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INTRODUCTION 

Possessing abundant natural resources, Canada is one of the world’s leading 
suppliers of energy, metals, and mining and energy products, which accounted for 
approximately 34% of country’s total annual exports as of the end of March 2015.  
The mining, quarrying, and oil and gas extraction industries account for 27% of 
goods-producing industries, and they contribute 8% of Canada’s GDP.1  In 
addition, the Canadian financial sector consistently generates solid returns with the 
banking sector considered one of the strongest in the world.  In fact, the World 
Economic Forum rated the Canadian banking system as the soundest in the world 
for the seventh year in a row in its annual Global Competitiveness Report in 
September 2014.2  

Against that economic background, it’s not surprising that the Canadian market is 
dominated by the energy, materials, and financial sectors.  The combined weight of 
these sectors has constituted approximately 71%-78% of the Canadian market for 
the past decade (see Exhibit 1).  The concentration of these sectors observed in 
the Canadian market stands in contrast to other global and regional capital 
markets.  As of March 31, 2015, the combined market capitalization of the 
financials, energy and materials sectors represented  two-thirds of the Canadian 
equity market.  In contrast, the same sectors made up only one-third in the global 
market, and 27.41% in the U.S.  Within the developed capital markets, as 
represented by the MSCI World Index, the three sectors only constituted 33.26% of 
the market.3  Exhibit 2 highlights the significant sector composition differences 
among the S&P/TSX Composite, S&P Global 1200, MSCI World Index, and S&P 
500®.   

 
1 Statistics Canada:  
http://www5.statcan.gc.ca/cansim/pick-choisir?lang=eng&p2=33&id=3800070 
http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/gdps04a-eng.htm 
http://www.statcan.gc.ca/daily-quotidien/150331/t150331a001-eng.htm 
2 Department of Finance Canada: http://www.fin.gc.ca/n14/14-114-eng.asp 
3 All the indices in our study are total return, which assumes cash distributions are reinvested.  The currency of the indices is in CAD.  We use the S&P 
Global 1200 as the global equity benchmark in our analysis, with the index representing 70% of the world’s market value. It is broadly used to gauge the 
performance of the global stock market.  The index is comprised of stocks from 7 distinct regions and 30 representative countries. The S&P 500, a widely 
regarded indicator for the U.S. stock market, is used for our analysis of U.S. equities. 

mailto:contributor.name@spdji.com
http://www5.statcan.gc.ca/cansim/pick-choisir?lang=eng&p2=33&id=3800070
http://www.statcan.gc.ca/tables-tableaux/sum-som/l01/cst01/gdps04a-eng.htm
http://www.statcan.gc.ca/daily-quotidien/150331/t150331a001-eng.htm
http://www.fin.gc.ca/n14/14-114-eng.asp
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Exhibit 1: Historical Sector Allocation of the Canadian Market 

 
Source: S&P Dow Jones Indices LLC. Dec. 31, 2004, to Dec. 31, 2014.  Past performance is no guarantee of future results.  Chart is provided for 
illustrative purposes.  

Exhibit 2: Comparison of Sector Representation  

 
Source: S&P Dow Jones Indices LLC, MSCI.  Data as of March 31, 2015.  Past performance is no guarantee of future results.  Chart is provided for 
illustrative purposes.  
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In addition to the lack of sector diversification, the Canadian benchmark indices are heavily dominated by a few 
stocks with large market capitalizations.  As shown in Exhibit 3, at the end of March 31, 2015, the top 10 
constituents of the S&P/TSX Composite Index accounted for nearly 36.2% of the index weight.  In contrast, the 
sum of the top 10 companies in the S&P Global 1200 and the S&P 500 clocked in at merely 9.8% and 17.1%, 
respectively.  The MSCI World Index also presented a similar story, with a combined weight of 9.3% for the top 10 
stocks. 

