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While there are a limited number of passive investment styles, 
there are two broad categories of active investment management: 
bottom-up and top-down (see Passive versus active management). 
However, within these two broad approaches there are many 
variations. In fact, the investment process of each active fund manager 
will vary from manager to manager, refl ecting the personality of the 
fund manager and the type of investment institution within which the 
manager works. However, despite this, there still exist some readily 
identifi able styles that managers tend to pursue.

Growth investing: Growth stocks are usually defi ned as stocks 
that trade with a high price to earnings ratio (PE ratio) and also 
with a low dividend yield (DY) relative to the rest of the market. 
Investors are willing to pay a high price today for a stock relative 
to its earnings and relative to the rest of the market, or for a stock 
that has a relatively low current DY because they believe that the 
earnings of the company will grow rapidly in the future. This higher 
earnings growth, which will eventually translate into higher dividend 
growth too, is what growth investors are looking to benefi t from. 
Companies that operate in new markets with scope for expansion, 
for example, companies in the IT sector are often categorised as 
being growth stocks. Some fund managers specialise in investing 
in growth stocks because they believe that over the long-run, these 
stocks will outperform other stocks, particularly value stocks.

Value investing: Stocks that trade with a low price to earnings 
ratio (PE ratio) and also with a high dividend yield (DY) relative 
to the rest of the market are categorised as value stocks. Some 
managers prefer to buy the ordinary shares of companies that 
are already generating a relatively high dividend stream, even if 
the prospect of rapid future growth in earnings is lower than for 
many growth stocks. Companies that operate in mature markets 
with little prospect of substantial market expansion, but which still 
produce a stable and relatively high earnings stream are described 
as value stocks. Companies operating in the utilities sector are 
often viewed as the archetypal value stocks. Some fund managers 
specialise in investing in value stocks because they believe that over 

the long-run, these stocks will outperform other stocks, particularly 
growth stocks, not least because of the high and stable stream of 
dividend income produced by many value stocks.

Thematic investing: Thematic investing involves identifying an 
economic or socio-economic trend that will eventually have an 
impact upon the valuations of underlying securities. For example, 
if a fund manager was strongly of the belief that advances in 
technology would mean that people would have increasing 
amounts of leisure time available in the future, then the manager 
might build a portfolio consisting of fi rms with exposure to the 
leisure industry, for example, travel companies, companies with 
interest in casinos or leisure parks etc. This portfolio might be 
constructed on a global basis, that is, made up of companies from 
many different regions of the world, rather than comprising stocks 
from one particular country. 

In practice, many active fund managers adopt investment themes, 
favouring particular industries and refl ecting this in their portfolios. 
However, these themes will change over time as the global fi nancial 
markets evolve. Thematic investing, however, involves sticking with 
a particular theme for an extended period of time.

Contrarian investing: Some fund managers will deliberately 
position their portfolio so that it is at odds with the market 
consensus view. In particular, managers that apply this approach 
might be willing to buy the stocks of companies where the stock 
price has fallen considerably in the hope that it will recover in 
the future as the consensus eventually comes round to a more 
favourable view of the stock. 

All active managers buy or overweight stocks that they expect 
to rise in price in the future. However, these investments are still 
usually made with reference to a benchmark, whereas a contrarian 
investment manager will simply seek out stocks that have fallen in 
value signifi cantly and hold these stocks, regardless of the sector in 
which they trade and without reference to a benchmark index.


