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Ensemble Alpha 

• Even though mutual funds have done poorly,                      

the stock picks across funds managers have done well 

 

• The ensemble of manager stock picks have alpha,              

the funds do not 
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The Most Overweight and Underweight Stocks  
in Russell 1000 at the End of 2014 

Note: Shows the 10 stocks with highest and lowest active weight in the Russell 1000 universe as of December 2014. Active weight is calculated as fund weight minus benchmark 
weight, where the fund is based on aggregated fund holding in large-cap funds using Lipper’s fund classification and the benchmark is based on the asset-weighted benchmarks for 
each fund. Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 

10 highest active weight stocks

Rank Ticker Name
Holding Value 

(million $)

Aggregated NAV for 
funds holding  the 
stock (million $)

Total number of 
funds holding 

the stock

Fund Weight    
( Wp )

Benchmark 
Weight             
(  Wb )

Active Weight 
( Wp - Wb )

1 GOOG  GOOGLE INC 54,903             1,727,538               1,657              2.655% 1.812% 0.842%
2 GILD  GILEAD SCIENCES INC 31,867             1,408,984               1,377              1.541% 0.845% 0.696%
3 AMZN  AMAZON.COM INC 27,180             1,288,586               984                 1.314% 0.736% 0.578%
4 BIIB  BIOGEN IDEC INC 19,060             1,218,303               1,089              0.922% 0.472% 0.449%
5 UNH   UNITEDHEALTH GROUP INC 14,839             1,360,370               1,031              0.718% 0.393% 0.325%
6 WFC   WELLS FARGO & CO 28,347             1,378,316               1,310              1.371% 1.091% 0.280%
7 PCLN  PRICELINE GROUP INC/THE 12,932             1,013,133               973                 0.625% 0.347% 0.278%
8 V     VISA INC-CLASS A SHARES 21,588             1,301,684               1,247              1.044% 0.768% 0.276%
9 CMCSA COMCAST CORP-CLASS A 22,380             1,479,957               1,395              1.082% 0.810% 0.272%

10 COF   CAPITAL ONE FINANCIAL CORP 9,255               830,493                  716                 0.448% 0.186% 0.261%
10 lowest active weight stocks

Rank Ticker Name
Holding Value 

(million $)

Aggregated NAV for 
funds holding  the 
stock (million $)

Total number of 
funds holding 

the stock

Fund Weight    
( Wp )

Benchmark 
Weight             
(  Wb )

Active Weight 
( Wp - Wb )

1 AAPL  APPLE INC 54,853             1,615,697               1,854              2.652% 3.875% -1.222%
2 XOM   EXXON MOBIL CORP 12,484             787,037                  995                 0.604% 1.579% -0.975%
3 IBM   INTL BUSINESS MACHINES CORP 5,578               594,260                  669                 0.270% 0.905% -0.635%
4 WMT   WAL-MART STORES INC 7,445               643,848                  616                 0.360% 0.839% -0.479%
5 KO    COCA-COLA CO/THE 11,485             1,014,372               621                 0.555% 1.017% -0.462%
6 T     AT&T INC 6,653               648,784                  597                 0.322% 0.698% -0.376%
7 MCD   MCDONALD'S CORP 3,830               544,822                  587                 0.185% 0.541% -0.356%
8 VZ    VERIZON COMMUNICATIONS INC 16,416             973,498                  1,155              0.794% 1.139% -0.345%
9 MMM   3M CO 6,503               648,570                  569                 0.314% 0.626% -0.311%

10 PG    PROCTER & GAMBLE CO/THE 14,598             1,130,359               965                 0.706% 1.012% -0.306%
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Overweight Stocks Outperform,  
While Underweight Stocks Underperform 

Note: Top panel shows cumulative 
excess return of equal-weighted 
deciles by active weight in the Russell 
1000 universe relative to equal-
weighted Russell 1000 constituents. 
Deciles are rebalanced every month. 
Bottom panel shows average 
annualized excess returns of the 
deciles by active weight in the Russell 
1000 universe. Active weight is 
calculated as fund weight minus 
benchmark weight, where the fund 
data are based on aggregated large-
cap funds using Lipper’s fund 
classification and the benchmark data 
are based on asset-weighted 
benchmarks for each fund. Period of 
analysis is from January 2004 
through January 2015. 
Source: CRSP, Russell, S&P, 
Compustat, IDC, Nomura research 
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Performance of Long-Short Portfolios  
by Active Weight  

