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THIS DOCUMENT IS FOR INFORMATIONAL PURPOSES ONLY AND IS NOT 
INTENDED TO CONSTITUTE INVESTMENT ADVICE.  THIS DOCUMENT 
DOES NOT CONVEY AN OFFER OF ANY TYPE AND IS NOT INTENDED TO 
BE, AND SHOULD NOT BE CONSTRUED AS, AN OFFER TO SELL, OR THE 
SOLICITATION OF AN OFFER TO BUY, ANY INTEREST IN ANY ENTITY OR 
OTHER INVESTMENT VEHICLE, OR AN AGREEMENT AS TO THE TERMS 
ON WHICH AN ACCOUNT WOULD BE MANAGED.  IF AN ACCOUNT WERE 
TO BE MANAGED, THE TERMS OF SUCH ARRANGEMENT WOULD BE 
DETERMINED BY THE DEFINITIVE DOCUMENTATION EXECUTED AND 
DELIVERED IN CONNECTION WITH SUCH AN ARRANGEMENT.

NOTWITHSTANDING ANYTHING EXPRESSED OR IMPLIED TO THE 
CONTRARY IN THIS DOCUMENT, YOU ARE EXPRESSLY AUTHORIZED TO 
DISCLOSE TO ANY AND ALL PERSONS, WITHOUT LIMITATION OF ANY 
KIND, THE TAX TREATMENT AND TAX STRUCTURE OF THE INFORMATION 
IN THIS DOCUMENT.  THIS AUTHORIZATION, HOWEVER, DOES NOT 
CONFER OR IMPLY ANY RIGHTS OTHER THAN THE RIGHT TO MAKE 
SUCH UNRESTRICTED TAX TREATMENT AND TAX STRUCTURE 
DISCLOSURES. THIS DOCUMENT DOES NOT TAKE INTO ACCOUNT ANY 
PARTICULAR INVESTOR’S INVESTMENT OBJECTIVES OR TOLERANCE 
FOR RISK.  

ANY INFORMATION, BELIEFS, AND/OR OPINIONS PROVIDED IN THIS 
DOCUMENT CONSTITUTE THE UNDERSTANDING OF THE ENTITY 
PROVIDING SUCH INFORMATION, BELIEFS, AND/OR OPINIONS AS OF THE 
DATE OF THIS DOCUMENT, ARE SUBJECT TO CHANGE WITHOUT NOTICE, 
AND MAY NOT REFLECT THE CRITERIA EMPLOYED BY THE COMPANIES 
IN THE D. E. SHAW GROUP TO EVALUATE STRATEGIES AND 
INVESTMENTS.  NO REPRESENTATION IS MADE THAT THE STATISTICS 
AND INDICES DESCRIBED IN THIS DOCUMENT ARE COMPLETE OR 
ADEQUATE, OR THAT THEY WOULD BE USEFUL IN SUCCESSFULLY 
IDENTIFYING AND/OR EVALUATING PROFITABLE INVESTMENTS OR 
CONSTRUCTING A PROFITABLE PORTFOLIO.  NO ASSURANCES CAN BE 
MADE THAT ANY AIMS, ASSUMPTIONS, EXPECTATIONS, AND/OR GOALS 
DESCRIBED IN THIS DOCUMENT WOULD BE REALIZED.  

NONE OF THE COMPANIES IN THE D. E. SHAW GROUP; NOR THEIR 
AFFILIATES; NOR ANY SHAREHOLDERS, PARTNERS, MEMBERS, 
MANAGERS, DIRECTORS, PRINCIPALS, PERSONNEL, TRUSTEES, OR 
AGENTS OF ANY OF THE FOREGOING SHALL BE LIABLE FOR ANY 
ERRORS (TO THE FULLEST EXTENT PERMITTED BY LAW AND IN THE 
ABSENCE OF FRAUD) IN THE INFORMATION, BELIEFS, AND/OR OPINIONS 
INCLUDED IN THIS DOCUMENT, OR FOR THE CONSEQUENCES OF 
RELYING ON SUCH INFORMATION, BELIEFS, OR OPINIONS.

CERTAIN INFORMATION AND OPINIONS INCLUDED IN THIS DOCUMENT, 
CERTAIN INFORMATION AND OPINIONS USED TO FORM BELIEFS INCLUDED 
IN THIS DOCUMENT, AND CERTAIN TOOLS USED TO PRODUCE AND/OR 
ANALYZE INFORMATION INCLUDED IN THIS DOCUMENT, HAVE BEEN 
OBTAINED FROM THIRD-PARTY SOURCES BELIEVED TO BE APPROPRIATE 
FOR SUCH INCLUSION OR USE.  SOURCES FOR SUCH INFORMATION, 
INCLUDING WITHOUT LIMITATION MARKET PARTICIPANTS, MAY HAVE 
SELF- INTERESTED REASONS FOR PROVIDING INCORRECT INFORMATION.  
MOREOVER, NO ASSURANCES CAN BE GIVEN, AND NO INDEPENDENT 
VERIFICATION HAS BEEN UNDERTAKEN, THAT SUCH INFORMATION, 
OPINIONS, OR TOOLS ARE RELIABLE, AND THEY SHOULD NOT BE TAKEN 
AS SUCH.