Exhibit 3: Stock Concentration in the Canadian Equity Market 

Top 10 Constituents S&P/TSX Composite (%) 

Royal Bank of Canada 5.87 

Toronto-Dominion Bank 5.35 

Valeant Pharmaceuticals International 4.27 

Bank of Nova Scotia 4.11 

Canadian National Railway Company 3.66 

Suncor Energy Inc. 2.85 

Enbridge Inc. 2.78 

Bank of Montreal 2.62 

BCE Inc. 2.41 

Canadian Natural Resources Limited 2.26 

Total 36.18 

Top 10 Constituents S&P Global 1200 (%) S&P 500 (%) MSCI World (%) 

Apple Inc. 2.21 3.96 2.17 

Exxon Mobil Corporation 1.09 1.95 1.07 

Microsoft Corporation 1.02 1.82 0.95 

Johnson & Johnson 0.85 1.53 0.84 

Novartis AG 0.82 - 0.68 

Berkshire Hathaway Inc. Class B 0.80 1.44 - 

Wells Fargo & Company 0.78 1.39 0.80 

General Electric Company 0.76 1.36 0.74 

Nestle S.A. 0.74 - 0.73 

JPMorgan Chase & Co. 0.69 1.23 0.67 

Procter & Gamble Company  - 1.21 0.66 

Pfizer Inc. - 1.16  - 

Total 9.76 17.06 9.30 
Source: S&P Dow Jones Indices LLC, MSCI.  Data as of March 31, 2015.  Past performance is no guarantee of future results.  Chart is provided for 
illustrative purposes.  

RISK/RETURN IMPLICATIONS 

The absence of sufficient sector and stock diversification in the Canadian market has investment implications for 
Canadian investors with domestic equity allocations that are in line with the benchmark sector exposures.  With 
the benchmark returns driven primarily by the returns of those three sectors (see Exhibit 4), Canadian investors 
are subject to the peak and trough in the commodity and energy price cycles.  Over the past five years ended 
2014, health care has been the best-performing sector, generating over 484.57% in cumulative returns.  However, 
owing to its relatively small weight in the index (1.95% on average), the sector contributed merely 3.91% to the 
benchmark’s total return.  In contrast, energy, which returned 9.68% on a cumulative basis, contributed a similar 
amount (3.55%) to the benchmark’s total return due to its large weight (25.85% on average).   
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Exhibit 4: Sector Attribution Over Five Years 

Sector Average Weight (%) Total Return (%) Contribution to Return (%) 

Consumer Discretionary 4.81 138.61 5.38 

Consumer Staples 2.84 164.14 3.37 

Energy 25.85 9.68 3.55 

Financials 31.51 77.45 21.89 

Health Care 1.95 484.57 3.91 

Industrials 6.49 138.05 7.09 

Information Technology 1.89 -27.97 -1.10 

Materials 17.99 -36.61 -9.14 

Telecommunication Services 4.77 123.04 4.75 

Utilities 1.90 43.97 0.83 

Total 100.00 40.52 40.52 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from Dec. 31, 2009, to Dec. 31, 2014.  Past performance is no guarantee of future results.  Chart is 
provided for illustrative purposes.  

For all these reasons, Canadian investors may want to consider making diversification a key component of asset 
allocation decisions.  Portfolio theory suggests that globally diversified portfolios dominate domestic-only ones on 
the efficient frontier.  For a given level of risk, globally diversified portfolios tend to earn higher returns than 
domestic-only ones.  Similarly, for the same level of returns, globally diversified portfolios have historically 
produced lower risk.  Exhibit 5 shows the risk/return profile of the S&P/TSX Composite, a barometer for the 
Canadian financial market, against comparable regional and global benchmarks over 3-, 5-, and 10-year 
investment horizons.  The results show that, regardless of the measurement period, Canadian equities did not 
yield higher returns despite taking on a higher level of risk.  The S&P/TSX Composite lagged behinds its 
counterparts on a risk-adjusted basis, as demonstrated by the lower Sharpe ratio.   

