
There is a widely held assumption that portfolio turnover results in 
poorer outcomes for investors as a result of the additional costs it 
incurs. Our research challenges that simplistic assumption by instead 
focusing on added value net of costs. We find no evidence of a 
structural relationship between turnover and excess returns among 
active US equity funds over the 1991-2016 period. This includes 
small and mid cap funds, despite the higher costs of trading in these 
sectors. On average, high turnover active US equity funds are able to 
generate sufficient value to offset additional transaction costs. 
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Within emerging markets we do find that higher levels of 
turnover are detrimental for performance over a three year 
horizon and that low turnover is a quality associated with 
top performing funds, although we must be careful not 
to confuse correlation with causation. Unlike US small cap 
funds, the average high turnover emerging market equity 
fund appears unable to add sufficient value to offset the 
additional transaction costs it is exposed to. This makes 
intuitive sense with the higher cost nature of emerging 
markets a likely key driver.

Choosing the right active fund is always imperative but 
our analysis suggests that this is even more true among 
high turnover funds. The best high turnover US equity 
funds outperform the best low turnover funds but the 
worst do worse and there is an increased likelihood of a 
high turnover fund failing to survive over time. This last 
feature has been strongest among growth, small cap and 
emerging market equity funds.

Finally, high turnover funds have the undesirable feature 
that they have historically struggled versus low turnover 
funds in periods of falling markets and rising volatility, 
on average. This is made more pertinent by the fact that 
average turnover levels have increased in times of market 
stress, precisely the times when this characteristic has been 
detrimental to performance. 

Introduction
Transaction costs, and by implication portfolio turnover, 
are a current bete noire of the asset management industry. 
In many cases this is valid. High levels of turnover can be 
indicative of a lack of conviction or undue short termism 
and trading too often does eat into returns. However, it is 
unfair to suggest that all turnover is bad. If a fund manager 
sells a stock that subsequently underperforms and 
replaces it with another that outperforms then the impact 

on performance may be positive, even after allowing for 
transaction costs. Conversely, if they hold onto stocks that 
have been underperforming, then this could be a sign of a 
portfolio based on stale views. 

From an end investor’s standpoint, what should matter 
most is whether turnover results in better or worse 
outcomes after all fees and expenses. In this paper 
we focus on this under-researched aspect by analysing 
whether there is any evidence of a relationship between 
turnover and added value among active equity funds. We 
continue to develop our thinking in this area and further 
research may form the basis of future publications. 

Our analysis focusses on US-domiciled active US equity 
and emerging market equity funds. Fund data is sourced 
from Morningstar to provide a comprehensive overview of 
the marketplace. As an example, our analysis of the 2015 
calendar year covered over 2,100 funds. US equity funds 
are further broken down into style-neutral, value, growth,  
mid and small cap funds. We focus on these markets 
because US-domiciled funds are obliged to report portfolio 
turnover levels, as defined by the U.S. Securities and 
Exchange Commission (SEC)1, whereas there is no such 
requirement in other markets such as the UK. As explained 
overleaf, the US large cap market is the cheapest in which 
to trade around the world so we cover US small cap stocks 
and emerging market equity funds as more expensive 
counter examples. 

As the tax treatment of turnover varies considerably by 
jurisdiction and savings vehicle we have excluded any 
tax effects in our analysis. However, investors should be 
aware that turnover can have an impact on their post-
tax returns and take this into account when considering 
investment strategy.
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1 The lesser of purchases and sales divided by the average fund value over  
a 12 month period. The SEC methodology limits the impact of any flows  
into and out of a fund (which would raise the volume of purchases or sales)  
to focus on discretionary turnover by the fund manager.
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Variability in transaction costs and turnover levels by 
region and style
The cost of portfolio turnover is driven partly by how  
often a fund manager trades but also by how much  
each trade costs. These transaction costs can take many 
forms, including:

– Explicit costs such as commissions and taxes

–  Implicit costs such as bid/offer spreads and market 
impact (the cost of the amount that the market moves 
against you when you start dealing)

These vary considerably by market, as shown above. 
Commissions vary from as low as 4 basis points in US 
large cap stocks to over 12 basis points in US small cap 
and emerging market stocks. Similarly, average bid-offer 
spreads are only around 3 basis points on average among 
US large caps, but over 15 basis points in emerging 
markets and almost 25 basis points among US small caps. 

Intuitively, one might expect turnover to have a more 
negative impact on performance in high cost markets such 
as US small caps and emerging markets than in US large 
caps, the cheapest market in which to trade globally. 

