
Active Share: Limitations and 
Alternative Portfolio Evaluation Tools

Active share has been receiving attention since Cremers-Petajisto published their initial research work in 
2006. The measure continues to rise in popularity. Current manager selection criteria often include a bias 
toward portfolio managers with a higher active share. This trend seems to be based on the belief that 
higher active share will result in higher outperformance. While active share does measure a portfolio’s 
differences from a benchmark, and identifies the potential for differentiated performance from that 
benchmark, it says nothing about the direction or the volatility of that performance difference. More so-
phisticated and informative portfolio statistics like tracking error and information ratio can provide insight 
into portfolio managers’ historical performance difference from their benchmark and their track record of 
success or failure to outperform. 

WHAT DOES ACTIVE SHARE MEASURE?

The simplicity of the calculation, and the contested initial findings that higher active share results in 
higher performance, propelled the measure into popularity. Active share provides an easily calculated 
numeric measure of how dissimilar a portfolio is relative to a benchmark using a scale of 0%, meaning 
it is exactly like the benchmark, to 100%, in other words, no holdings overlap with the benchmark. The 
calculation has appeal because anyone with portfolio holding weights, benchmark constituent member 
weights, and a spreadsheet can make the calculation in a few minutes.

Active Share = ½ ∑(|Px –  Bx|)

∑ = sum for all portfolio and benchmark holdings

| | = absolute value

Px = portfolio holdings weights

Bx= benchmark holdings weights

The active share calculation does provide a quantifiable measure of how different a portfolio is from a 
benchmark. Without some amount of difference from a benchmark, there is no room for outperformance. 
Thus a portfolio needs to have differentiation to have the potential to outperform. If portfolios are 
grouped by excess return, the higher return portfolios will likely have higher active share, but that is a 
residual characteristic and not a predictive element. The worst underperforming portfolios are also likely 
to have high active share.

ACTIVE SHARE SHORTCOMINGS

While active share offers one measure of a portfolio’s difference to the benchmark, there are some 
potentially misleading inferences by relying solely on this measure to try and predict a manager’s perfor-
mance.

• The initial research by Cremers and Petajisto included a material flaw that created a false 
conclusion. The researchers ranked their portfolios first by active share then by tracking error within 
the high active share bucket. Return analysis suggested that high active share portfolios with low 
tracking error provided the best performance. However, because the ranking sample was limited to 
high active share portfolios—which by their nature will have higher tracking error—the low tracking 
error outperforming portfolios were not what informed investors would consider low tracking error. 
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This stronger performing group would more accurately be classified as average to above median tracking error. This simple error led analysts 
seeking outperforming investments to look for high active share, low tracking error managers—of which there are almost none. The Cremers 
and Petjisto test methodology also produced a very high holdings turnover that would be difficult to replicate in actual investing.

• High active share can also detect benchmark mismatch. As a simple experiment, take a large-cap growth portfolio and compare it to a small-
cap value benchmark. The active share will be near 100, but future relative performance will be driven by the difference in the value versus 
growth and small versus large cap. The high active share will not necessarily identify an outperforming strategy.  

• Active share calculates the aggregate holdings difference from a benchmark with no consideration toward the merit, riskiness, or volatil-
ity of the portfolio relative to the benchmark. Active share is only an indirect measure of the potential magnitude of performance difference 
compared to the benchmark. If non-benchmark investments are highly correlated with benchmark holdings, the result can be in line with the 
benchmark. High active share invested in low correlation or uncorrelated non-benchmark assets are needed in order to achieve different 
performance. Thus, two portfolios with equal active share could have dramatically different correlation and volatility of absolute and relative 
performance to the benchmark.

• High active share also does not provide any information on the direction of that performance difference—the critical issue of a manager’s 
ability to potentially outperform. High active share portfolios can generate impressive excess performance if the funds invested outside the 
benchmark produce above benchmark returns. However, if those non-benchmark funds are invested in underperforming assets, the net result 
will be relative underperformance. In short, while active share may be only an indirect predictor of the magnitude of return variance versus the 
benchmark, it says nothing about whether that difference will be positive or negative.

In fact, higher active share may be a predictor of poor relative performance. Active share is also an indirect measure of manager confidence and in 
the negative case—overconfidence—which can lead to underperformance as analyzed by Jin1, Eshragi, Taffler & Goyal (2015). These researchers 
found that managers with strong performance tended to increase their active share, but then subsequently underperformed.

BETTER INVESTMENT MEASURES

Tracking error, also called active risk, provides a measure of the historical or predicted performance volatility compared to the benchmark. Tracking 
error is also an historical indication of how much performance divergence to expect from a portfolio. While tracking error does not provide a direc-
tion—similar to active share—tracking error does provide a statistical measure of past performance differences taking into account the standard 
deviation of the asset return patterns, not just the weighting difference.

  

Tracking Error=        ∑n
i=1 (Rp-Rb)2

                                                                  N - 1 

Rp = Return Portfolio

Rb = Return Benchmark

N = Number of monthly observations

While this formula is more complex and is based on past portfolio holdings, there is considerably more information content in the tracking error 
calculation than active share and is a strong complement to the real-time information provided by active share.
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1 “Fund Manager Active Share, Overconfidence and Investment Performance” by 

Liang Jin, Warwick University; Arman Eshraghi, University of Edinburgh; Richard Taffler, Warwick University; Amit Goyal, University of Lausanne: 15 January 2015.



Information ratio provides the missing element to provide an indication of relative performance patterns by combining excess return relative to the 
benchmark, with the tracking error relative to the benchmark. This measure gives an estimate of the amount of risk taken relative to the expected 
or actual return, or reward.  

       Excess Return

Information Ratio =  ———————

       Tracking Error

A long-term information ratio provides historical information on the direction and reliability of a portfolio’s excess return that is not provided in any 
manner from an active share calculation.

While no simple calculation exists that can predict the future performance and volatility of a portfolio strategy, tracking error and information ratio 
provide more insight into the historical excess return and variability to a benchmark. A high or low active share is neither good nor bad, but only 
one dimension of the difference from a benchmark that does not consider risk and volatility, or measure manager skill.

————

http://www.fmaconferences.org/Vegas/Papers/FundManagerActiveShare-15.01.16.pdf
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