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Style inconsistency is more common than investors might realize.
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As the active versus passive equity debate continues, we’ve 
recently been receiving a number of pointed questions about active 
manager style drift. Namely, what is true mutual fund style drift? 
Why is style consistency (avoiding style drift) important? And how 
prevalent is style drift? We’ve taken a look at this topic now,  
with the most recent data available from the end of 2013, but will 
update it in a future Market View to ensure that the trends have 
been holding true.

To answer our questions, we’ll turn to Standard & Poor’s S&P 
Indices Versus Active (SPIVA®) research, which measures the 
performance of actively managed equity funds against their 
relevant S&P index benchmarks and uses Lipper categories for 
style comparisons. 

First, what is mutual fund style drift? As SPIVA states, it’s “the 
tendency of [mutual funds] to diverge from their initial investment 
categories.” One common way this divergence manifests itself is via 
“style box” drift. For example, a mid cap value fund that buys too 
many mid cap blend stocks may gravitate over time into the mid cap 
blend category. Ultimately, this style drift may represent a conflict 
between a mutual fund’s stated investment objective and the reality 
of what’s in the portfolio. But what is the impact of this drift? And 
why is style consistency important? As SPIVA states, “style consis-
tency is an important metric because style drift can have an impact 
on asset allocation decisions.” For instance, if an investor allocated 
15% of a portfolio to a mid cap value mutual fund a few years ago, 
and the fund has been buying mid cap blend or even mid cap growth 
stocks in an attempt to enhance returns, the results—from both an 
asset allocation and performance perspective—may be troubling. 
The fund may have drifted into conflict with another one of the 
investor’s funds, not only resulting in an unintended asset class 
overweight class (in this example, mid cap blend) but also increas-
ing investments in individual stocks, potentially creating a higher 
chance of increased volatility (or risk).

Unfortunately, as Chart 1 illustrates, style drift is more prevalent 
than many investors would likely expect. Over the five years ended 
2013, in most cases only about half of actively managed equity funds 
were able to maintain style consistency. The area with the highest 
style drift was mid cap value, where only 32.1% of funds were able 
to maintain style consistency. In fact, less than half of all mid cap 
managers were still delivering on their original style mandate. In 
contrast, small cap growth provided the highest style consistency, 
with 61.2% of managers staying in the box. Indeed, within each 
market cap classification, growth managers maintained more style 
consistency compared with blend or value managers.

The SPIVA style consistency research also analyses one- and 
three-year periods. On the shorter time frame, managers are more 
likely to maintain style consistency. But as time goes on, the percent-
age of funds remaining true to style decreases. In large cap value, for 
instance, 93.9% of managers were style consistent after one year, yet 
over the three-year time period, that dropped to 69.85%. Finally, over 
the five-year period, the percentage of large cap value funds delivering 
style consistency decreased to the number in our chart above, 56.3%. 

 These results indicate that many mutual funds do not maintain 
style consistency over intermediate- and long-term horizons. 
“Investors need to be vigilant,” says Lord Abbett product strategist 
Adam Backman. “Style drift doesn’t typically happen overnight— 
you may not even notice it quarter to quarter, but after a few years 
your mutual fund may have drifted far away from the mandate you  
initially sought.”

Overall, with about half of managers failing to maintain style  
consistency, investors are left asking questions like “What is the 
overlap between my funds? Is my manager drifting and disrupting 
my asset allocation?” For those concerned, a potential solution 
might be to seek out actively managed equity funds that can deliver 
performance while remaining dedicated to delivering style consis-
tency. Fortunately, as the data above show, these funds do exist, but 
the key lies in finding managers that explicitly target style purity as 
part of their portfolio mandate.
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CHART 1. ONLY SLIGHTLY MORE THAN HALF OF ACTIVELY 
MANAGED FUNDS ARE STYLE CONSISTENT 
STYLE CONSISTENCY BY EQUITY STYLE BOX, FIVE YEARS ENDING  
DECEMBER 2013, CALCULATED AS OF MARCH 20, 2014.

Source: SPIVA.
1 S&P 500 Value Index.  
2 S&P 500 Index.  
3 S&P 500 Growth Index.  
4 S&P MidCap 400 Value Index.  
5 S&P MidCap 400 Index.  

6 S&P MidCap 400 Growth Index.  
7 S&P SmallCap 600 Value Index.  
8 S&P SmallCap 600 Index.  
9 S&P SmallCap 600 Growth Index.
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A Note about Risk: The value of investments in equity securities will fluctuate in response to general economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. Small-cap 
and mid-cap company stocks tend to be more volatile and may be less liquid than large-cap company stocks. Small-cap companies also may have more limited product lines, markets, or financial resources and typically 
experience a higher risk of failure than large-cap companies. Mid-cap companies typically experience a higher risk of failure than large-cap companies. Investing in international securities generally poses greater risk than 
investing in domestic securities, including greater price fluctuations and higher transaction costs. No investing strategy can overcome all market volatility or guarantee future results.
The examples presented are hypothetical and are intended for illustrative purposes only and are not intended to be reflective of actual results. 
Market forecasts and projections are based on current market conditions and are subject to change without notice.
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries.
The S&P 500® Value Index is a subset of the S&P 500 Index. The S&P 500 Value Index provides exposure to a distinct style segment. The S&P 500 Value Index measures value stocks using three factors: the ratios of book 
value, earnings, and sales to price. S&P Style Indices divide the complete market capitalization of each parent index into growth and value segments. 
The S&P 500® Growth Index is a subset of the S&P 500 Index. The S&P 500 Growth Index provides exposure to a distinct style segment. The S&P 500 Growth Index measures growth stocks using three factors: sales growth, 
the ratio of earnings change to price, and momentum. S&P Style Indices divide the complete market capitalization of each parent index into growth and value segments
The S&P MidCap 400® Index measures the performance of the midsize company segment of the U.S. market. 
The S&P MidCap 400® Growth Index is a subset of the S&P MidCap 400 Index. The S&P MidCap 400 Index provides investors with a benchmark for midsize companies. The index measures the performance of midsize com-
panies, reflecting the distinctive risk and return characteristics of this market segment. The S&P 400 Growth Index provides exposure to a distinct style segment. The S&P MidCap 400 Growth Index measures growth stocks 
using three factors: sales growth, the ratio of earnings change to price, and momentum. S&P Style Indices divide the complete market capitalization of each parent index into growth and value segments.  
The S&P MidCap 400® Value Index is a subset of the S&P MidCap 400 Index. The S&P MidCap 400 Index provides investors with a benchmark for midsize companies. The index measures the performance of midsize com-
panies, reflecting the distinctive risk and return characteristics of this market segment. The S&P 400 Value Index provides exposure to a distinct style segment. The S&P MidCap 400 Value Index measures value stocks using 
three factors: the ratios of book value, earnings, and sales to price. S&P Style Indices divide the complete market capitalization of each parent index into growth and value segments.
The S&P SmallCap 600® Index is a widely accepted benchmark due to its low turnover and greater liquidity. 
The S&P SmallCap 600 Growth Index is a market capitalization-weighted index of the stocks in the S&P SmallCap 600 Index having the highest price-to-book ratios. 
The S&P SmallCap 600 Value Index is a market capitalization-weighted index of the stocks in the S&P SmallCap 600 Index having the lowest price-to-book ratios. 
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
Neither diversification nor asset allocation can guarantee a profit or protect against loss in declining markets.
The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a 
forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor before making an investment decision.
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