
We believe you can  

find active management 

outperformance, and one 

of the key characteristics 

you should look for is 

high conviction.

Key takeaways

 � We previously identified areas where equity active managers tend to outperform,  
but are often asked what makes these managers special.

 � To answer this question, we measured high conviction by using high active share  
and low turnover.

 � Our results can help advisors perform due diligence when using active, passive, and 
strategic beta in portfolios.

Executive summary

Our previous research helped advisors develop a framework for equity allocation and where it 
might be most appropriate to use active, passive, and strategic beta strategies. Specifically, we 
used the propensity and magnitude of active manager outperformance to help inform these 
decisions. 

In this white paper, we attempt to identify the common characteristics of active managers that 
outperform their respective index. To identify high-conviction managers, we used high active 
share and low turnover. We found that in most cases, advisors should look for active managers 
with above-average active share and below-average turnover. We believe this approach can 
help improve financial advisors’ due diligence process when building portfolios and selecting 
active, passive, and strategic beta managers.
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In previous research, we’ve sought out ways for investors to best 
use active, passive, and strategic beta options when 
implementing asset allocations in equity portfolios. To help 
investors make those decisions, we looked at both the propensity 
of active managers to outperform—and the magnitude by which 
they outperform—representative indexes in various equity asset 
classes. 

The results varied by equity style box, both in the United States 
and foreign markets. For example, U.S. small-cap value active 
funds had a relatively higher propensity (67%) to outperform the 
index over rolling 10-year periods. Conversely, U.S. large blend 
funds had a relatively lower propensity (36%) to outperform the 
index over rolling 10-year periods. 

One natural question we’ve heard in response to this research is 
which specific characteristics investors should look for in active 
managers who outperform over longer periods. This is a difficult 
question to answer, but we were interested in understanding if 
managers with high conviction in their process have delivered 
better results. In other words, we wanted to determine if 
higher-conviction managers have a higher propensity to 
outperform their respective index.

Measuring conviction: high active share and  
low turnover

One way to measure high-conviction active managers is to focus 
on high active share and low turnover. Active share measures 
how different the manager’s portfolio is from the index. Our 
belief is that managers with high active share and low turnover 
have high conviction in their research, are willing to make large 
allocations to their best ideas, and have the patience to hold 
those positions for the long term. This also helps eliminate 
“closet indexers” who charge active management fees but give 
benchmark-like exposures with little chance to outperform.

To test our hypothesis that high-conviction active managers have 
a better chance of outperforming the index, we assessed the 
managers with the highest-quartile active share and lowest-
quartile turnover of various equity categories. The results for the 
past 20+ years were interesting in the sense that the average 
percentage of managers that were able to outperform the 
benchmark improved over a rolling 10-year period, as did the 
percent of managers that outperformed over the best-performing 
rolling 10-year period. Unfortunately, the percentage of 
managers that beat the benchmark declined over the 

Do high-conviction managers outperform?
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Propensity for outperformance of actively managed subsets–U.S. large blend

% of subset constituent funds outperforming the index
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Source: MPI Stylus, using data provided by Morningstar for constituent funds and their respective representative indexes, 7/1/97–12/31/18. Past performance does not guarantee 
future results.
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worst-performing rolling 10-year period. This result was less than 
ideal as the additional upside of allocating to highest-conviction 
managers was offset by the additional downside.

Therefore, we then assessed the managers with active share in 
the top two quartiles and lowest two quartiles of turnover. Think 
of these as strategies having higher-than-average active share 
with lower-than-average turnover. We found these results very 
interesting. In many of the categories, the propensity (average 
percentage of managers outperforming the benchmark) 
improved over the rolling 10-year period, as did the percentage 
of managers that outperformed over the best-performing rolling 
10-year period. Also encouraging was the increase in percentage 
of managers that beat the benchmark over the worst-performing 
rolling 10-year period for many of the categories.

A tale of two style boxes: U.S. large blend and  
small value

The chart on the previous page and the chart below show the 
results for U.S. large blend and small-cap value, respectively.  
In both charts, the range indicated by all bars represents the 
percentage of funds that beat the benchmark over rolling 10-year 
periods over the previous 20 years. The top of the bars represents 
the best rolling 10-year period, while the bottom of the same bar 

represents the worst rolling 10-year period, with the average 
shown in the middle of the bar. In both charts, the green bars  
are the all active peer group, the red bars show the top quartile 
active share and bottom percentile turnover (lower turnover), and 
the blue bars show the first- and second-quartile active share and 
the third- and fourth-percentile turnover (lower turnover). 

