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                    Abstract
Multi-manager concepts are popular among institutional investors as they promise to deliver a better risk-adjusted performance than a single manager, thanks to diversification. A new measure of diversification, the diversification ratio, is introduced, which complements the usually used correlation coefficient. The diversification ratio provides information on the persistence of diversification and enables the investor to evaluate the potential diversification two managers with given skills may possibly provide.
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                    Notes
	The hit ratio is defined as the percentage number of periods a manager yields a positive outperformance.


	With bivariate normally distributed outperformances, the relationship between the diversification ratio and the central correlation coefficient is also easily obtained. Lee (2000) shows the relationship between the hit and information ratio for normally distributed returns; the relationship between the diversification ratio and the correlation coefficient is given in an analogous way.


	The noncentral correlation coefficient could be used instead. It is centred around zero outperformance and can be conveniently computed from the usual central correlation coefficient ρ and the information ratios IRA und IRB of the two involved managers:

                    [image: ]


                  The usefulness of noncentral moments has been demonstrated in another context by Ammann et al. (2006).
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