Turnover is highly variable across and within styles

The other leg to the turnover-cost equation is the volume 
of turnover. This varies considerably across different styles 
of equity investment and there is also notable variation 
within each category. Turnover is often associated with 
active management but, as Figure 2 shows, even traditional 
equity indices experience some turnover, albeit at a fairly 
limited level. This occurs as companies enter and exit the 
index. So-called “smart beta” indices experience noticeably 
higher levels of turnover than traditional market cap 
indices, and as a result this is often constrained by the 
index provider (e.g. the MSCI large cap minimum volatility 
indices have a 20% turnover constraint without which their 
analysis suggests turnover could be more than three times 
as high). Active funds typically experience higher levels 
of turnover than most traditional and smart beta indices 
with the exception of momentum indices. These incur 
exceptionally high levels of turnover, often exceeding 100% 
in a 12 month period. Despite the higher costs of trading in 
smaller companies and emerging markets, it is interesting 
to note that small cap and emerging market funds and 
indices generally experience higher levels of turnover 
than US large caps. In theory, the combination of higher 
levels and costs of turnover creates a relative performance 
headwind in these sectors. 
Some of these relationships are persistent over time. For 
example, value funds consistently exhibit lower turnover 
than other styles (Figure 3, overleaf). Two other features 
are notable. First, turnover increased across all styles 
around the time of the bursting of the Dotcom bubble and 
again during the Great Financial Crisis. Fund managers 
appear to increase turnover when markets are crashing. 
Secondly, average turnover levels have been declining over 
recent years in a number of sectors and turnover levels are 
now much more closely bunched across different sectors of 
the market than in the past. 

Figure 1: Transaction costs vary significantly by region 
and style 

Source: ITG for commission data, as at December 2016, Schroders and Jefferies for 
indicative bid/offer spread, as at February 2017.
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Figure 2: Annual turnover varies by style 

Source: MSCI, FTSE, Morningstar, Schroders. Data covers calendar year 2016 for active funds and FTSE indices, 12 months to end February 2017 for MSCI indices.
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Furthermore, even within these categories, there is 
tremendous variation in turnover levels among active funds 
as Figure 4, below shows. Although the distribution of value 
funds was skewed towards those with lower turnover in 
2016, some have very high levels of turnover. Similarly, 
small cap and blend (the label assigned by Morningstar to 
portfolios where neither growth nor value characteristics 
predominate) funds had higher turnover on average during 
2016 but some are towards the lower end of the scale. In all 
cases, the vast majority of funds had turnover below 100%.

The turnover-performance relationship: US equity funds

Having established that turnover levels and costs vary 
considerably, the obvious question to ask is whether 
this impacts performance? I n the following sections we 
answer this for US and emerging market equity funds. 
Our analysis is on a contemporaneous (assessing turnover 
and performance over periods where they coincide) and 
predictive (assessing whether past turnover predicts future 
performance) basis, over one and three-year horizons – see 
boxed section overleaf for more detail on our methodology. 

Figure 5, below, charts the median difference in 
performance between low (<25%) and high (>100%) 
turnover US large cap value funds on a year-by-year 
contemporaneous basis i.e. it compares turnover in 
one year with performance in the same year. A positive 
reading arises when the median fund in the low turnover 
group outperforms the median fund in the high turnover 
group – our analysis is based on medians to avoid 
distortions from extreme values. 

It is hard to spot any real trends in the performance of 
large cap value funds. Sometimes low turnover funds 
outperform and sometimes high, without exhibiting any 
real pattern. The difference in performance is usually small, 
although there are exceptions. 

We have also analysed this on a three-year basis as it could 
be argued that managers with low turnover may have 
longer investment horizons over which they anticipate 
their positions adding value. However, we find no obvious 
difference in performance between low and high turnover 
US value funds over this longer time frame either. Nor is 
there any evidence that past turnover (on a one or three-
year basis) has any predictive power over future (one or 
three-year) relative returns for US value funds.

Analysis of other styles of US equity investments yields a 
similar apparently random distribution of results on both 
a contemporaneous and predictive basis. Table 1, overleaf, 
summarises the median annual difference in excess return 
between low and high turnover funds over the 1991-2016 
period. Most of the differences are not large and none are 
significant in a statistical sense2. This means that there is 
insufficient evidence to conclude that these differences are 
likely to have occurred by anything other than chance. 

Figure 3: Turnover varies by style...

