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Portfolio Issues

Module 14.2
Return Attribution
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Overview
nPerformance attribution – focus on 
decomposing managerial performance

n Alpha = Managed return – Benchmark return
n EV change = Asset change – Liability change

nReturn attribution – allocate alpha to 
various managerial decision
nRisk attribution – allocate excess return 
variance to various managerial decisions
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Return Attribution
nReturn attribution decomposes the total 
excess return into a variety of statistics 
including excess return by stock, sector, 
sector allocation decision, security 
selection decision, and interaction

n Numerous applications
n Aid in investment decision-making
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Basic Identities
nValue of managed and benchmark portfolios

N–number of shares, P–price, n–unique shares
nReturn on managed and benchmark portfolios

w–weight, R–discretely compounded, periodic 
return
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Return Attribution Example
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Return Attribution Example
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SAD – sector allocation decision
SSD – security selection decision
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Excess Return
nExcess return: 
nExcess return decomposed:
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Raw Attribution
nExcess sector allocation weights (EW)

n t – period of time; k – sector 
n M – manager; B – benchmark
n SAW – sector allocation weight
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EWk ,t = SAWM ,k ,t − SAWB,k ,t( );t,k
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Sector Allocation Weights
nSAW:
n Indicator function:          = 1 if in sector else 0
n Identities:
nWeighted average return for each sector 
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Excess Return Attribution
nExcess sector return (ER)

nSector allocation decision (SAD)

nSecurity selection decision (SSD)

n Interaction (I)
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Time Series Problem
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Time Series Solution
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Return Identities
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Summary
nReturn attribution decomposes the reported 
alpha into various managerial decision 
categories
nTwo common categories

n Sector allocation decision
n Security selection decision

nQuantitative details explored
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