
June 2016

Why Should You Diversify?
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.

The Importance of Diversification

The chart below 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.  

Diversification should not be defined by how many 
stocks or funds an investor owns—or how many brokers 
/ advisors 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
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THERE’S A WORLD OF OPPORTUNITY IN EQUITIES

The global equity market is large and represents a world of 
investment opportunities. As shown in Exhibit 1, nearly 
half of the investment opportunities in global equity 
markets lie outside North America.  International stocks 
(including developed and emerging markets), account for 
45% of world market cap and represent more than 10,000 
companies in over 40 countries. A portfolio investing 
solely within Canada & the US would not be exposed to 
the performance of those markets. 

By holding a globally diversified portfolio, investors are 
positioned to capture returns wherever they occur.

PICK A COUNTRY? 

Are there systematic ways to identify which countries will 
outperform others in advance?  Exhibit 2 illustrates the 
randomness in country equity market rankings (from 
highest to lowest) for 19 different developed market 
countries over the past 20 years. This graphic conveys 
how difficult it would be to execute a strategy that relies 
on picking the best country and the resulting importance 
of global diversification. 

In addition, concentrating a portfolio in any one country 
can expose investors to large variations in returns. The 
difference between the best-and worst-performing 
countries can be significant. For example, since 1996, 
the average return of the best-performing developed 
market country was 37.5%, while the average return of 
the worst-performing country was −15.7%. Over the last 
20 calendar years, the US has been the best-performing 
country twice, and the worst performing once. 
Diversification implies an investor’s portfolio is unlikely 
to be the best or worst performing, but diversification 
provides the means to achieve a more consistent 
outcome and most importantly helps reduce and manage 
catastrophic losses that can be associated with investing 
in just a small number of stocks or a single country.

A DIVERSIFIED APPROACH 

Over long periods of time, investors can benefit from 
consistent exposure in their portfolios to a global portfolio 
of equities.  While the performance of different countries 
will vary over time, there is no reliable evidence that 
performance can be predicted in advance. An approach 
to equity investing that uses the global opportunity set 
available to investors can provide both diversification 
benefits as well as potentially higher expected returns.
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Exhibit 2: Equity Returns of Developed Markets


