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A once-obscure measurement of 
the level of portfolio managers’ 
active management has moved 
front and center in the debate over 
performance and fees. State Street 
Global Advisors’ (SSGA) Chief 
Portfolio Strategist, Lori Heinel, 
separates the hype from the facts.

When “active share” first gained popularity nearly a decade 
ago, the concept seemed simple enough. The measurement 
was designed to determine how similar or different a portfolio 
is from its benchmark. There was also research at the time 
suggesting it could predict performance—research that has 
since come under question.

Recently, however, regulators in Europe have seized on active 
share as a kind of litmus test of which active managers are 
justified in charging higher fees. For this and other reasons, 
a number of portfolio managers on both sides of the Atlantic 
have begun to reveal their active share figures.

Here, Lori Heinel, State Street Global Advisors’ Chief Portfolio 
Strategist, sets the record straight concerning active share, 
discussing its merits and its limitations. 

What is “active share”?
Lori Heinel  First popularized in an academic paper by 
Martijn Cremers and Antti Petajisto of the Yale School of 
Management, “How Active is Your Fund Manager? A New 
Measure that Predicts Performance,”1 active share is defined 
as the proportion of a portfolio that is different from its 
benchmark. The calculation is straightforward—it takes 

half the sum of the absolute values of the portfolio weight 
minus the benchmark weight. A portfolio that is identical  
to the index would thus have an active share of 0%; one that 
holds no index securities would have an active share of 100%.

Why are investors interested in active share?
LH  Active share is a relatively easy measure to calculate and 
the intuition behind it is appealing—you need to be different 
to add value relative to a benchmark. In their paper, Cremers 
and Petajisto divided the manager universe into four quadrants 
based on active share and tracking error, the common 
measurement of how much a portfolio’s excess returns vary 
from that of its benchmark. They found that managers with 
high active share outperformed the benchmark on average, 
while those with low active share and low tracking error 
(whom they dubbed “closet indexers”) underperformed net of 
fees. Interestingly, those managers who had both high active 
share and relatively low tracking error fared best overall.

Since the study was released in 2006, some investors have used 
the active share concept to help them identify managers with 
the ability to outperform. In other cases, the measure has been 
used to identify managers whose fees may be outsized relative 
to their value.

Why do you think this measure is getting 
more attention now?
LH  Given the recent market environment, active equity 
managers, as a whole, have struggled to outperform, 
particularly in the large-cap universes, prompting investors to 
search for ways to identify managers with a greater likelihood 
of outperforming in the future. Additionally, investors are 
more focused on fees and looking for “value.” Indeed, in some 
jurisdictions, new regulations have them under pressure to do 
so. Given the Petajisto/Cremers findings, active share seems 
to offer a useful shortcut on both counts.
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What determines whether active share  
is high or low?
LH  The calculation is a function of the difference between 
portfolio weights and index weights, so a manager’s active 
share will generally be driven by a few factors: 

1. Active over/underweights relative to the benchmark; 

2. The investability of the securities in the benchmark; 

3. The degree of diversification or concentration within 
a portfolio and 

4. Out-of-benchmark holdings, including cash.

However, in some asset categories, such as small-cap equities, 
most active managers will have relatively higher active share 
numbers due to the breadth of the universe and the nature 
of active small-cap portfolio construction. Meanwhile, in 
other cases, such as fixed income, the universe is so broad  
(the Barclay’s Capital Aggregate Bond Index has over 8,000 
securities, for example) that the concept of active share has 
very little value.

What is the downside of looking at 
active share?
LH  Like many single measures, active share has some 
informational value but also has some limitations. To begin 
with, while the Petajisto/Cremers paper found that managers 
with higher active share added value net of fees on average, 
more recent research findings, most notably by Nomura, a large 
Japanese financial services company, have found the opposite2. 
Also, most of the work has focused on equities (in particular 
large-cap equities), and, as noted above, the measure has 
almost no informational value for other key asset categories.