In both categories, the odds of finding an active manager that 
outperformed the benchmark improved when the universe was 
narrowed to higher-than-average active share with lower-than-
average turnover. 
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“We wanted to determine if higher-conviction 

managers have a higher propensity to 

outperform their respective index.” 

Propensity for outperformance of actively managed subsets–U.S. small value

% of subset constituent funds outperforming the index

0

25

50

75

100

10-year 1st and 2nd quartiles
AS and TO1

10-year 1st quartile
AS and TO1

10-year all active

82%

67%

83%

17%

45%

100%

43%

90%
100%

Source: MPI Stylus, using data provided by Morningstar for constituent funds and their respective representative indexes, 7/1/97–12/31/18. Past performance does not guarantee 
future results.

3



Active, passive, or strategic beta?

Results for all the U.S. equity style boxes are shown below. In each category, the propensity to outperform the benchmark improves if you 
focus on having higher-than-average active share with lower-than-average turnover, except for mid blend and mid growth. In these 
categories, investing in a passive approach or multifactor strategic beta approach tends to have been a better option. Since active share 
and turnover change over time, these can be used as helpful guidelines, but not necessarily hard triggers.
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Propensity distribution charts (% of funds outperforming index)

Domestic equity actively managed funds as a whole vs. higher conviction subset of active managers                       n  Max.         n  Avg.         n  Min.

Source: MPI Stylus; market indexes used to evaluate performance of actively managed fund categories and subsets shown are the same as those referenced elsewhere in this paper 
for each category, respectively, as of 12/31/2018. Past performance does not guarantee future results.
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The results for several foreign equity categories are shown below, using the same approach. In each category, the propensity to 
outperform the benchmark improves if you focus on having higher-than-average active share with lower-than-average turnover, except 
for foreign large growth and foreign small/mid-growth. In these two categories, opting for a passive approach or multifactor strategic 
beta strategy may be a better choice when evaluating cost and volatility. 
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Propensity distribution charts (% of funds outperforming index)

Domestic equity actively managed funds as a whole vs. higher conviction subset of active managers                       n  Max.         n  Avg.         n  Min.

Source: MPI Stylus; market indexes used to evaluate performance of actively managed fund categories and subsets shown are the same as those referenced elsewhere in this paper 
for each category, respectively, as of 12/31/2018. Past performance does not guarantee future results.

10-year
1st and 2nd quartiles

AS and TO1

10-year
all active

71%

85%

24%
33%

47%

60%

Foreign large value

10-year
1st and 2nd quartiles

AS and TO1

10-year
all active

63%

100%

20%

0%

42%

75%

Foreign smid value

10-year
1st and 2nd quartiles

AS and TO1

10-year
all active

77%
83%

28% 25%

42%

56%

Foreign large blend

10-year
1st and 2nd quartiles

AS and TO1

10-year
all active

87%

100%

37%
43%

65%

81%

Foreign smid blend

10-year
1st and 2nd quartiles

AS and TO1

10-year
all active

57%

100%

27%

49%
40%

83%

Div emerging markets

10-year
1st and 2nd quartiles

AS and TO1

10-year
all active

92%
85%

32%

17%

60%

45%

Foreign large growth

10-year
1st and 2nd quartiles

AS and TO1

10-year
all active

100% 100%

65%

32%

81%
77%

Foreign smid growth

5



Putting it all together and summarizing the tables below, here 
are the breakpoints that investors might want to use as rough 
guides when sorting active managers by active share and 
turnover, for various equity asset classes: 

 � U.S. large caps: Investors should seek active share of about 
65% or higher, and a turnover ratio of 33% or lower. 

 � U.S. mid-cap value and small caps: Investors should seek 
active share of about 85% or higher, and turnover of about 
50% or lower. 

 � International large caps: Investors should seek active share  
of about 70% or higher, and turnover less than 35%. 

 � International small and mid caps: Investors should seek  
active share of at least 90%, and turnover less than 40%. 

Again, these breakpoints should only be used as rough guides.

