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“Arguably the most significant finding 
of Drs. Cremers and Petajisto’s research 
is that the most active stock pickers  
have enough skill to outperform their 
benchmarks even after fees and 
transaction costs.”

Key takeaways

• Introduced in the mid-2000s, active share has become a 
widely used metric to assess how a portfolio differs from  
its benchmark.

• Academic research has shown that funds demonstrating 
high active share have a greater potential to outperform 
their benchmarks over time.

• When combined with tracking error, it’s possible for active 
share to help distinguish among actively managed funds 
with the greatest potential for outperformance.

• Active share, while helpful, represents only a portion of  
the analysis investors should consider regarding actively 
managed funds.

Since the introduction of fund benchmarks, the tools 
employed to assess a manager’s skill all shared a key 
limitation: They focused on prior results and therefore  
held little or no predictive value. Even Morningstar’s 
widely used star rating system has been criticized 
over the years as overly focused on past returns—a 
high-rated fund is just as likely to become a low-rated 

Executive summary

fund in the future as it is to maintain its previous rating.  
The development of active share in the mid-2000s offered  
a potentially forward-looking view into a fund’s performance 
prospects and, as a result, it has become an increasingly 
popular metric for investors. In this paper, we discuss the 
definition and origin of active share and its benefits and 
limitations as a predictor of fund performance.



Active share and mutual fund performance

A pioneering look at  
what drives success in 
active management
In 2006, Dr. Martijn Cremers and Dr. Antti Petajisto, then of the 
Yale School of Management, introduced the concept of active 
share.1 They noted that active managers strive to outperform 
their benchmarks in three ways: through stock selection, 
through factor bets (e.g., overweighting a specific industry), 
or through a combination of both. Because many managers 
favor one approach over the other, investors lacked the means 
to quantify active management across funds. The traditional 
approach of using tracking error alone was insufficient because 
a diversified stock picker could have a low tracking error, 
erroneously implying a low level of activity.

As an alternative, the researchers developed active share, 
which measures the fraction of a portfolio that differs from 
its benchmark. Active share is calculated by summing the 
absolute value of the differences between the security weights 
in a portfolio and the corresponding weights of the fund’s 
benchmark, and then dividing by two; the result is measured 
on a scale from 0% to 100%. A portfolio with no holdings in 
common with its benchmark would have 100% active share, 
while a portfolio that’s identical to its benchmark would have  
0% active share.

Drs. Cremers and Petajisto argued that active share might be 
useful in two distinct ways. First, it can describe the potential for 
a fund to outperform, since logically a fund must differ from its 
benchmark in order to outperform it. Second, when combined 
with tracking error, active share can help to more accurately 
discern different types of management styles.

The benefit of being different

The researchers applied their active share analysis to a total of 
2,647 U.S. equity mutual funds over a 23-year period (1980 to 
2003). For each year and each fund, the stock holdings were 
reported on three separate dates, resulting in a total of 
48,354 observations. They drew several conclusions from 
their work:

• The active share of an individual fund is extremely persistent 
over time.

• Funds with low active share (20%–60%) tend to 
underperform their benchmarks over time (these funds 
were deemed closet indexers).

• Funds with the highest quintile of active share (>80%) 
consistently outperformed their benchmarks over time 
and after fees.

• Funds with smaller asset bases tend to have higher 
active shares.

Calculating active share 

Weighting of security in  
portfolio (%)

Weighting of security in 
benchmark (%)

Absolute value of  
difference (%)

Security 1 38 0 38

Security 2 14 30 16

Security 3 44 2 42

Security 4 0 24 24

Security 5 4 44 40

TOTAL 100 100 160

Active share (half of total) 80

This is a hypothetical portfolio example, used for illustrative purposes only.
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Active share and mutual fund performance

• Tracking error by itself isn’t related to fund returns, 
suggesting not all dimensions of active management 
are rewarded in the market.

Arguably the most significant finding of their research is that 
the most active stock pickers have enough skill to outperform 
their benchmarks even after fees and transaction costs. 
However, Drs. Cremers and Petajisto also drew conclusions 
about the universe of actively managed funds, suggesting that 
funds may be broken down into four different categories, defined 
by active share and tracking error. 

Important considerations when using active share

There are a number of things investors should bear in mind when 
using active share as a signpost of manager effectiveness. 

• The investment universe matters. Generally, an active 
share below 60% should be considered low regardless of the 
type of fund, but the ability to achieve a high active share 
varies depending on the capitalization size and geography  
of the universe in question. For example, the universes of 
small-capitalization and international stocks contain far more 
securities than that of the large-cap U.S. stock universe.  
As a result, the threshold for high active share in small-cap 
and international stock funds is correspondingly higher. 
Conversely, it becomes more difficult to achieve a high active 

share in narrower universes such as specific sectors or 
investment styles (e.g., value). 

• Some managers may sacrifice style purity to achieve 
a higher active share. It’s vital for investors to understand 
the stated investment philosophy, process, and strategy of  
a fund in order to monitor where alpha is being generated. 
This is particularly important as active share becomes a more 
prevalent metric and managers have an added incentive to 
produce higher active share values.

• Active share has its detractors. Many in the investment 
community have argued that because higher active share 
figures are found more often in small-cap funds, the metric 
says more about a fund’s universe or a fund’s fees than the 
skill of its manager.2 Clearly, it’s easier for a manager to 
achieve a high active share through stock picking when the 
universe of stocks is broad and diverse. 