Note: Shows  cumulative spread return between equal-weighted top and bottom deciles by active weight in the 
Russell 1000 universe. Active weight is calculated as fund weight minus benchmark weight, where the fund is based 
on aggregated large-cap funds based on Lipper’s fund classification and the benchmark is based on asset-weighted 
benchmarks for each fund. Period of analysis ranges from January 2004 through January 2015. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 
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Why Did Things Change Around 2009? 
Hello Edgar  

Note: Shows number of funds reporting the holdings data in monthly and quarterly base. Fund universe is large-cap funds 
(core, value, and growth) based on Lipper’s fund classification. Period of analysis ranges from January 2004 through 
November 2014.  
Source: CRSP, Nomura research 
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Decile Spread Performance Summary  
by Active Weight in Russell 1000 

Note: Shows  annualized return, risk and return/risk ratio of equal-weighted deciles by active weight in the Russell 1000 universe 
relative to equal-weighted Russell 1000 constituents. Active weight is calculated as fund weight minus benchmark weight, where 
the fund is based on aggregated large-cap funds based on Lipper’s fund classification and the benchmark is based on asset-
weighted benchmarks for each fund. Top panel is for period since January 2004 through January 2015, second panel is for period 
since August 2009, third panel is for last 5 years since February 2010, and bottom panel is for last 3 years since February 2012. 
Source: CRSP, Russell, Compustat, IDC, Nomura research 
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Decile Spread Peformance by Active Weight

D1 D10 D10 - D1

D1 D10 D10 - D1 D1 D10 D10 - D1 D1 D10 D10 - D1
Return -6.34% 3.69% 10.03% -3.14% 2.77% 5.91% -3.48% 4.26% 7.74%
Risk 8.35% 4.48% 9.39% 6.27% 2.93% 6.49% 5.88% 3.01% 6.69%
Return/Risk -0.76 0.82 1.07 -0.50 0.95 0.91 -0.59 1.41 1.16

Since 2004 (last 11 years) Since 2010 (last 5 years) Since 2012 (last 3 years)
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Active Stocks Beat Active Funds 

Note: Dark blue line shows cumulative spread return between equal-weighted top and bottom deciles by active weight in the Russell 
1000 universe. Active weight is calculated as fund weight minus benchmark weight, where the fund is based on aggregated large-
cap funds using Lipper’s fund classification and the benchmark is based on the asset-weighted benchmarks for each fund. Light blue 
line shows cumulative spread return between asset-weighted top and bottom decile fund groups by active share in large-cap funds 
with at least $10 million in net assets and trailing 12-month tracking error greater than 30bp/year. Period of analysis is from January 
2004 through January 2015 for the dark blue line and from January 2004 through December 2014 for the light blue line. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 
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Is Active Stock Alpha a Factor Story? 

Note: Shows history of cross-sectional rank correlation of active weight and one-year price momentum (left top panel), value (right top panel) and size (bottom panel) in 
Russell 1000 universe. Period of analysis is from January 2004 through December 2014. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 
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Highest and Lowest Active-Degree Stocks  
in Russell 1000 at the end of 2014 

Note: Shows stocks with the highest and lowest active degree in the Russell 1000 universe as of December 2014. Active degree is calculated as (fund weight – benchmark weight) / 
benchmark weight, where the fund is based on aggregated large-cap funds using Lipper’s fund classification and the benchmark is based on the asset-weighted benchmarks for each fund. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 

10 highest active degree stocks

Rank Ticker Name
Holding Value 

(million $)

Aggregated NAV for 
funds holding  the 
stock (million $)

Total number of 
funds holding 

the stock

Fund Weight    
( Wp )

Benchmark 
Weight             
(  Wb )

Active Degree 
(Wp - Wb )/Wb

1 MGM   MGM RESORTS INTERNATIONAL 2,055               525,906                  261                 9.94 bps 1.81 bps 450%
2 S     SPRINT CORP 633                   197,159                  86                    3.06 bps 0.64 bps 381%
3 CE    CELANESE CORP-SERIES A 2,072               535,676                  206                 10.02 bps 2.12 bps 373%
4 HLT   HILTON WORLDWIDE HOLDINGS IN 1,287               502,157                  336                 6.22 bps 1.40 bps 343%
5 CXO   CONCHO RESOURCES INC 3,459               606,995                  311                 16.73 bps 4.47 bps 274%
6 EPE   EP ENERGY CORP-CL A 54                     33,783                     47                    0.26 bps 0.07 bps 261%
7 HOLX  HOLOGIC INC 1,232               443,327                  143                 5.96 bps 1.74 bps 242%
8 VMW   VMWARE INC-CLASS A 1,955               526,662                  394                 9.45 bps 2.88 bps 229%
9 X     UNITED STATES STEEL CORP 546                   350,738                  225                 2.64 bps 0.81 bps 224%

