"ACTIVE"MANAGEMENT
A FIDUCIARY.STRATEGY-FOR
- LONG-TERMASSET PROTECTION

Active management represents a cornerstone strategy for investors hoping to preserve and
enhance their assets over time. At its core, active management involves a hands-on approach
where portfolio managers make specific investment decisions as they look to achieve specific
investment objectives — sometimes aligned with financial planning and preservation, for example.
This contrasts with passive management, which typically tracks a market index.

Below we will look into the fiduciary advantages of active management, particularly its potential
to safeguard assets for the long haul. We will see how active management serves as a dynamic
tool, adapting to market fluctuations, identifying growth opportunities, and possibly reducing
risks—all underpinned hy a strong fiduciary commitment to acting in the clients’ best interests.

UNDERSTANDING ACTIVE MANAGEMENT

Active_ management in investment and asset protection refers to the strategy where fund
managers actively make decisions to buy, sell, or hold securities. This approach is characterized
by its dynamic and proactive nature, as it involves continuous monitoring of market trends,
economic indicators, and individual asset performance to make informed decisions that can
potentially capitalize on market opportunities or mitigate risks.

In contrast, passive management adopts a more static approach, typically mirroring the
composition of a market index, aiming to replicate its performance. While passive management
focuses on long-term market returns with minimal intervention, active management seeks to
leverage short-term market inefficiencies and trends.

THE ROLE OF ACTIVE MANAGEMENT IN MINIMIZING DOWNSIDE RISKS

Active management can potentially help mitigate downside risks, particularly in volatile markets,
by allowing managers to adapt strategies in real-time to avoid potential losses. Unlike passive
strategies that endure all of the fluctuations of an index, active management empowers portfolio
managers with the flexibility to hedge against market downturns through strategic asset
reallocation, using derivatives or stop-losses for risk managemen or sector rotation hased on
economic forecasts.



https://www.investopedia.com/terms/a/activemanagement.asp
https://www.investopedia.com/terms/p/passivemanagement.asp

For instance, during the 2008 financial crisis, actively managed funds may have been able to
limit losses more effectively than their passive counterparts by reducing exposure to financial
stocks before the worst of the downturn hit. Similarly, in the face of the COVID-19 market crash
in early 2020, some active managers could have navigated the turbulence by quickly shifting
into defensive sectors like healthcare and consumer staples or by increasing cash holdings to
mitigate the impact of market volatility. A passive strategy simply rides the market down as
far as it goes.

These instances highlight active management’s potential benefit in safeguarding against
market downturns through informed, timely decisions. By actively monitoring market signals
and adjusting portfolios accordingly, active managers may he able to protect against downside
risks and position for recovery, demonstrating the strategy’s value in preserving long-term
asset growth. Remember, if you lose 509F of your portfolio, you need a gain of 10097 just to
break even.

ENHANCING LONG-TERM ASSET GROWTH AND PROTECTION

Active management may enhance long-term asset growth and protection by employing a hands-
on investment approach. It enables managers to respond to market changes dynamically, seek
out undervalued securities, and exploit market inefficiencies to generate alpha, or excess
returns, beyond what passive investment strategies might offer.

One key strategy active managers use is thorough market research and analysis to identify
growth opportunities not yet recognized hy the market. This may involve deep dives into a
company’s financial health, industry position, and growth potential in its sector. Active
managers also utilize tactical asset allocation, adjusting the mix of assets in a portfolio—
such as equities, fixed income, and cash—to align with changing market conditions and risk
appetites, aiming to capitalize on growth trends or avoid downturns.

Moreover, active managers engage in risk management practices like diversification not
just across sectors but also geographically, and through different asset classes to mitigate
potential losses.

ACTIVE MANAGEMENT AS A FIDUCIARY RESPONSIBILITY

Active management embodies a commitment to fiduciary responsibility, ensuring that
investment decisions seek close alignment with clients’ best interests. This commitment
extends beyond the quest to outperform market benchmarks, as it encompasses a duty to act
with due care, loyalty, and utmost good faith in all investment actions and decisions.

Fiduciaries who adopt an active management approach must navigate the complexities of
the financial markets and a stringent regulatory and ethical framework designed to protect
investors. This includes adherence to the principles laid out under laws and regulations, such
as the Investment Advisers Act of 1940 in the United States, which mandates that investment
advisors act in the best interests of their clients, avoiding conflicts of interest and ensuring full
and fair disclosure of all material facts.
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Moreover, active managers are tasked with continuously monitoring and
reassessing investment positions and strategies in light of evolving market
conditions and client objectives. This proactive stance demands a high level
of expertise, diligence, and transparency, ensuring that every decision is made
to safeguard and advance the financial well-being of the clients they serve.

The fiduciary aspect of active management is not just a regulatory requirement
but a fundamental ethical commitment to place client interests at the forefront
of investment strategy and execution, embodying the trust placed in them by
their clients.

CHALLENGES AND CONSIDERATIONS IN ACTIVE
MANAGEMENT

However, these challenges can be navigated through a clear understanding
of the value active management aims to provide: the potential for alpha
generation or risk management. Investors considering active management
should look for managers with a proven track record of outperformance in
various market conditions, transparency in their investment process, and a
fee structure that aligns with the value delivered.

Despite its challenges, the
or financial planning approach can mitigate some of the cost concerns, allowing strategic application of

Additionally, integrating active strategies within a broader diversified portfolio

active management benefits to complement the broader investment goals. c
active management can

CONCLUSION significantly contribute to

Active management plays a fiduciary role in asset protection and growth, a well-rounded investment
offering a proactive approach to navigating market volatility, identifying
growth opportunities, and mitigating risks. Despite its challenges, the
strategic application of active management can significantly contribute to a
well-rounded investment strategy. By focusing on long-term financial security
and adhering to a stringent fiduciary standard, active managers are positioned
to add meaningful value to their clients’ portfolios and helping them achieve
their financial objectives.
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