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OUTSIDE THE FL AGS

Have you ever heard choristers sing 

melodies independently of each other? 

‘Polyphonic’ music (Handel’s ‘Messiah’ 

is an example) can be a challenging 

listen, but its depth and variation offers 

subtle rewards. Global markets are a 

bit like that.

Like listening to a single melody, focusing on the ups 
and downs of an individual country market can trigger 
impatience. But broaden your landscape and you discover 
a much richer texture pattern of sounds (and returns).

Diversifying your portfolio across many different 
countries is the investment equivalent of polyphony. 
There is not one single melody but many. As one market 
swoons, another soars. It’s hard to discern a pattern.

The benefit for the end investor, as with the listener, is not 
the contribution of any individual country, or singer, but 
the effect of how all the parts fit together. The variation 
also helps keep us in our seats.

The chart below shows the annualised percentage returns 
(in nominal US dollars) of 21 developed markets over 
each decade going back to the start of the 20th century. 
The boxes with black text on a white background 
represent World returns.

You can see that in some countries whole decades went  
by with no realised equity premium, as in Germany in  
the 1930s, Japan in the 1940s, the 1990s and the 2000s 
and, in the last half decade, in many of the European 
Union nations.  

But just because returns were not positive in one  
country does not mean they were like that everywhere. 
In the 2000s, for instance, many commodity producing 
nations like South Africa, Norway and Australia delivered 
strong returns.
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Decade by decade annualised returns (%): In nominal US dollars 

1. World Index includes all 21 countries listed in exhibit, weighted by market cap.  
Source: Annual country index return data from the Dimson-Marsh-Staunton (DMS) Global Returns Data, provided by Morningstar, Inc. 
Indices are not available for direct investment; therefore, their performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of future results. International investing 
involves special risks such as currency fluctuation and political instability. Diversification does not eliminate the risk of market loss. 
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Highest  
Return 

Lowest  
Return 

Country 1900–2015 1900's 1910s 1920s 1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s 2010–2015

Australia 9.67 14.05 16.49 17.44 11.32 12.08 39.86 15.96 18.39 32.71 23.35 14.09 14.35

US 9.44 12.45 11.06 14.51 8.36 9.54 36.59 15.81 17.29 27.26 18.95 12.81 12.17

South Africa 9.15 11.46 6.96 13.28 6.37 8.97 24.29 14.75 15.06 27.25 17.50 12.44 11.93

Denmark 8.98 10.42 6.95 12.41 6.29 8.70 22.59 14.10 15.05 23.72 15.95 12.36 11.92

New Zealand 8.88 9.81 6.40 11.97 5.37 5.76 20.91 13.32 13.35 22.99 15.03 10.25 9.83

