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  DARE TO BE  
DIFFERENT: 
ACTIVE SHARE

To achieve their goals, active fund 
managers must make choices that are 
different than their benchmarks. But 
how different? And in what ways?

In recent years, active share has emerged as 
a useful tool to help understand how equity 
portfolio managers approach security selection, 
and the value of active strategies in general.

Past performance is no guarantee of future results.  
All investments involve risk, including possible loss of principal.
This material is not for public distribution outside the United States of America.  
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In the u.s. – InVestMent PRODuCts: nOt FDIC InsuReD • nO BAnK GuARAntee • MAY LOse VALue



2 3

Based on historical performance (1990–2009) among over 
1,100 active domestic all-equity portfolios, the three types 
with the lowest active share (“factor bets”, “moderately 
active” and “closet indexers”) averaged the worst excess 
return, while the two types with the highest active share 
(“stock pickers” and “concentrated”) produced the best risk-
adjusted return for the period.6

Beyond benchmarks 
Actively managed equity strategies provide an important 
alternative to index strategies1 by making it possible to seek 
results tailored to specific objectives. Whether the goal is 
to heighten return or limit risk, the degree to which stock 
selection varies from the index is an important consideration. 

That’s exactly what’s measured by active share.2 This statistic 
reflects the percent of a portfolio that differs from the index, 
based on both stock selection and relative weighting. As 
such, active share represents a more precise view of this 
issue than tracking error,3 which is calculated using actual 
returns, and thus reflects both systemic factors and stock 
selection.The higher the active share, the more different the 
portfolio from its benchmark, and in principle, the greater 
the possible range of outcomes. 

A matter of independence
Active share doesn’t predict success or failure. However,  
it does reflect a portfolio manager’s commitment to 
independence from a benchmark; as such, it has provided  
a reasonable proxy for the importance of stock selection  
in a portfolio’s investment process.4 

That commitment is quite relevant, because while active 
management does not ensure gains or protect against market 
declines, investors pay a premium for active management. If 
an equity portfolio “hugs” a benchmark, with little deviation 
in both stock selection and weighting, investors are clearly 
justified in asking, “Am I getting what I paid for?”

Seeing active share in context
As with any single portfolio statistic, active share should be 
interpreted in the context of the manager’s process, position 
limits and risk philosophy. 

For that reason, the primary academic research on active share 
has focused on its significance in conjunction with tracking 
error and portfolio concentration, as expressed in five groups 
of mutual funds:5

1 Index strategies refer to a style of management associated with mutual and exchange-traded funds (ETF) where a fund’s portfolio mirrors a market index. An investor cannot invest 
directly in an index. Unmanaged index returns do not reflect any fees, expenses or sales charges.

2 Active share reflects the percent of a portfolio that differs from the index. 
3 Tracking error is a divergence between the price behavior of a position or a portfolio and the price behavior of a benchmark.
4 Antii Petajisto, Active Share and Mutual Fund Performance, 1/15/13. 
5 The portfolio types used in the chart above are defined in the study as follows: Stock pickers — 5th (top) quintile for active share and 1st through 4th quintiles in tracking error; Concentrated 

— 5th quintile for both active share and tracking error; Factor bets — 1st through 4th quintiles for active share and 5th quintile for tracking error; Moderately active — 2nd through 4th 
quintiles for active share and 4th through 1st quintiles for tracking error; Closet Indexers — 1st (lowest) quintile for active share and 4th through 1st quintiles for tracking error.

6 Antii Petajisto, Active Share and Mutual Fund Performance, 1/15/13. 
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* Where stock selection is influenced by factors that skew a portfolio toward or away from 
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 This information is provided for illustrative purposes only and does not reflect the 
performance of an actual investment.
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7 Alpha is a measure of performance vs. a benchmark, adjusted for the risk of the underlying asset class. An alpha of +1.0 means the portfolio has outperformed.

Excess return: Alpha,7 prior to fees/transaction costs (%)
1990–2009

Source: Antii Petajisto, Active Share and Mutual Fund Performance, 1/15/13. Past performance is no guarantee of future results. This information is provided for illustrative 
purposes only and does not reflect the performance of an actual investment.
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Two important conclusions:

• First, higher active share appears to have been associated 
with higher risk-adjusted returns, even if it doesn’t imply 
higher returns for any particular fund. 

• Second, the selection criteria and level of concentration 
may have played an important part as well as active share 
in determining a fund’s investment outcomes. 

A stock picker’s market?
Managers sometimes refer to a “stock picker’s market”, where 
correlations between overall asset classes are low to normal, and 
specific differences between individual companies are reflected 
in the relative movements of their stock prices. The analysis cited 
above further illustrates that active share’s association with higher 
returns was stronger when this is the case (in mathematical 
terms, when returns are more dispersed within an asset class).

Many believe that as the legacy of the financial crisis continues to 
recede, we are returning to a classic stock picker’s market. If true, 
managers with an independent approach to stock selection and 
a willingness to buck benchmarks — the key drivers of active 
share — may be well positioned to succeed. 

Investment risks
All investments involve risk, including possible loss of 
principal. Past performance is no guarantee of future results. 

