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96 "IS YOUR. ALPHA OIG ENOUGH TO COVEii. ITS l'AXES1": 11.EPL Y TO COMMENT 

W
e our "Alpha" article does use an 
dexed mutual fund to develop the 

mpirical evidence that taxes are a very 
mportant consideration in portfolio 

management, we do not intend to suggest that passive 
strategies are the only way - or indeed the best way -
to cope with this problem. We have suggested that the 
primary objective in a taxable portfolio should be to 
"build a portfolio you can live with for a long, long 
time." What we perhaps did not make sufficiently clear is 
that accomplishing this objective is not a simple matter. 

As Jeffrey said in a recent speech: 

In a dynamic world, portfolios must be pruned 
to deal with the maturation process that is ever 
present; but because of transaction costs, and 
especially taxes, this pruning - this turnover -
should be used as thoughtfully and as sparingly 
and with as much pre-planning as possible. 

There is ample opportunity for active managers 
who understand that there is a big difference - espe
cially in taxable portfolios - between activity and 
accomplishment. 

We turn now to the six points raised by Hertog 
and Gordon. 

1. The "taxes don't matter" or the "taxes don't matter
as much as you say" schools persist in arguing that
"sooner or later ... capital gains taxes must be paid,"
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