Source: Morningstar, Schroders, data to end 2016.
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Figure 4: ...and varies within styles 

Source: Morningstar, Schroders, data to end 2016. 
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Figure 5: Does turnover imply performance? 

Source: Morningstar, Schroders, data to end 2016.
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2 Although the difference between low and high turnover small cap equity funds 
on a three-year predictive basis has averaged 2.2%, this is largely due to strong 
outperformance of low turnover funds when the Dotcom bubble burst, rather than on 
a more generalised basis. Hence, it is fails to satisfy statistical tests of significance. 
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Explanation of our methodology: Return analysis
We have analysed the relationship between turnover 
and excess returns (the level of return that each fund 
has delivered relative to industry-standard benchmarks) 
among active US equity and US-domiciled emerging 
market equity funds on a net of fees basis. As explained 
earlier, we focus on these markets for reasons of data 
availability. As turnover levels vary by sector, US equity 
funds have been further split into blend (representing 
those funds with no style bias), value, growth, mid-cap 
and small cap funds to avoid our results being distorted 
by any style biases. Emerging market equity funds (dealt 
with later) have been treated as a whole due to their 
smaller sample size. By focussing on net of fees returns, 
our analysis captures all costs borne by investors, both 
explicit and implicit. 

We have analysed whether higher or lower turnover funds 
generate higher or lower excess returns over the period 
which the turnover corresponds (contemporaneous 
approach) and whether past turnover predicts future 
performance (predictive approach). This is an important 
distinction as turnover can be incorporated into a real 
life investment strategy if it holds predictive power over 
future returns.

Analysis has been conducted by categorising funds into 
five different turnover ranges: less than 25%, 25%-50%, 
50%-75%, 75%-100% and over 100%. For the emerging 
market return analysis there are insufficient funds within 
the 0-25% range in some of the early years to conduct 
meaningful analysis so we have combined the two lower 
ranges to form a 0-50% range for this sector. Relative 
performance of emerging market funds within the 0-25% 
and 25-50% ranges are similar so this does not materially 
impact our conclusions.

Table 1: Difference between median excess returns 
earned by low and high turnover funds, % annualised 
Figures in bold are statistically significant (none)

1yr 
Contemp-
oraneous

1yr 
Predictive

3yr 
Contemp-
oraneous

3yr 
Predictive

US Large 
Cap Value 0.0 -0.1 0.2 0.4

US Large 
Cap Growth -0.4 -1.3 0.0 -0.1

US Large 
Cap Blend 0.2 -0.5 0.6 0.0

US Mid Cap -0.9 -2.1 0.2 0.5

US Small 
Cap 0.8 -0.9 0.9 2.2

Figure 6 considers a different angle but with similar 
conclusions. Rather than asking whether high or low 
turnover funds are characterised by better or worse 
performance, we instead reverse the question and assess 
whether better or worse performers are characterised by 
high or low turnover. The conclusions are consistent with 
those outlined above. There is no difference in average 
turnover levels between top and bottom quartile performing 
value funds. Both top and bottom quartile performers have 
had average turnover of 52%. This conclusion is consistent 
across other styles of US equity fund.

Figure 6: Does performance imply turnover 
(contemporaneous)? 
1yr basis, Large cap value

 

Source: Morningstar, Schroders, data 1990-2016.
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Conclusion 1
We find no evidence of a structural relationship between turnover and excess returns among active US 
equity funds. This is true on both a one and three year basis. This suggests that high turnover managers 
have at least enough skill to offset the additional transaction costs they are exposed to. What is surprising  
is that this is true even in small caps where the costs of trading are noticeably higher.
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The turnover-performance relationship: emerging 
market equity funds
While we find no evidence of a relationship between 
turnover and performance in US equity funds, low turnover 
emerging market equity funds consistently outperform 
high turnover funds over a three-year horizon (Figure 7) 
and this conclusion is statistically significant3, as shown in 
Table 2. Higher trading costs in emerging markets are likely 
to be at least partly to blame. However, this relationship 
does not appear to hold over a one-year horizon.

In terms of quantum, those funds with average turnover 
of less than 50% over a trailing three year period have on 
average outperformed those with turnover of more than 
100% by 2.6% a year over the subsequent three years. 

Table 2: Difference between excess returns earned by 
low and high turnover funds 
Figures in bold are statistically significant

1yr 
Contemp-
oraneous

1yr 
Predictive

3yr 
Contemp-
oraneous

3yr 
Predictive

EM 0.6 0.2 1.7 2.6

Source: Morningstar, Schroders, data 1996-2016.