Canadian investors can become more risk-efficient by diversifying beyond their domestic allocations.  The long-
term correlation between Canadian equities and global equities (see Exhibit 5) stands at 0.81, indicating that 
possible portfolio diversification benefits may be available by extending beyond domestic equities.   
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Exhibit 5: Sector Concentration Brings Canada Higher Risk 

Index Performance — Gross Returns (CAD) 

 
Annualized 

1-Year (%) 3-Year (%) 5-Year (%) 10-Year (%) 

S&P/TSX Composite 6.9 9.6 7.4 7.4 

S&P Global 1200 22.0 21.5 15.3 7.6 

S&P 500 29.4 25.7 19.7 8.5 

MSCI World Index 22.3 22.1 15.6 7.5 

Risk and Return Characteristics 

 
Annualized Standard Deviation Sharpe ratio 

3-Yea (%)r 5-Year (%) 10-Year (%) 3-Year 5-Year 10-Year 

S&P/TSX Composite 8.3 9.7 13.9 0.33 0.22 0.14 

S&P Global 1200 7.6 9.2 11.3 0.76 0.46 0.17 

S&P 500 7.3 8.6 11.1 0.91 0.62 0.19 

MSCI World Index 7.6 9.1 11.2 0.77 0.47 0.17 

Correlation  

  S&P/TSX Composite S&P Global 1200 S&P 500 MSCI World Index 

S&P/TSX Composite 1 -  -  -  

S&P Global 1200 0.8090 1 -  -  

S&P 500 0.7274 0.9781 1 -  

MSCI World Index 0.7933 0.9995 0.9798 1 

Source: S&P Dow Jones Indices LLC, FactSet.  Data as of March 31, 2015.  Past performance is no guarantee of future results.  Chart is provided for 
illustrative purposes.  

BENEFITS OF GLOBAL DIVERSIFICATION 

The benefits of extending beyond domestic equities can be observed in Exhibit 6.  In the example, four 
hypothetical portfolios are constructed to show the impact of global diversification on risk-adjusted returns.  An 
investor with extreme home bias preference is represented by Portfolio 1, which allocates 100% weight to 
Canadian equities.  Incremental exposure to non-Canadian equities is added to Portfolio 2, 3, and 4 to reflect 
varying degrees of investor home bias.  We assume that the hypothetical portfolios are held for 10 years and 
rebalanced semiannually at the end of June and December.  The returns are calculated in Canadian dollars 
(CAD) with dividends reinvested on the ex-dividend date (exdate). 

The results show that an allocation of 75% or less to Canadian equities, and the remaining percentage to 
international equities, as shown by Portfolios 2, 3, and 4, may potentially earn higher returns with lower volatility 
regardless of the investment horizon, thereby resulting in higher Sharpe ratios.  In other words, an investor with a 
strong bias for domestic equities may continue to maintain a relatively high allocation to Canadian equities (in this 
case 75%).  By allocating the remaining portion to global equities, the investor may still earn higher risk-adjusted 
returns and enjoy diversification benefits.   
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Exhibit 6: Benefits of Diversification – Hypothetical Portfolios Comparison 

  
Portfolio 1: 100% 

S&P/TSX Composite 
(CAD) (%) 

Portfolio 2: 75% 
S&P/TSX Composite 

(CAD) + 25% S&P Global 
1200 (%) 

Portfolio 3: 50% 
S&P/TSX Composite 

(CAD) + 50% S&P Global 
1200 (%)  

Portfolio 4: 50% S&P/TSX 
Composite (CAD) + 25% 

S&P Global 1200 + 25% on 
S&P Emerging BMI (%) 

Return 

3-Year 9.6 12.7 15.7 12.8 

5-Year 7.4 9.5 11.6 9.6 

10-Year 7.4 7.8 8.0 8.7 

Risk 

3-Year 8.3 7.4 7.0 7.6 

5-Year 9.7 9.0 8.6 9.3 

10-Year 13.9 12.4 11.4 12.8 

Sharpe ratio 

3-Year 0.330 0.474 0.611 0.468 

5-Year 0.224 0.305 0.379 0.295 

10-Year 0.141 0.162 0.177 0.178 

Source: S&P Dow Jones Indices LLC, FactSet.  Data as of March 31, 2015.  Past performance is no guarantee of future results.  Chart is provided for 
illustrative purposes.  