10 LNKD  LINKEDIN CORP - A 6,218               888,847                  620                 30.07 bps 9.53 bps 216%
10 lowest active degree stocks

Rank Ticker Name
Holding Value 

(million $)

Aggregated NAV for 
funds holding  the 
stock (million $)

Total number of 
funds holding 

the stock

Fund Weight    
( Wp )

Benchmark 
Weight             
(  Wb )

Active Degree 
(Wp - Wb )/Wb

1 AMH   AMERICAN HOMES 4 RENT- A 0.06                 12                             2                      0.0003 bps 0.536 bps -99.9%
2 CCO   CLEAR CHANNEL OUTDOOR-CL A 0.06                 639                           2                      0.0003 bps 0.133 bps -99.8%
3 COMM  COMMSCOPE HOLDING CO INC 5.69                 48,465                     20                    0.0275 bps 0.566 bps -95.1%
4 SLGN  SILGAN HOLDINGS INC 10.56               59,224                     43                    0.0510 bps 0.930 bps -94.5%
5 MORN  MORNINGSTAR INC 5.65                 49,667                     26                    0.0273 bps 0.497 bps -94.5%
6 IPGP  IPG PHOTONICS CORP 11.43               57,801                     34                    0.0553 bps 0.991 bps -94.4%
7 BRKR  BRUKER CORP 9.92                 56,173                     39                    0.0480 bps 0.859 bps -94.4%
8 CPRT  COPART INC 19.46               64,081                     38                    0.0941 bps 1.633 bps -94.2%
9 FLO   FLOWERS FOODS INC 16.00               65,082                     40                    0.0774 bps 1.311 bps -94.1%

10 SMG   SCOTTS MIRACLE-GRO CO-CL A 13.79               58,182                     33                    0.0667 bps 1.110 bps -94.0%
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Decile Spread Performance Summary  
by Active Degree in Russell 1000 

Note: Shows average annualized return, risk, and return/risk ratio for top decile (D10), bottom decile (D1), and decile spread 
(top – bottom; D10 – D1) by active degree in the Russell 1000 universe from January 2004, January 2010, and January 2012 
through December 2014. Active degree is calculated as (fund weight – benchmark weight) / benchmark weight, where the fund 
is based on aggregated large-cap funds using Lipper’s fund classification and the benchmark is the asset-weighted benchmarks 
for each fund. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 

(annualized) D1 D10 D10 - D1 D1 D10 D10 - D1 D1 D10 D10 - D1
Return -3.86% 9.80% 13.66% -1.88% 4.58% 6.46% -2.40% 4.96% 7.36%
Risk 5.69% 7.92% 8.14% 3.54% 4.83% 4.99% 2.46% 4.79% 6.24%
Return/Risk -0.68 1.24 1.68 -0.53 0.95 1.30 -0.98 1.04 1.18

Since 2004 ( last 11 years ) Since 2010 ( last 5 years ) Since 2012 ( last 3 years )
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Two Measures of Active Stock Weight 
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High Active Degree Stocks vs. High Active Weight Stocks

High active degree stocks - Low active degree stocks
High active weight stocks - Low active weight stocks

Note: Shows cumulative spread returns between equal-weighted top and bottom deciles by active degree (dark blue 
line) and active degree (light blue line) in the Russell 1000 universe from January 2004 through January 2015. 
Source: CRSP, Russell, S&P, S&P, Compustat, IDC, Nomura research 
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Long Only  
– The Alpha in the Aggregate Fund Managers’ Picks 

Note: Shows cumulative excess returns to equal-weighted Russell 1000 for equal-weighted top deciles by active degree (dark blue line) and active degree (light blue line) in the Russell 1000 
universe. Period of analysis ranges from January 2004 through January 2015. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 
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How Does Information Lag Affect the Performance? 