This link between turnover and performance in emerging 
market equity funds is reinforced by the analysis 
summarised in Figure 8. Top quartile performing emerging 
market funds on average have had annual turnover of 58%, 
around 15% less than the 72% average turnover of bottom 
quartile performers.  

3 Statistical note: the rolling three-year analysis includes overlapping periods and serial 
correlation is present in the data. This biases the standard errors in regular statistical 
tests, which can result in a false positive result i.e. a conclusion of significance when 
there is none. We have applied a Newey-West adjustment to the standard errors to 
correct for this. The conclusions of significance are robust to this adjustment.

Figure 7: Low turnover emerging market funds 
outperform high turnover funds over a three-year horizon 

Source: Morningstar, Schroders, data to end 2016.
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Figure 8: Poor performing emerging market funds have 
higher turnover than strong performers

 

Source: Morningstar, Schroders, data 1996-2016.
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Conclusion 2
Low turnover emerging market equity funds outperform high turnover funds over a three year (but not 
one-year) horizon. This conclusion is statistically significant. Furthermore, top quartile performers are 
likely to have lower turnover than poor performers.
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An opportunity and a risk: fund selection is more 
important than ever among high turnover funds

High turnover US equity funds exhibit greater  
dispersion of returns
While the median return may be a useful proxy for a 
likely outcome over time, it masks the possible range 
of outcomes (good and bad) that investors are exposed 
to. When looked at through this lens, there is a larger 
difference in performance between top and bottom decile 
performers among high turnover US equity funds than low 
turnover equivalents. This is shown in Figure 9 for value 
funds but also holds more generally – see boxed section for 
more detail on our approach. 

This arises as the best performing high turnover funds 
do better than the best performing low turnover funds 
but the worst do worse – this can be seen in the second 
chart in figure 9. This difference is persistent over time 
and is statistically significant. It holds over one and three-
year horizons and for other styles of US equity fund, with 
the difference greatest among small and mid cap funds 
(differences summarised in Table 3, overleaf). In practical 
terms, choosing the right fund can have a bigger impact on 
performance (for better or worse) in the high turnover part 
of the market. 

Interestingly, this conclusion does not hold for emerging 
market equity funds (Figure 10) where, if anything, there 
is greater performance dispersion within low turnover 
funds. This occurs as the best performing low turnover 
emerging market funds outperform the best performing 
high turnover funds.

Explanation of our methodology: Dispersion analysis
We analyse top and bottom decile excess returns in each 
calendar year among high turnover funds. The difference 
between these figures (the inter-decile range) is one 
measure of how well top performers have fared relative 
to poor performers. We carry out the same analysis for 
low turnover managers. We then calculate the difference 
between the high turnover figure and the low turnover 
figure. A higher result means that there is a bigger gap 
between good and bad managers in the high turnover 
space than in the low turnover space. These are shown 
on a calendar year basis for value and emerging market 
equity funds in the first chart of Figures 9 and 10. 

For example, in 2009 within the lowest turnover range 
(<25%), top decile value funds returned 11.1% and bottom 
decile funds returned -2.8%. On the other hand within the 
highest turnover range the numbers were 21.1% and -4.9% 
respectively. This means that the range of outcomes was 
13.8% for low turnover funds and 25.9% for high turnover 
funds. The difference between these figures is 12.1%, which 
can be seen at the 2009 point in the first chart of Figure 9.

Table 3 shows the median difference between the high 
turnover inter-decile range and the low turnover inter-
decile range over time. Again, a positive figure indicates 
that there is greater dispersion of returns within high 
turnover funds than low turnover funds, on average. 
We carry out this analysis on a one and three-year 
contemporaneous and predictive basis. 

Figure 9: High turnover US equity funds earn higher 
highs and suffer lower lows than low turnover funds...
US Large Value

 

-10

-5

0

5

10

15

201520122009200620032000199719941991

High turnover inter-decile range minus low turnover inter-decile range

High turnover has wider 
gap between good and 
bad performers

Low turnover has wider gap 
between good and bad performers

Figure 10: ...but this does not hold for emerging markets
Emerging markets
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Table 3: High turnover inter-decile range minus low 
turnover inter-decile range
Figures in bold are statistically significant 

1yr 
Contemp-
oraneous

1yr 
Predictive

3yr 
Contemp-
oraneous

3yr 
Predictive

Large Cap 
Value

2.4 3.1 2.1 1.5

Large Cap 
Growth

3.1 4.2 2.9 1.2

Large Cap 
Blend

2.1 1.8 0.7  -0.1

Mid Cap 7.7 5.7 4.6 3.7

Small Cap 6.5 6.7 4.6 3.1

EM -1.4 -2.3 -1.7 -1.8

Source: Morningstar, Schroders, data 1990-2016 for all styles other than emerging 
markets which is 1996-2016.