In addition, high active share is not synonymous with “skill.” 
Skillful moderate- and low-active-share managers can actually 
add a lot of value net of fees. So using a simplistic measure like 

active share to narrow the manager universe may mean that 
many managers with strong track records and opportunities 
to add value may be overlooked.

What’s more, fees may tell an even bigger part of the story than 
active share implies. A key finding of many of the studies was 
that high fees can erode the value of even the best high active-
share manager, while cost-effective enhanced indexing or 
diversified strategies can and do outperform their benchmarks.

What is the bottom line for investors?
LH  Like many statistical measures, active share is a useful 
piece of information, but it is not enough. The business of 
identifying managers that can add value net of fees is a 
complicated one, and no one size fits all.

For some clients, especially where fees are a major 
consideration, enhanced index strategies may be good options 
even though they, by definition, have a low active share. For 
other clients, high active-share managers may be attractive 
due to their potential for higher alpha, but active share alone 
is not sufficient to identify a manager that will be successful 
in the future. And to the degree that higher active share also 
comes with higher tracking error (and, by extension, volatility), 
it may introduce risk that is untenable.

Finally, lots of diversified strategies have more moderate active 
share numbers yet have high success ratios and can deliver a lot 
of value for investors. Like so many things in investing, the 
analysis is complex and dependent upon the client’s needs. 
Reducing that exercise to a single number, in our view, is not 
a recipe for success.
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1 Martijn Cremers and Antti Petajisto, “How Active is Your Fund Manager? A New Measure 
that Predicts Performance,” Working Paper, Yale School of Management, August 7, 2006.

2 Joseph Mezrich and Yasushi Ishikawa, “Does High Active Share Help Active Management?”, 
Nomura - Quantitative Investment Strategy, January 6, 2015.



State Street Global Advisors 3

IQ Insights  |  Active Share — Much Ado About Little

© 2015 State Street Corporation. All Rights Reserved. 
ID3263-INST-5346  0215  Exp. Date: 02/29/2016

ssga.com

State Street Global Advisors Worldwide Entities

Australia: State Street Global Advisors, Australia, Limited (ABN 42 003 914 225)  
is the holder of an Australian Financial Services Licence (AFSL Number 238276). 
Registered Office: Level 17, 420 George Street, Sydney, NSW 2000, Australia.  
T: +612 9240 7600. F: +612 9240 7611. Belgium: State Street Global Advisors 
Belgium, Chausse de La Hulpe 120, 1000 Brussels, Belgium. T: +32 2 663 2036,  
F: +32 2 672 2077. SSGA Belgium is a branch office of State Street Global Advisors 
Limited. State Street Global Advisors Limited is authorised and regulated by the 
Financial Conduct Authority in the United Kingdom. Canada: State Street Global 
Advisors, Ltd., 770 Sherbrooke Street West, Suite 1200 Montreal, Quebec, H3A 1G1, 
T: +514 282 2400 and 30 Adelaide Street East Suite 500, Toronto, Ontario M5C 3G6. 
T: +647 775 5900. Dubai: State Street Bank and Trust Company (Representative 
Office), Boulevard Plaza 1, 17th Floor, Office 1703 Near Dubai Mall & Burj Khalifa, P.O 
Box 26838, Dubai, United Arab Emirates. T: +971 (0)4 4372800. F: +971 (0)4 4372818. 
France: State Street Global Advisors France. Authorised and regulated by the 
Autorité des Marchés Financiers. Registered with the Register of Commerce and 
Companies of Nanterre under the number: 412 052 680. Registered Office: Immeuble 
Défense Plaza, 23-25 rue Delarivière-Lefoullon, 92064 Paris La Défense Cedex, 
France. T: +33 1 44 45 40 00. F: +33 1 44 45 41 92. Germany: State Street Global 
Advisors GmbH, Brienner Strasse 59, D-80333 Munich. T: +49 (0)89 55878 100. 
F: +49 (0)89 55878 440. Hong Kong: State Street Global Advisors Asia Limited, 
68/F, Two International Finance Centre, 8 Finance Street, Central, Hong Kong.  
T: +852 2103 0288. F: +852 2103 0200. Ireland: State Street Global Advisors 
Ireland Limited is regulated by the Central Bank of Ireland. Incorporated and 
registered in Ireland at Two Park Place, Upper Hatch Street, Dublin 2. Registered 
Number: 145221. Member of the Irish Association of Investment Managers.  
T: +353 (0)1 776 3000. F: +353 (0)1 776 3300. Italy: State Street Global Advisors 
Italy, Sede Secondaria di Milano, Via dei Bossi, 4 20121 Milan, Italy. T: +39 02 32066 
100. F: +39 02 32066 155. State Street Global Advisors Italy is a branch office of 
State Street Global Advisors Limited. State Street Global Advisors Limited is 
authorised and regulated by the Financial Conduct Authority in the United Kingdom. 
Japan: State Street Global Advisors (Japan) Co., Ltd., 9-7-1 Akasaka, Minato-ku, 
Tokyo 107-6239. T: +813 4530 7380. Financial Instruments Business Operator, Kanto 
Local Financial Bureau (Kinsho #345). Japan Investment Advisers Association, 
Investment Trusts Association Japan, Japan Securities Dealers Association. 
Netherlands: State Street Global Advisors Netherlands, Adam Smith Building, 