Sweden 8.72 8.91 6.22 10.33 4.31 5.66 20.39 11.20 13.07 22.17 14.93 9.81 9.18

Canada 8.47 8.07 5.19 10.20 3.19 5.40 18.97 10.59 12.92 21.44 12.95 9.78 8.23

Finland 8.44 7.58 4.99 9.34 2.74 4.09 18.71 8.73 12.32 20.12 12.15 9.10 6.90

Switzerland 8.33 7.56 4.68 9.29 2.63 3.57 18.68 8.69 12.12 19.98 11.90 6.35 6.31

Netherlands 8.22 6.92 4.54 8.87 1.47 2.99 18.34 8.67 12.08 19.54 10.92 5.53 6.03

UK 8.21 6.68 4.13 8.05 1.30 2.76 17.18 8.61 10.69 19.36 10.79 4.28 5.72

World 8.09 6.44 3.54 7.89 1.04 2.48 16.75 8.60 10.62 18.33 10.08 4.11 4.68

Ireland 7.54 5.94 1.90 6.31 0.15 1.62 15.11 8.29 10.35 18.30 9.37 3.37 3.25

Japan 7.37 5.93 -0.27 5.90 0.14 0.55 14.73 8.16 9.16 17.73 8.73 2.73 3.21

Norway 7.25 5.87 -0.77 4.69 0.03 0.16 13.64 7.44 9.07 17.42 8.42 2.00 2.36

Portugal 6.56 5.50 -0.79 3.92 -0.25 0.12 11.75 5.69 7.72 16.35 8.15 1.77 0.59

Spain 6.52 5.05 -0.94 3.05 -1.44 -2.53 11.01 5.62 6.13 15.69 8.09 1.23 0.19

Germany 6.38 4.51 -1.23 1.51 -4.50 -2.97 11.00 5.60 4.99 13.79 7.94 0.96 -0.09

Belgium 6.16 4.44 -1.76 -0.18 -5.41 -3.57 10.06 3.62 4.71 12.93 6.88 0.73 -1.41

France 5.99 4.10 -4.14 -1.06 -6.16 -5.90 9.22 3.32 -1.01 12.24 6.21 0.21 -2.62

Italy 5.00 3.03 -16.44 -3.50 -8.99 -7.81 8.52 2.93 -2.81 10.97 0.08 -1.11 -2.77

Austria 2.62 2.18 -16.52 -5.09 -13.23 -30.03 8.21 1.68 -3.13 7.99 -0.91 -4.16 -6.65

INTERNATIONAL DIVERSIFICATION

Decade by decade annualised returns (%): In nominal US dollars

1. World Index includes all 21 countries listed in exhibit, weighted by market cap. Source: Annual country index return data from the Dimson-Marsh-

Staunton (DMS) Global Returns Data, provided by Morningstar, Inc.Indices are not available for direct investment; therefore, their performance does not 

reflect the expenses associated with the management of an actual portfolio. Past performance is not a guarantee of future results. International investing 

involves special risks such as currency fluctuation and political instability. Diversification does not eliminate the risk of market loss.

And while Japan has struggled in the past two 
decades, it was the second best performing developed 
equity market in the world over the four decades 
from the end of the Second World War as it rapidly 
industrialised.

Australia has lagged the world as a whole over the past 
half-decade, but it was one of the top performers in 
the first decade of the 21st century and has been the 
single best performing developed market (ahead of 
the US) over the last 115 years.

Keep in mind, also, that this chart does not take into 
account emerging markets which tend to perform 
differently to developed markets. In the past five years 
or so, emerging markets have struggled, but prior to 
that they enjoyed a purple patch.

Neither does the data show any unified pattern in 
where and when other premiums may show up, such 
as those associated with small company, low relative 
price and more profitable stocks.

So a properly diversified investor will tend to always 
hold some strongly performing markets and some 
poorly performing. This means that while they are 
unlikely to have the best performing portfolio, neither 
will they have the worst.

While that might not sound particularly exciting, 
there’s a payoff if the greater reliability and smoother 
ride offered by diversification keeps them in their 
seats and ensures they receive the premiums when 
they do appear.

Hallelujah to that.
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This material may refer to Dimensional Australian Resident Trusts offered by DFA Australia Limited. These Trusts are only available to persons in 
Australia and New Zealand in accordance with a Product Disclosure Statement (PDS) for the Trusts. The PDS is available from DFA Australia Limited as 
the issuer of the PDS, (ABN 46 065 937 671, Australian financial services license no. 238093) or by download from www.dimensional.com.au. Investors 
should consider the current PDS in deciding whether to invest in the Trusts, or to continue to hold their investments in the Trusts. Nothing in this material 
is an offer of solicitation to invest in the Trusts or any other financial products or securities. All figures in this material are in Australian dollars unless 
otherwise stated. 

Dimensional Fund Advisors LP (“Dimensional”) is an investment advisor registered with the Securities and Exchange Commission.

All expressions of opinion reflect the author’s judgment at the date of publication and are subject to change without notice in reaction to shifting 
market conditions. This material is provided for informational purposes, and it is not to be construed as general financial product advice nor an offer, 
solicitation, recommendation or endorsement of any particular security, products, or services.

©2016 Dimensional Fund Advisors LP. All rights reserved. Unauthorised copying, reproducing, duplicating, or transmitting of this material is prohibited.

www.dimensional.com.au

For more articles, visit Dimensional’s client site at my.dimensional.com/insight/outside_the_flags

‘‘ Outside the Flags’’ began as a weekly web column on Dimensional Fund Advisors’ website in 2006.  
The articles are designed to help advisors communicate with their clients about the principles  
of good investment—working with markets, understanding risk and return, broadly diversifying and  
focusing on elements within the investor’s control—including portfolio structure, fees, taxes, and discipline. 
Jim’s flags metaphor has been taken up and recognised by Australia’s corporate regulator in its own investor 
education program. 
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