A decreased likelihood of a fund surviving over time
The differences between high and low turnover funds are 
more fundamental than just returns. Our analysis indicates 
that high turnover funds have historically been more likely 
to be liquidated or merged than low turnover funds (Figure 
11). In other words, high turnover funds have a lower 
survival rate. This has been true on average across all of 
the styles we have analysed and is statistically significant 
for growth, mid, small and emerging market equity funds 
on a three year time horizon This relationship has been 
especially strong among emerging market equity funds. 
Although it has also held on average for blend and value 
funds, these results are not significant in a statistical sense. 

Figure 11: High turnover funds suffer higher closure rates 
than low turnover funds 

Source: Morningstar, Schroders. Data 1996-2015 average. Bottom two categories have 
been combined for EM due to limited number of funds in the lowest category in the 
early years.
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Conclusion 3
Choosing the right fund is more important than ever among high turnover funds. Get it right and our 
analysis suggests that you could earn higher returns than the top performing low turnover funds. 
However, get it wrong and performance could turn out poorer than the worst performing low turnover 
funds and there is also an increased likelihood that the fund you invest in is closed down or liquidated.
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Conclusions 
Our analysis suggests that the presumption that turnover and transaction costs are to the detriment of 
investors is misguided as it fails to consider whether these costs lead to better or worse outcomes. We find 
that, on average, high turnover US equity managers have been able to add at least enough value to offset 
the additional transaction costs they are exposed to. There is no evidence of a significant relationship 
between turnover and excess returns. What is surprising is that this is true even in small caps where the 
costs of trading are noticeably higher.

In contrast, we do find evidence that low turnover emerging market equity funds outperform high 
turnover funds over a three-year (but not one-year) horizon and this conclusion is statistically significant. 
Furthermore, top quartile performers are likely to have lower turnover than poor performers.

Choosing the right active fund is always imperative but our analysis suggests that this is even more true 
among high turnover funds. The best US equity funds outperform the best low turnover funds but the 
worst do worse and there is an increased likelihood of a high turnover fund failing to survive over time. 
This last feature has been most prevalent among growth, small cap and emerging market equity funds.

Finally, high turnover funds have the undesirable feature that they have historically struggled versus low 
turnover funds in periods of falling markets and rising volatility, on average. This is made more pertinent 
by the fact that average turnover levels have increased in times of market stress, precisely the times when 
this characteristic has been detrimental to performance. 

Conclusion 4
High turnover funds have suffered poorer performance than low turnover funds when markets have been 
falling and volatility rising. This has been true of all styles of fund we have analysed.

An undesirable feature of high turnover funds
Historically, high turnover funds have tended to 
underperform low turnover funds when markets have been 
crashing or volatility increasing. They struggled relative to 
low turnover funds in both the Dotcom crash and Great 
Financial Crisis as Figure 12 shows (a figure greater than 
zero is indicative of low turnover funds outperforming).

It can also be seen more generally by considering the 
correlation between market returns and the relative 
performance of low turnover funds versus high turnover 
funds. An equivalent correlation can be calculated based 
on market volatility rather than market returns. Both are 
detailed in Table 4, which shows that the correlation is 
consistently negative versus market returns and positive 
versus volatility. In other words, low turnover fund returns 
typically increase relative to high turnover funds when 
market returns have been negative and/or when volatility 
has been increasing. This is true for all styles.

Table 4: Correlation between market returns/volatility 
and low turnover fund outperformance of high turnover

Value Growth  Blend Mid Small EM

Return -0.4 -0.6 -0.6 -0.4 -0.4 -0.4

Volatility 0.3 0.3 0.2 0.2 0.2 0.2

Source: Morningstar, Schroders, data 1990-2016 for all styles other than emerging 
markets which is 1996-2016.