Note: Shows average annualized return of decile spread (top – bottom; D10 – D1) by active weight (left panel) and active degree (right panel) with zero-month, one-month and two-month 
lags in the Russell 1000 universe from January 2004, January 2010, and January 2012 through December 2014. Active weight and active degree are respectively calculated as fund weight 
minus benchmark weight and (fund weight – benchmark weight) / benchmark weight, where the fund is based on aggregated large-cap funds using Lipper’s fund classification and the 
benchmark is based on asset-weighted benchmarks for each fund. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 
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Note: Dark blue line shows cumulative spread return between equal-weighted top and bottom deciles by active weight (light blue 
line) and active degree (dark blue line) with one-month lag in the Russell 1000 universe. Active weight and active degree are 
respectively calculated as fund weight minus benchmark weight and (fund weight – benchmark weight) / benchmark weight, where 
the fund is based on aggregated large-cap funds using Lipper’s fund classification and the benchmark is based on the asset-
weighted benchmarks for each fund. Purple line shows cumulative spread return between asset-weighted top and bottom decile 
fund groups by active share in large-cap funds with at least $10 million in net assets and trailing 12-month tracking error greater 
than 30bp/year. Period of analysis is from January 2004 through February 2015 for dark blue and light blue lines and from January 
2004 through December 2014 for purple line. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 

Active Stocks Beat Active Funds with One-Month Lag 
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Active Funds Underperformed the Benchmark  
in the Past Decade 

Note: Shows the cumulative asset-weighted excess return, after fees, of U.S. large-cap active funds relative to 
benchmark from January 2004 through December 2014. The funds belong to U.S.-equity large-cap core, large-cap value, 
and large-cap growth funds based on Lipper’s fund classification, with fund holdings data available in CRSP database.  
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 
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Asset-Weighted Active Fund Holdings Outperform 
Asset-Weighted Active Funds 

Note: Left panel shows cumulative returns of U.S. large-cap active funds (asset-weighted, light blue line), the benchmarks (asset-weighted, purple line), and aggregated fund holdings in the 
Russell 1000 universe (dark blue line). Right panel shows cumulative excess returns of aggregated fund holdings in the Russell 1000 universe relative to asset-weighted active funds (dark 
blue line) and asset-weighted benchmark (red line) from January 2004 through December 2014. The funds belong to U.S.-equity large-cap core, large-cap value, and large-cap growth 
funds based on Lipper’s fund classification, with fund holdings data available in CRSP database. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 

-40

-20

0

20

40

60

80

100

120

140

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Cu
m

ul
at

iv
e 

 re
tu

rn
 (%

)

Benchmarks (asset-weighted)
Active funds (asset-weighted)
Active fund holdings (asset-weighted)

Active Funds, Active Fund Holdings and Benchmarks

-5

0

5

10

15

20

25

30

35

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Cu
m

ul
at

iv
e 

ex
ce

ss
 re

tu
rn

 (%
)

Active fund holdings - Active funds (asset-weighted)
Active fund holdings - Benchmarks (asset-weighted)

Active Funds, Active Fund Holdings and Benchmarks



17 

Alpha for Aggregated Active Fund Holdings 

Note: Benchmark-adjusted alpha is annualized excess return of aggregated active fund holdings in the Russell 1000 universe relative to asset-weighted benchmarks from 
January 2004 through December 2014. The data on the right show interception and coefficients of four Fama-French-Carhart factors after regressing out those factors from 
benchmark-adjusted alpha, based on monthly data from January 2004 through December 2014. The interception corresponds to alpha which is annualized by multiplying 
with 12.  RMRF (Rm – Rf) is the excess return to the one-month Treasury bill rate on the CRSP value-weighted portfolio of all NYSE, Amex and Nasdaq stocks. SMB (Small 
Minus Big), HML (High Minus Low), and MOM (Momentum) are returns on value-weighted, zero-investment, factor-mimicking portfolios for size, book-to-price, and one-year 
momentum in stock returns. The t-statistics are in parentheses. 
Source: CRSP, Russell, S&P, Compustat, IDC, Kenneth French’s Data Library (http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html), Nomura research 

( Benchmark Adj Alpha )t   =  Alpha  + b RMRFt + s SMBt + h HMLt + m MOMt + et 

Alpha Measurement in Fama-French-Carhart Factor Model from 2004 to 2014
Benchmark Adj