Thomas Malthusstraat 1-3, 1066 JR Amsterdam, Netherlands. T: +31 (0)20 7181701. 
State Street Global Advisors Netherlands is a branch office of State Street Global 
Advisors Limited. State Street Global Advisors Limited is authorised and regulated by 
the Financial Conduct Authority in the United Kingdom. Singapore: State Street 
Global Advisors Singapore Limited, 168, Robinson Road, #33-01 Capital Tower, 
Singapore 068912 (Company Registered Number: 200002719D). T: +65 6826 7500. 
F: +65 6826 7501. Switzerland: State Street Global Advisors AG, Beethovenstr. 19, 
CH-8027 Zurich. T: +41 (0)44 245 70 00. F: +41 (0)44 245 70 16. United Kingdom: 
State Street Global Advisors Limited. Authorised and regulated by the Financial 
Conduct Authority. Registered in England. Registered Number: 2509928. VAT 
Number: 5776591 81. Registered Office: 20 Churchill Place, Canary Wharf, London, 
E14 5HJ. T: +020 3395 6000. F: +020 3395 6350. United States: State Street Global 
Advisors, One Lincoln Street, Boston, MA 02111-2900. T: +617 664 7727. 

The whole or any part of this work may not be reproduced, copied or transmitted or 
any of its contents disclosed to third parties without SSGA’s express written consent.

The views expressed in this material are the views of Lori Heinel through the  
period ended February 20, 2015 and are subject to change based on market and other 
conditions. The information provided does not constitute investment advice and it 
should not be relied on as such. It should not be considered a solicitation to buy or an 
offer to sell a security. It does not take into account any investor’s particular investment 
objectives, strategies, tax status or investment horizon. You should consult your tax 
and financial advisor. All material has been obtained from sources believed to be 
reliable. There is no representation or warranty as to the accuracy of the information 
and State Street shall have no liability for decisions based on such information. 
This document contains certain statements that may be deemed forward-looking 
statements. Please note that any such statements are not guarantees of any future 
performance and actual results or developments may differ materially from those 
projected. Past performance is not a guarantee of future results.

Investing involves risk including the risk of loss of principal.

Risk associated with equity investing include stock values which may fluctuate 
in response to the activities of individual companies and general market and 
economic conditions.

Standard & Poor’s (S&P) S&P Indices are a registered trademark of Standard & Poor’s 
Financial Services LLC.