Figure 12: Low turnover funds have outperformed during 
the last two major bear markets 

Source: Morningstar, Schroders.
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Appendix: Explanation of our methodology
Our analysis uses annual end of the year turnover data 
from 1991 to 2016 extracted from Morningstar. For 
emerging market equity funds, data prior to 1996 is limited 
so has been excluded due to the small sample size. Our 
analysis includes those funds which have been liquidated 
or merged to limit survivorship bias. However, survivorship 
bias is not completely avoidable. For example, in our three 
year predictive analysis we only include those funds which 
have turnover data for a trailing three year period and 
performance data for the subsequent three year period. 
Therefore, only those funds with at least six years of data 
feature in this analysis and those funds which have failed 
to survive for the entirety are left out. This biases the 
excess return estimates upwards for both the high and low 
turnover contingents because surviving funds outperform 
those which close in the years prior to closure. Because 
high turnover funds have a lower survival rate, they are 
likely to be impacted the most. This risks overstating 
the performance of high turnover funds relative to low 
turnover funds. This issue is unavoidable and there is no 
perfect solution to dealing with it. We have attempted to 
do so by repeating our analysis but including data on those 
funds which were excluded from our initial analysis due to 
insufficient performance data. For example, assuming a 
three-year turnover history exists:

–  If three years of returns exist: the annualised three-year 
return is used in our analysis, as before

–  If two years of returns exist: the annualised two-year 
return is used in our analysis

–  If only a one year return exists: the one-year return is 
used in our analysis

In doing this we capture a larger subset of funds by 
including those which failed in the three year predictive 
window. It is an imperfect solution as it assumes that a 
one-year performance number can be compared alongside 
a three-year performance figure when the financial market 

environment could have changed over the course of the 
three years. Nonetheless it does lead to results which are 
intuitively appealing. Low turnover funds perform better 
relative to high turnover funds than in our initial analysis, 
which could be expected given the greater occurrence 
of fund closures in the high turnover category. However, 
none of the changes are sufficient to lead to a conclusion 
of statistical significance. In other words, even after 
attempting to correct for survivorship bias, there is still no 
evidence of any significant relationship between turnover 
and excess returns among active US equity funds. Figure 
11 shows the average three year closure rates for funds in 
each turnover category. 

Analysis of fund closure rates
A transition matrix analysis has been carried out over one 
and three-year timescales. This works out the likelihood, 
based on historic experience, of a fund in a given turnover 
category being in the same category, any other category or 
ceasing to exist over these timescales. A fund is assumed to 
have closed when no further data is recorded. One issue is 
that some funds have gaps in the turnover history provided 
by Morningstar. Some of these gaps last for many years, 
with gaps of five years or more surprisingly common. If 
uncorrected for, these would give a false impression of 
closure rates by inflating the closure statistics. We therefore 
filter out such funds from this part of our analysis.  
When this analysis was carried out, the Morningstar 
dataset for 2016 was only partially complete which meant 
that 2016 data could also not be incorporated in this part  
of our analysis. 

We populate a transition matrix based on the turnover 
experience of each fund (after the filtering described 
above) over time. As an example, this has been shown 
below on a one-year basis for Value funds during 2015. 
The rows correspond to the turnover level in 2014 and 
the columns to the turnover level in 2015. For example, 
15 funds had turnover below 25% in 2014 and turnover 
between 25% and 50% in 2015. 

Figure 13: 2015 transition matrix for Value funds (one-year approach)

2015

T<=25% 25%<T<=50% 50%<T<=75% 75%<T<=100% 100%<T Cease to exist Total

20
14

T<=25% 37 15 3 2 4 2 63

25%<T<=50% 9 35 9 2 2 1 58

50%<T<=75% 1 6 21 9 2 0 39

75%<T<=100% 0 1 4 6 2 1 14

100%<T 0 0 3 6 10 1 20

Total 47 57 40 25 20 5 194

Source: Morningstar, Schroders. Data 1996-2015.
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These figures are then converted into percentages, for example as below:

Figure 14: 2015 probability transition matrix for Value funds (one-year approach)

2015

T<=25% 25%<T<=50% 50%<T<=75% 75%<T<=100% 100%<T Cease to 
exist

20
14

T<=25% 59% 24% 5% 3% 6% 3%

25%<T<=50% 16% 60% 16% 3% 3% 2%

50%<T<=75% 3% 15% 54% 23% 5% 0%

75%<T<=100% 0% 7% 29% 43% 14% 7%

100%<T 0% 0% 15% 30% 50% 5%

Source: Morningstar, Schroders. Data 1996-2015.

An equivalent analysis is carried out in each year. For the 
three year analysis, an identical approach is taken but the 
turnover in year t is compared with the turnover in year (t+3).

Figure 11 shows the average three year closure rates for
funds in each turnover category.