• Not all funds are built to outperform an index. In an era of 
benchmarks and index funds, it’s easy to overlook the fact that 
many funds are designed to pursue specific objectives that 
don’t correlate closely with a broad-based index; for example, 
many absolute return funds are designed to pursue positive 
returns with less volatility than equities. Their role as a volatility- 
mitigating force in a portfolio shouldn’t be diminished simply 
because they may fail to outpace equities in a bull market.

Different types of active management

Source: “How Active Is Your Fund Manager? A New Measure That Predicts Performance,” M. Cremers, A. Petajisto, 2009.

1 A diversified stock picker can be very active despite having a low  
tracking error, because stock selection within industries can still  
lead to large deviations from the index.

2 In contrast, a fund betting on systematic factors, what the  
researchers called factor bets, can generate a large tracking  
error even without large deviations from the index.

3 A concentrated stock picker combines the two approaches above,  
taking positions in individual stocks as well as in systematic factors.

4 A closet indexer scores low on both dimensions of active  
management while still claiming to be active. 0
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1 “How Active Is Your Fund Manager? A New Measure That Predicts Performance,” M. Cremers, A. Petajisto, 2009. 2 “Deactivating Active Share,” AQR Capital 
Management, LLC, April 2015. 3 The Russell 1000 Value Index tracks the performance of publicly traded large-cap companies in the United States with lower 
price-to-book ratios and lower forecasted growth values. The MSCI Europe, Australasia, and Far East (EAFE) Index tracks the performance of publicly traded 
large- and mid-cap stocks of companies in those regions. The Russell Midcap Value Index tracks the performance of publicly traded mid-cap companies with 
lower price-to-book ratios and lower forecasted growth values. The MSCI All Country (AC) World Index tracks the performance of publicly traded large- and 
mid-cap stocks of companies in 23 developed markets and 23 emerging markets. The Russell 3000 Index tracks the performance of 3,000 publicly traded 
large-, mid-, and small-cap companies in the United States. The S&P 500 Index tracks the performance of 500 of the largest publicly traded companies in the 
United States. The MSCI World Index tracks the performance of publicly traded large- and mid-cap stocks of developed-market companies. The MSCI AC World 
ex-USA Growth Index tracks the performance of publicly traded large- and mid-cap stocks with higher forecasted growth rates in 22 developed markets and 26 
emerging markets. The Russell 2000 Value Index tracks the performance of publicly traded small-cap companies in the United States with lower price-to-book 
ratios and lower forecasted growth values. It is not possible to invest directly in an index. 4 As of 3/23/18, the fund is closed to new investors, except as noted 
in the prospectus under “Choosing an eligible share class.” Please see the prospectus for details.
This commentary is provided for informational purposes only and is not an endorsement of any security, mutual fund, sector, or index. The information 
contained herein is based on sources believed to be reliable, but it is neither all inclusive nor guaranteed by John Hancock Investment Management. 

Diversification does not guarantee a profit or eliminate the risk of a loss. 
Stocks and bonds can decline due to adverse issuer, market, regulatory, or economic developments. Foreign investing, especially in emerging 
markets, has additional risks, such as currency and market volatility and political and social instability. The securities of small companies are 
subject to higher volatility than those of larger, more established companies. Values will fluctuate in response to issuer, political, regulatory, 
market, or economic developments. Please see the funds’ prospectuses for additional risks. 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.
Clients should carefully consider a fund’s investment objectives, risks, charges, and expenses before investing. To request a prospectus 
or summary prospectus with this and other important information, call us at 800-225-6020, or visit us at jhinvestments.com.

John Hancock Investment Management Distributors LLC, Member FINRA, SIPC, 200 Berkeley Street, Boston, MA 02116, 800-225-6020, jhinvestments.com
Manulife, Manulife Investment Management, Stylized M Design, and Manulife Investment Management & Stylized M Design are trademarks of  
The Manufacturers Life Insurance Company and are used by it, and by its affiliates under license.
NOT FDIC INSURED. MAY LOSE VALUE. NO BANK GUARANTEE. NOT INSURED BY ANY GOVERNMENT AGENCY. 
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Active share and tracking error for select funds

Fund name Benchmark3 Active share (%) Tracking error (%)

John Hancock Classic Value Fund Russell 1000 Value Index 90.18 12.85

John Hancock Disciplined Value Fund Russell 1000 Value Index 73.49 4.29

John Hancock Disciplined Value International Fund MSCI EAFE Index 82.71 4.10

John Hancock Disciplined Value Mid Cap Fund Russell Midcap Value Index 79.67 5.14

John Hancock Infrastructure Fund MSCI AC World Index 97.33 8.92

John Hancock Fundamental All Cap Core Fund Russell 3000 Index 84.51 4.59

John Hancock Fundamental Large Cap Core Fund S&P 500 Index 70.45 4.74

John Hancock Global Shareholder Yield Fund MSCI World Index 81.63 6.73

John Hancock International Growth Fund4 MSCI AC World ex-USA Growth Index 78.75 3.89

John Hancock Small Cap Value Fund Russell 2000 Value Index 92.75 9.01

John Hancock U.S. Global Leaders Growth Fund Russell 1000 Growth Index 74.38 6.87

Source: John Hancock Investment Management, as of 6/30/21. Data is subject to change.

Academic research has shown that active share can be a useful 
statistic in determining the potential for a manager to outperform,  
particularly when paired with tracking error. However, as with 
any other financial metric, active share provides only a partial 
picture of a fund and can be skewed by the universe in which 

that fund invests. Investors also need to consider a fund’s 
objective, its role in a portfolio, the degree of risk, and its fees 
before determining whether it makes sense to include that fund 
in a diversified portfolio.

Conclusion