THE GRAPHIC PRESENTATIONS INCLUDED IN THIS DOCUMENT WERE 
DEVELOPED  WITH  THE  BENEFIT  OF  HINDSIGHT  AND  DO  NOT  REFLECT  
THE  ACTUAL PERFORMANCE OF ANY SECURITY OR MANAGED ACCOUNT. 
ACTUAL RESULTS OF ANY INVESTMENT STRATEGY WILL BE AFFECTED BY 
MARKET CONDITIONS. PAST PERFORMANCE IS NOT INDICATIVE OF 
FUTURE PERFORMANCE.

THIS PRESENTATION DOES NOT ADDRESS ALL OF THE COSTS OF 
IMPLEMENTING ANY INVESTMENT STRATEGY OR THE ASSOCIATED TAX, 
ACCOUNTING, FINANCIAL, OR REGULATORY CONSEQUENCES OF ANY 
INVESTMENT OR INVESTMENT STRATEGY.

NEITHER THIS DOCUMENT NOR ANY PART OF THIS DOCUMENT MAY BE 
REPRODUCED OR DISTRIBUTED WITHOUT THE PRIOR WRITTEN 
AUTHORIZATION OF D. E. SHAW & Co., L.P. ANY REPRODUCTION OR 
DISTRIBUTION OF ANY OF THE CONTENTS OF THIS DOCUMENT MAY 
CONSTITUTE A VIOLATION OF SECURITIES AND/OR OTHER LAWS.

BY ACCEPTING THIS DOCUMENT, YOU ACKNOWLEDGE AND AGREE THAT 
ALL OF THE INFORMATION CONTAINED IN THIS DOCUMENT SHALL BE KEPT 
STRICTLY CONFIDENTIAL BY YOU. 

COPYRIGHT © 2010 D. E. SHAW & CO., L.P.  ALL RIGHTS RESERVED. 
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A LEVEL PLAYING FIELD

Investors have come to expect more active return from managers of 
non-U.S. products than from managers of U.S. products
‣ Country selection has played a large role in creating expectations

— The “Japan Effect”
In the past 10 years, the world has become a different place
‣ Drivers of excess returns have changed

— Country selection vs. industry selection vs. bottom-up stock 
selection

‣ Excess returns of active non-U.S. and U.S. strategies have 
converged

Investors may wish to rethink return expectations for active non-U.S. 
equity strategies
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CONVERGENCE OF EXCESS RETURNS
Median Rolling 36-Month Annualized Excess Returns for U.S. and Non-
U.S. Large Cap Products 
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RETHINKING EXPECTATIONS
First- and Third-Quartile Rolling 36-Month Annualized Excess Returns 
for U.S. and Non-U.S. Large Cap Products
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THE JAPAN EFFECT
First- and Third-Quartile and Median Rolling 36-Month Annualized 
Excess Returns for Non-U.S. Large Cap Products and the Performance 
of the MSCI Japan Index Relative to the MSCI EAFE Index
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DOES ACTIVE MANAGEMENT STILL MAKE SENSE?

Many investors believe that active management adds value
‣ Even in generally efficient markets
Investors using active U.S. equity strategies have increasingly 
focused on efficiency
‣ Higher risk-adjusted active returns

— Information ratio
Investors in active non-U.S. strategies can take a page from this 
book
A broadly diversified, bottom-up approach to stock selection may be 
the most efficient way to capture alpha
‣ Capitalize on breadth
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BREADTH VERSUS SKILL

Skill

Breadth

High-Breadth Managers
High-Skill Managers

This figure is for illustrative purposes only.
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BEWARE OF BAD BREADTH!

Not all bottom-up strategies capitalize on breadth
‣ Number of positions

— Holding a large number of positions at their benchmark weight
‣ Number of active positions

— Overweighting undervalued and underweighting overvalued 
securities

‣ Number of independent active positions
— Maximizing the number of independent active positions at any 

given point in time
‣ Frequency with which investment decisions are exercised

— Making a large number of independent investment decisions 
over time

‣ Watch out for false “diversification”
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NOTES

1. Information ratio is defined as the annualized excess return divided by the annualized tracking error for 

the performance period in question.  The tracking error of a portfolio is the standard deviation of that 

portfolio’s excess returns relative to the benchmark index.

2. Sources for Slides 4, 5, and 6:  

• eVestment Alliance, LLC (“eVestment”) database, “Large Cap Equity” universe, screened for all 

active products benchmarked to the S&P 500 providing gross returns, excluding products using 

either a mutual fund or retail wrap account as a default vehicle.

• eVestment database, “International Equity” universe, screened for all unhedged active products 

benchmarked to the MSCI EAFE ND Index providing gross returns, excluding products using either 

a mutual fund or retail wrap account as a default vehicle.

3. MSCI Inc. is the source and copyright owner of MSCI Japan Index.
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