
STYLE AND GLOBAL EQUITY MARKETS 
Peter Ammermann, California State University, Long Beach 

 
 
Since its development by William Sharpe, returns-based style analysis has served as a valuable tool for 
analyzing the performance of portfolio managers. However, its usefulness is not limited to applications 
involving portfolio managers. Rather, it can also be employed to learn more about the characteristics 
of various equity (and other) financial markets. Part of the reason for the less than perfect positive 
correlation across markets that enables international diversification to reduce portfolio risk are 
differences in the sector compositions or industrial makeup of the various countries under 
consideration for investment. Thus, studying the sector / industry allocation of a country's stock 
market can provide information about the potential diversification benefits that investment in that 
country could provide. 
 
However, the sector / industry breakdown is not the only division of the market that can provide 
useful insights into the risk and return characteristics of a given market and exploring the sources of 
systematic risk that affect the stocks trading in that market. Sharpe's returns-based style analysis has 
long been used to explore the performances earned by portfolio managers and to examine the risk 
and return characteristics of their portfolios, and the subsequent research by Fama and French has 
confirmed the importance of style-based features for understanding how risk and return vary across 
the stocks within a given market. This suggests that, just as with differences in sector / industry 
allocations, differences in style allocations could also be used to explore the risk and return 
characteristics for various stock markets throughout the world and thereby enhance our 
understanding of the diversification benefits that investment in these markets could provide. Thus, the 
goal of this paper is to use style analysis to examine various stock markets throughout the world in 
order to better understand the risk and return characteristics that are likely to be seen on those 
markets. 
  
Such analysis can yield some interesting results. For example, despite the many similarities between 
Singapore and South Korea, preliminary results suggest very different style allocation profiles for these 
two markets – compared to a set of global style indices, Singapore (or, more specifically, the Singapore 
STI index) has a 9.5% allocation to large-cap value, a 45.0% allocation to large-cap growth, and a 45.5% 
allocation to small-cap value, while Korea (as measured by the KOSPI) has a 39.7% allocation to mid-
cap value and a 60.3% allocation to small-cap growth. Thus, there appears to be no overlap in their 
style allocations, suggesting that diversification across these two markets could yield substantial risk 
reductions. This possibility is clouded, however, by the fact that the variation in the global style indices 
can only account for 45.2% of the variation in Singapore's returns and 50.7% for Korea's returns, 
leaving a large unexplained component that could be correlated across these two markets. 
 
Continuing this line of question, this paper explores the style allocations for a variety of equity markets 
throughout the world the style versus selectivity breakdowns for each of these markets, and, 
moreover, the evolution of these allocations over time. Finally, the impact on these results of using 
style indices developed under different methodologies and following different style definitions will be 
examined, and the potential implications for international diversification and for understanding each 
of the markets examined will be assessed. 


