
The Importance of Diversification

For illustrative purposes only. In Canadian dollars.

Canadian Large Cap is the S&P/TSX Composite Index. Canadian Value is the Barra Canadian Value Index, and Canadian Small Cap is the Barra Canadian Small Cap Index. US Large Cap is the 
S&P 500 Index. International Value is the MSCI EAFE Value Index, and International Large Cap is the MSCI EAFE Index. International Small is: 1970-June 1981, 50% UK small cap stocks 
provided by the London Business School and 50% Japan small cap stocks provided by Nomura Securities; July 1981-present, compiled by Dimensional from Style Research securities data; 
includes securities of MSCI EAFE Index countries, market-capitalization weighted, each country capped at 50%. US Value is the Russell 3000 Value Index. US Small Cap is the CRSP 6-10 
Index. US Real Estate is the Dow Jones Wilshire REIT Index. S&P/TSX data provided by S&P/TSX. Barra data provided by MSCI Barra. S&P data provided by Standard & Poor’s Index 
Services Group. MSCI data copyright MSCI 2009, all rights reserved. Russell data copyright © Russell Investment Group 1995-2009, all rights reserved. CRSP data provided by the Center for 
Research in Security Prices, University of Chicago. Dow Jones Wilshire data provided by Dow Jones Indexes. Standard deviation is a statistical measure of risk. Generally speaking, the 
higher the standard deviation, the greater the risk.

1. Date range selected is the longest common time series of data available. Rebalanced quarterly.

2. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of 
future results. Not to be construed as investment advice. Returns of model portfolios are based on back-tested model allocation mixes designed with the benefit of hindsight and do not 
represent actual investment performance.
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Annualized Return (%) 8.66
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Talking Points: 
Many Canadians concentrate most of their investment holdings in their home stock market. They choose Canadian stocks and mutual funds—or use several brokers who focus on Canadian equity investing. Yet, many of these investors may not consider their portfolios to be undiversified. From a global perspective, limiting one’s investment universe to a single stock market is a concentrated strategy with possible risk and return implications. 

This slide compares a concentrated Canadian stock portfolio, as represented by the S&P/TSX Composite Index, to a globally diversified portfolio holding ten equally weighted asset classes. The January 1991-December 2008 time frame offers the longest data set in which returns for all featured asset classes are available.

Over this time period, the globally diversified portfolio had 52 bps higher annualized return and 362 bps lower annualized standard deviation. The reduction in volatility can also be seen by the decrease in the distribution range of quarterly returns.

Diversification should not be defined by how many stocks or funds an investor owns—or how many brokers one uses. A diversified portfolio should include asset classes that are exposed to different macro risk factors, with different dimensions of risk and return across the globe.

Many Canadians use fixed income to reduce the risk of their equity portfolio that is highly concentrated in the Canadian equities market. Yet, they forgo the benefit of global diversification. While adding fixed income to a portfolio will reduce risk, it will also reduce expected returns. Global diversification is a more efficient means of risk reduction. Once the equity portfolio is globally diversified, an investor may consider adding fixed income to further reduce the portfolio risk, given one’s risk preference and financial profile.




