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Easy-data bias

Equity premium to start-2001 (%)

O Previous standard study
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Prior to “Triumph”, studies had used data for periods after economic trauma had ended
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o e ey Source: Dimson-Marsh-Staunton, Triumph of the Optimists, Princeton University Press, 2002, Table 3-4
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The equity—bond premium
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Since 1900, equities beat bonds in the USA and in the UK. Was this pattern universal?

EE CAMBRIDGE
&P judge Business School

Source: Dimson-Marsh-Staunton, Global Investment Returns Yearbook 2024 Figures 154 and 156

We look beyond the market leaders
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UK was largest stock market. Japan briefly became largest. Today, US dominates

Source: Dimson-Marsh-Staunton, Global Investment Returns Yearbook 2024 Figure 3
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Success bias Global comparisons

Real USD returns 1900-2023 (%)
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premium vs. bonds = 3.3% premium vs. bills = 4.7%
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US performance was exceptional — that is why we also look at other markets
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Source: Dimson-Marsh-Staunton, Global Investment Returns Yearbook 2024 Figure 11

We avoid equally-weighted indices A case study from Amsterdam

Next day, the stock recovers to 10 guilders

One of the stocks halves

Buy 10 stocks for 10 guilders each
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Return = -50% for the one share Return = +100% for the one share

other shares are unchanged other shares are unchanged
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Amsterdam’s EW index: Return = -5% for the EW index portfolio Return = +10% for the EW index portfolio

1983 base value = 100 Index =100 - 5% = 95 Index = 95 + 10% = 104.5

Amsterdam’s EW index was not macro-consistent. It violated Dutch law. It was replaced
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O ot s Source: Dimson-Marsh, Hedging the market: The performance of the FTSE 100 Share index, Journal of the Institute of Actuaries 1984
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We avoid flawed indices A case study from London
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Many researchers rely on flawed indices. Geometric indices are not the only offenders

g B f’{\]\:ﬂ? R”;)‘Gﬁ Sources: Marks-Stuart, An arithmetic version of the FT Ordinary Share Index, Journal of the Institute of Actuaries 1971 and Evening Standard 4 February 1971
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Learning from history
“The longer you
can look back, the
farther you can
look forward.”
Winston Churchill
& CAMBRIDCE .
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US stocks for the long rune The US equity-bond premium

US stock minus

US bond refurmn  sa E Annualized % US equities US gov bonds Equity premium vs bonds
| nominalreturns | GFD ~ DMS+ | GFD  DMS+ GFD DMS+
Bonds beat stocks | Stocks beat bonds
| 1800-1899 6.8 5.5 55 6.2 1.2 -0.6
! 1900-1999 1.2 10.3 44 45 6.5 55
E 2000-2023 6.5 7.0 40 5.2 25 1.7
E 1800-2023 8.7 7.8 49 53 37 (2.3)
i Equity index definitions:
1 Note: this chart rt: . .
e s | 10.y6ar moving avorage GFD: Large stocks till 1825, 50 largest 1825-50, 100 largest 1850-2023 (cap-weighted)

DMS+: McQuarrie 1800-99, Wilson-Jones (cap-weighted) 1900-25, CRSP 1926-2023

822 1832 1842 1852 1862 1872 1882 1892 1902 1912 1922 42 1952 1962 19

=~ g ; ; » Chambers-Dimson-limanen-Rintamaki: Premium of about 2V2% over 224 years
McQuarrie’s reply is: “Sometimes Yes, Sometimes No
: ,
5@ EQ&E&{EE‘E Sources: McQuarrie, Stocks for the long run? Sometimes yes, someti , Financial Analysts Journal 2024 and www.boglehead 2=10&(=35: B= Elﬁm}zgi]?(% Data sources: McQuarrie, Stocks for the long run? Sometimes yes, sometimes no. Financial Analysts Journal 2024; DMS; Taylor, GFD Guide to Global Markets 2023
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Real-return dispersion 1900-2023 US equity—-bond premium dispersion 1800-2023

20% Annualised return

Figure 38: US real equity returns; 10- 1o 124-year periods
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Figure 39 Japan real equity returns; 10- 10 124-year periods
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0% 10 Figure 40: US real bond returns; 10- to 124-year periods
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= f:gxﬁfl?ﬁﬁ Source: Dimson-Marsh-Staunton, Global Investment Returns Yearbook 2024 page 63 E_@MEE‘T‘LMI Source: Toby Nangle (FT) using data from McQuarrie (2023) and inspired by Dimson-Marsh-Sta (FAJ 2004)
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Why might US equity-bond premium be so low?

Weights in US bond index, 1825-1857

- - owm o= ow

CORPORATE

MUNICIPAL

The UK equity-bond premium

Annualized % UK equities UK gov bonds Equity premium vs bonds
nominal retums | GFp  pMs+ GFD DMs+ GFD DMS+
1800-1899 5.5 54 4.0 4.0 1.4 1.4
1900-1999 10.1 10.2 4.9 54 5.0 4.6
2000-2023 45 4.5 3.7 3.9 1.1 0.6
1800-2023 7.4 7.4 4.4 4.6 2.9 (2.7)

Partial answer: For some of the 19t century there were no risk-free bonds

= CAMBRIDGE  Source: McQuarrie, The US bond market before 1926: investor total return from 1793, comparing federal, municipal, and corporate bonds. 2021 (ssrn.com/id=3260733) 13
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Equity index definitions:
GFD: Large stocks at first, then <100 largest 1850-1983, then FTSE100 index 1984-2023
DMS+: Golez-Koudijs 1800-29, Campbell-Grossman-Turner 1830-99, and DMS1900-2023

Chambers-Dimson-limanen-Rintaméaki: Premium of about 2%2% over 224 years

3 C L{\MBRIDGEI Data sources: Campbell-Quinn-Turner-Ye, What moved share prices in the nineteenth-century London stock market? £HR, 2018 71(1):157-189; Koudijs; Taylor; DMS.
Judge Business School
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Estimating long-run returns

What matters
= data sources, measurement choices, estimation methods, potential bias

=smalll differences in premia have a large impact on terminal wealth

What we find
= equity investors friumphed in 20" century but not in the 19th century

Other findings
= evidence of a modest credit premium
= potential case for commodity futures
= no evidence to support view that housing is low-risk and high-return

Annual Review of Financial Economics Vol. 16, forthcoming November 2024

Source: Chambers-Dimson-limanen-Rintamiki, Long-run
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We salute the giants of financial history
Alfred Cowles  James Lorie  Lawrence Fisher Roger Ibbotson ~ Will Goetzmann
CAMBRIDGE Source: Chambers-Dimson-Iimanen-Rintamiiki, Long-run asset returns, Annual Review of Financial Economics Vol. 16, forthcoming November 2024
Judge Business School
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Conclusions
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= US stock market returns were exceptional...
... and that may not be repeated in the future

= The 20" century was exceptional...
...and that may not be repeated in the future

= What should investors do?
— Diversify internationally
— Diversify across asset classes
— Minimise cost-drag
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