The opinions and views expressed herein are not intended 
to be relied upon as a prediction or forecast of actual future 
events or performance, or a guarantee of future results, or 
investment advice; and are not intended to represent any 
specific product or investment.

Common stocks generally provide an opportunity for more 
capital appreciation than fixed-income investments but are 
subject to greater market fluctuations.

Equity securities are subject to price fluctuation and possible 
loss of principal.

There is no guarantee an investment objective can be achieved.

Diversification does not guarantee a profit or protect 
against a loss.
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IndependenT experTIse.   
Singular focuS.
Legg Mason is a leading global 
investment company committed to 
helping clients reach their financial goals 
through long term, actively managed 
investment strategies. 

•  Over $656 billion* in assets invested 
worldwide in a broad mix of equities, 
fixed income, alternatives and  
cash strategies

•  A diverse family of specialized 
investment managers, each with its 
own independent approach to research 
and analysis

•  Over a century of experience in 
identifying opportunities and delivering 
astute investment solutions to clients
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IMPoRTANT INFoRMATIoN: 
This document is for information only and does not constitute an invitation to the public to invest. You should be aware 
that the investment opportunities described should normally be regarded as longer term investments and they may not 
be suitable for everyone. 

The value of investments and the income from them can go down as well as up and investors may not get back the amounts 
originally invested, and can be affected by changes in interest rates, in exchange rates, general market conditions, political, 
social and economic developments and other variable factors. Past performance is no guide to future returns and may 
not be repeated. Investment involves risks including but not limited to, possible delays in payments and loss of income or 
capital. Neither Legg Mason nor any of its affiliates guarantees any rate of return or the return of capital invested. Please 
note that an investor cannot invest directly in an index. Forward-looking statements are subject to uncertainties that could 
cause actual developments and results to differ materially from the expectations expressed. 

This information has been prepared from sources believed reliable but the accuracy and completeness of the information 
cannot be guaranteed and is not a complete summary or statement of all available data. Individual securities mentioned are 
intended as examples of portfolio holdings and are not intended as buy or sell recommendations. Information and opinions 
expressed by either Legg Mason or its affiliates are current as at the date indicated, are subject to change without notice, 
and do not take into account the particular investment objectives, financial situation or needs of individual investors. 

The information in this document is confidential and proprietary and may not be used other than by the intended user. 
Neither Legg Mason nor any officer or employee of Legg Mason accepts any liability whatsoever for any loss arising 
from any use of this document or its contents. This document may not be reproduced, distributed or published without 
prior written permission from Legg Mason. Distribution of this document may be restricted in certain jurisdictions. Any 
persons coming into possession of this document should seek advice for details of, and observe such restrictions (if any).

This document may have been prepared by an advisor or entity affiliated with an entity mentioned below through 
common control and ownership by Legg Mason, Inc.

This material is only for distribution in the jurisdictions listed.

INvESToRS IN EURoPE: 
Issued and approved by Legg Mason Investments (Europe) Limited, registered office 201 Bishopsgate, London EC2M 3AB. Registered in 
England and Wales, Company No. 1732037. Authorized and regulated by the Financial Conduct Authority. Client Services +44 (0)207 070 7444. 
This document is for use by Professional Clients and Eligible Counterparties in EU and EEA countries. In Switzerland this document is only for 
use by Qualified Investors. It is not aimed at, or for use by, Retail Clients in any European jurisdictions. 

INvESToRS IN HoNg KoNg, KoREA, TAIWAN AND SINgAPoRE: 
This document is provided by Legg Mason Asset Management Hong Kong Limited in Hong Kong and Korea, Legg Mason Asset Management 
Singapore Pte. Limited (Registration Number (UEN): 200007942R) in Singapore and Legg Mason Investments (Taiwan) Limited (Registration 
Number: (98) Jin Guan Tou Gu Xin Zi Di 001; Address: Suite E, 55F, Taipei 101 Tower, 7, Xin Yi Road, Section 5, Taipei 110, Taiwan, R.O.C.; Tel: (886) 
2-8722 1666) in Taiwan. Legg Mason Investments (Taiwan) Limited operates and manages its business independently. It is intended for distributors 
use only in respectively Hong Kong, Korea, Singapore and Taiwan. It is not intended for, nor should it be distributed to, any member of the public  
in Hong Kong, Korea, Singapore and Taiwan. 

INvESToRS IN THE AMERICAS: 
This document is provided by Legg Mason Investor Services LLC, a U.S. registered Broker-Dealer, which may include Legg Mason International —  
Americas offshore. Legg Mason Investor Services, LLC, Member FINRA/SIPC, and all entities mentioned are subsidiaries of Legg Mason, Inc.
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INvESToRS IN AUSTRALIA: 
This document is issued by Legg Mason Asset Management Australia Limited (ABN 76 004 835 839, AFSL 204827) (“Legg Mason”). The 
contents are proprietary and confidential and intended solely for the use of Legg Mason and the clients or prospective clients to whom it has 
been delivered. It is not to be reproduced or distributed to any other person except to the client’s professional advisers.
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