Conclusion

As a result of our previous research on where active managers 
outperform in the equity markets, we’re often asked how these 
managers do it. We believe you can find active management 
outperformance, and one of the key characteristics you should 
look for is high conviction. To find managers with high 
conviction, we looked for those with high active share and low 
turnover. Using the same categories in which we measured 
outperformance propensity, we wanted to assess if we narrowed 
the universe and focused on high active share managers with 
low turnover, would it result in better performance?

We found that, with some exceptions, it’s helpful to look for 
active strategies with above-average active share and below-
average turnover. We also offer breakpoints for active share and 
turnover to help advisors find outperforming managers in various 
equity asset classes. We believe this approach can help improve 
financial advisors’ due diligence process and where it makes 
sense to implement active, passive, or strategic beta approaches. 
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Second quartile breakpoints for active share and turnover

U.S. and foreign equity

U.S. EQUITY FOREIGN EQUITY

Active share  
% greater than:

Turnover ratio  
% lower than:

Active share  
% greater than:

Turnover ratio  
% lower than:

Large value 74% 31% Foreign large value 78% 30%

Large blend 67% 25% Foreign large blend 73% 27%

Large growth 65% 33% Foreign large growth 80% 35%

Mid value 89% 35% Foreign smid value 98% 28%

Mid blend 88% 29% Foreign smid blend 96% 26%

Mid growth 86% 32% Foreign smid growth 95% 39%

Small value 92% 34% Diversified emerging 
markets equity 79% 38%

Small blend 92% 35%

Small growth 89% 48%

Source: MPI Stylus; market indexes used to evaluate performance of actively managed fund categories and subsets shown are the same as those referenced elsewhere in this paper 
for each category, respectively, as of 12/31/2018. Past performance does not guarantee future results.
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John Hancock portfolio consulting group— 
where your expertise meets ours 

Every day, you help your clients pursue their financial 
goals—when they need someone to turn to for sound 
financial advice and wealth management, you’re there 
for them. That’s your expertise. 

Here’s our expertise

At John Hancock Investment Management, we’ve been 
designing multi-asset and multimanager portfolios since 
1995, building diversified solutions that use a mix of 
active, passive, and alternative strategies. 

Our portfolio consulting group works with investment 
professionals—including registered investment advisors, 
financial planners, and broker-dealers—to help build 
model portfolio strategies that leverage our years of 
experience in portfolio design and implementation.

Our portfolio consulting group can be your partner 

Together, we can:

 � Review your current model portfolios to determine where 
a change in strategy may be helpful 

 � Create an action plan based on our cutting-edge analytic 
tools that positions your model portfolios for success 

 � Conduct periodic reviews to ensure your model portfolios 
remain optimally positioned across changing market cycles

On request of an independent registered investment advisor, 
John Hancock Investment Management LLC’s portfolio 
consulting group provides services that are not investment 
advice and do not establish an advisory relationship.

Access our suite of customized portfolio services: call your 
John Hancock Investment Management business consultant 
at 800-225-6020, or visit jhinvestments.com.
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1 AS: represents active share, where 1st and 2nd quartiles represent the 2 quartiles of funds ranked among the highest levels of active share among peers. TO: represents turnover ratio, where 1st and 
2nd quartiles represent the 2 quartiles of funds ranked among the lowest levels of turnover ratio among peers.

Conclusions expressed in this article are based on the data collected in the John Hancock Investment Management study and may not be representative of all financial advisors.

This commentary is provided for informational purposes only and is not an endorsement of any security, mutual ETF, or index. The information contained is based on sources believed to be reliable, 
but it is neither all inclusive nor guaranteed by John Hancock Investment Management.

There is no guarantee that any of the strategies mentioned will be successful, or that the performance of the ETFs in the models will yield the same results if purchased individually. The objectives 
of the strategies and parameters set by the advisor may differ from the actual ETFs.

This material is not intended to be, nor shall it be interpreted or construed as, a recommendation or providing advice, impartial or otherwise. John Hancock Investment Management and its 
representatives and affiliates may receive compensation derived from the sale of, and/or from any investment made in, its products and services.

Investing involves risks, including the potential loss of principal. Please see the funds’ prospectuses for additional risks. 

Connect with John Hancock Investment Management: 
@JH_Investments

John Hancock Investment Management Distributors LLC  Member FINRA, SIPC  200 Berkeley Street  Boston, MA 02116  800-225-6020  jhinvestments.com
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