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Approximately 55% of local excess equity returns (excess of cash) can be
explained by the global (equal weighted) equity return over the recent 10
years, while 62% of the local relative performance of stocks and bonds can
be explained by the global performance of stocks vs. bonds. In both respects,
The Netherlands displays the least amount of idiosyncratic risk, while Japan
displays the greatest degree of idiosyncratic risk. All this implies that the
global asset class returns on stocks is the single most important determinant

of individual market returns.
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A word about simulation results:

The empirical evidence presented
in this Partners Message is all

based upon historical simulation.
Normally, one should discount
heavily any results based on

historical simulation, as simulations
are always vulnerable to

backfitting.

In this case, however, what we
are focused on is the relative

rather than the absolute merits of
two strategies, both of which are
equally vulnerable to an inflation
of returns due to the hindsight
bias that is always imbedded in

simulation analysis.

The point: pay attention to the
relative attributes of the two

products.
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