CONCLUSION 

The sector and stock concentration inherent in the Canadian equity market poses unique challenges for Canadian 
investors looking to achieve meaningful portfolio diversification by solely investing in domestic equities.  The 
market is dominated by the materials, energy, and financials sectors, which, combined, constitute approximately 
75% of the market.  Given the sector concentration risk, Canadian investors may want to consider diversification a 
key component of asset allocation decisions.  Portfolio theory suggests that globally diversified portfolios 
dominate domestic-only ones on the efficient frontier.  The results demonstrate that historically, investors who 
have had a strong home-bias have managed to earn higher risk-adjusted returns by incrementally increasing 
exposure to international equities. 
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ABOUT S&P DOW JONES INDICES 
S&P Dow Jones Indices LLC, a part of McGraw Hill Financial, Inc., is the world’s largest, global resource for index-based concepts, data and 
research. Home to iconic financial market indicators, such as the S&P 500® and the Dow Jones Industrial AverageTM, S&P Dow Jones Indices 
LLC has over 115 years of experience constructing innovative and transparent solutions that fulfill the needs of institutional and retail 
investors. More assets are invested in products based upon our indices than any other provider in the world. With over 1,000,000 indices 
covering a wide range of assets classes across the globe, S&P Dow Jones Indices LLC defines the way investors measure and trade the 
markets. To learn more about our company, please visit www.spdji.com.  

LIKE WHAT YOU READ? Sign up to receive updates on a broad range  
of index-related topics and complimentary events.  
 

http://www.spindices.com/registration
https://www.facebook.com/pages/SP-Dow-Jones-Indices/161630018534
http://www.linkedin.com/groups/S-P-Dow-Jones-Indices-2426754/about
http://www.spindices.com/rss/
https://twitter.com/SPDJIndices
http://www.youtube.com/user/SPIndicesChannel


Thinking Beyond Local: Why Global Benchmarks Matter to Canadian Investors JUNE 2015 
 

8 

GENERAL DISCLAIMER 
© 2015 by S&P Dow Jones Indices LLC, a part of McGraw Hill Financial, Inc. All rights reserved. Standard & Poor’s® and S&P® are registered 
trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of McGraw Hill Financial. Dow Jones® is a registered trademark 
of Dow Jones Trademark Holdings LLC (“Dow Jones”). Trademarks have been licensed to S&P Dow Jones Indices LLC. Redistribution, 
reproduction and/or photocopying in whole or in part are prohibited without written permission. This document does not constitute an offer of 
services in jurisdictions where S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively “S&P Dow Jones 
Indices”) do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs 
of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third 
parties. Past performance of an index is not a guarantee of future results. 
 
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments 
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment 
vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones 
Indices makes no assurance that investment products based on the index will accurately track index performance or provide positive 
investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation 
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment 
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are 
advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such 
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or 
other vehicle. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, 
nor is it considered to be investment advice. Closing prices for S&P US benchmark indices and Dow Jones US benchmark indices are 
calculated by S&P Dow Jones Indices based on the closing price of the individual constituents of the index as set by their primary exchange. 
Closing prices are received by S&P Dow Jones Indices from one of its third party vendors and verified by comparing them with prices from an 
alternative vendor. The vendors receive the closing price from the primary exchanges. Real-time intraday prices are calculated similarly 
without a second verification. 
 
These materials have been prepared solely for informational purposes based upon information generally available to the public and from 
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, 
research, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written 
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and 
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, 
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the 
cause, for the results obtained from the use of the Content.  
 
The Content is provided on an “as is” basis. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED 
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR 
PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE 
UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event 
shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or 
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in 
connection with any use of the Content even if advised of the possibility of such damages. 
 
S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and 
objectivity of their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not available 
to other business units. S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain non-public 
information received in connection with each analytical process. 
 
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, 
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive 
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate, 
include in model portfolios, evaluate or otherwise address. 
 


