the markets, rather than an investment professional’s experience.

Let’s look at what happens when your investments do not have active management, which means 
they passively track an index. These products are also known as index funds. By tracking a broad 
market index, passively managed funds react to the movements of the market. But what happens 
when the market is not performing well? The index fund also does not perform well, which leads 
to one of the main benefits of having an investment team select securities that can deviate from 
the market: downside protection.

What is downside protection?
Downside protection consists in the ability of investment teams to diversify their portfolio before 
or during downturns to protect investment returns. Broad market index funds are invested in all 
the securities listed in an index, while actively managed funds are invested in securities selected 
by the investment team. Investment teams can continuously invest in lower-risk securities, so 
they are prepared for downturns. They can also focus on top performing securities that may be 
less impacted in comparison to a broad market index. Once markets start to decline, investment 
teams can move money into lower-risk investments, such as bonds, or move to cash. We measure 
downside protection by comparing the performance of a fund to its benchmark during a market 
downturn. Downside protection is one of the reasons why it might be better to stay invested 
during periods of market volatility than to make impulsive decisions.

Let’s compare the downside protection offered by active management and passive index funds:
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Source: Fidelity Investments Canada ULC.
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What does Fidelity’s active management look like?
Fidelity uses a global network of research analysts who are constantly scanning the markets to 
find new investment opportunities and identify potential risks. During the recent market volatility 
as a result of COVID-19, there are Fidelity Funds that have been able to generate value through 
downside protection against their benchmarks, as seen in the examples within the chart below:
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Performance overview

FUND PERFORMANCE AS OF MARCH 31, 2020 (SERIES F, NET OF FEES) 1 YEAR 3 YEAR 5 YEAR 10 YEAR

Fidelity Canadian Opportunities Fund (5.64) 2.57 4.67 7.25

S&P/TSX Completion Index (23.43) (6.85) (2.75) 2.44

Fidelity Special Situations Fund (8.02) 3.80 6.91 11.77

Blended benchmark* (21.83) (5.11) (1.01) 5.16

Source: Fidelity Investments Canada ULC. Data is as at March 31, 2020. *The blended index is 70% S&P/TSX Completion Index and 30% Russell 2500 Index.
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For more information, contact your Fidelity representative or visit fidelity.ca 

Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual funds and 
ETFs. Please read the mutual fund’s or ETF’s prospectus, which contains detailed investment information, before investing. The indicated rates of 
return are historical annual compounded total returns for the period indicated including changes in unit value and reinvestment of distributions. 
The indicated rates of return do not take into account sales, redemption, distribution or option charges or income taxes payable by any unitholder 
that would have reduced returns. Mutual funds and ETFs are not guaranteed. Their values change frequently, and investors may experience a gain 
or a loss. Past performance may not be repeated.
The statements contained herein are based on information believed to be reliable and are provided for information purposes only. Where such 
information is based in whole or in part on information provided by third parties, we cannot guarantee that it is accurate, complete or current at 
all times. It does not provide investment, tax or legal advice, and is not an offer or solicitation to buy. Graphs and charts are used for illustrative 
purposes only and do not reflect future values or returns on investment of any fund or portfolio. Particular investment strategies should be evaluated 
according to an investor’s investment objectives and tolerance for risk. Fidelity Investments Canada ULC and its affiliates and related entities are not 
liable for any errors or omissions in the information or for any loss or damage suffered.
From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and industry or market 
sector. The views expressed by any such person are the views of only that individual as of the time expressed and do not necessarily represent the 
views of Fidelity or any other person in the Fidelity organization. Any such views are subject to change at any time, based upon markets and other 
conditions, and Fidelity disclaims any responsibility to update such views. These views may not be relied on as investment advice and, because 
investment decisions for a Fidelity Fund are based on numerous factors, may not be relied on as an indication of trading intent on behalf of any 
Fidelity Fund.
Certain statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such 
as “expects,” “anticipates,” “intends,” “plans,” “believes,” “estimates” and similar forward-looking expressions or negative versions thereof. FLS are 
based on current expectations and projections about future general economic, political and relevant market factors, such as interest, and assuming 
no changes to applicable tax or other laws or government regulation. Expectations and projections about future events are inherently subject to, 
among other things, risks and uncertainties, some of which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. 
FLS are not guarantees of future performance, and actual events could differ materially from those expressed or implied in any FLS. A number of 
important factors can contribute to these digressions, including, but not limited to, general economic, political and market factors in North America 
and internationally, interest and foreign exchange rates, global equity and capital markets, business competition and catastrophic events. You 
should avoid placing any undue reliance on FLS. Further, there is no specific intention of updating any FLS, whether as a result of new information, 
future events or otherwise.
© 2020 Fidelity Investments Canada ULC. All rights reserved. Fidelity Investments is a registered trademark of Fidelity Investments Canada ULC.
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