Alpha Alpha RMRF SMB HML MOM Adj R-Sq

2.15% 2.15% -0.002 0.086 -0.080 -0.061 0.365
( 3.79 ) ( 4.70 ) ( -0.22 ) ( 4.65 ) ( -4.49 ) ( -6.82 )

Active fund holdings 
in Russell 1000

4-Factor Model
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Performance Summary:  
Aggregated Active Fund Positions vs. Active Funds 

Note: Shows annualized return, risk, and return/risk ratio of U.S. large-cap active funds (asset weighted), the benchmarks (asset-weighted), aggregated fund holdings in the Russell 
1000 universe, the Russell 1000 index, and the spread among them from January  2004, January  2010, and January  2012 through December  2014. The funds belong to U.S.-
equity large-cap core, large-cap value, and large-cap growth funds based on Lipper’s fund classification, with fund holdings data available in CRSP database. 
Source: CRSP, Russell, S&P, Compustat, IDC, Nomura research 

Expense ratio Transaction 
costs Cash drag Sales charges     

/ fees
All-in investment 

expenses

Actively Managed Funds 1.12% 0.50% 0.15% 0.50% 2.27%

All-In Investment Expenses in Active Funds from Bogle (2014) 

Note: Data are from Sharpe (2013). The 0.50% estimate for sales charges/fees is the midpoint of the range between 0% for 
DIY investors and 1% for investors who pay sales loads and fees to brokers and registered investment advisers. The “service 
charges” for loans, withdrawals, and so forth, often paid by investors in 401(k) retirement plans are not included. 
Source: Bogle, “The Arithmetic of “All-In” Investment Expenses,” Financial Analysts Journal, January/February 2014. 

Performance Summary since 2004 ( last 11 years )
Active Fund Holdings Active Fund Holdings Asset-Weighted Asset-Weighted     Active Funds Active Fund Holdings Active Fund Holdings

in Russell 1000 –  Russell 1000 Active Funds Benchmarks –  Benchmarks –  Active Funds –  Benchmarks
(annualized) ( A ) ( B ) ( A – B ) ( C ) ( D ) ( C – D ) ( A – C ) ( A – D )

Return 11.13% 9.01% 2.12% 8.14% 8.99% -0.85% 3.00% 2.15%
Risk 14.73% 14.42% 1.77% 14.30% 14.30% 1.41% 1.78% 1.88%
Return/Risk 0.76 0.62 1.20 0.57 0.63 -0.61 1.68 1.14

Performance Summary since 2010 ( last 5 years )
Active Fund Holdings Active Fund Holdings Asset-Weighted Asset-Weighted     Active Funds Active Fund Holdings Active Fund Holdings

in Russell 1000 –  Russell 1000 Active Funds Benchmarks –  Benchmarks –  Active Funds –  Benchmarks
(annualized) ( A ) ( B ) ( A – B ) ( C ) ( D ) ( C – D ) ( A – C ) ( A – D )

Return 17.61% 16.46% 1.15% 15.12% 16.46% -1.34% 2.49% 1.15%
Risk 13.87% 13.18% 1.40% 13.31% 13.07% 1.19% 0.90% 1.37%
Return/Risk 1.27 1.25 0.82 1.14 1.26 -1.13 2.76 0.84

Performance Summary  since 2012 ( last 3 years )
Active Fund Holdings Active Fund Holdings Asset-Weighted Asset-Weighted     Active Funds Active Fund Holdings Active Fund Holdings

in Russell 1000 –  Russell 1000 Active Funds Benchmarks –  Benchmarks –  Active Funds –  Benchmarks
(annualized) ( A ) ( B ) ( A – B ) ( C ) ( D ) ( C – D ) ( A – C ) ( A – D )

Return 20.99% 19.30% 1.70% 18.79% 19.12% -0.33% 2.20% 1.87%
Risk 9.74% 9.24% 1.47% 9.44% 9.20% 1.23% 0.61% 1.37%
Return/Risk 2.16 2.09 1.15 1.99 2.08 -0.27 3.62 1.36

Russell 1000

Russell 1000

Russell 1000
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Conclusion 

• Ensemble Alpha – stock holdings aggregated across funds 

reveal the unrealized active opportunity 

• What can be done? 

• Reduce fees  

• Back away from tracking a cap-weighted benchmark 

• Long-short  or long-only equal weighted 

• Concentrated, high tracking error/active share? 

• Barbell Against Benchmark 
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