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No one knows what will happen when every major world economy attempts to reboot from
a total shutdown at roughly the same time, and that’s why we believe it makes sense for
investors to spread their investments among many regions of the world.
Coming into the current crisis, U.S. investors dedicated 70% of their stock holdings to homebased companies, forgoing three-fourths of the world’s companies and half of its market
capitalization. However, no one knows which country or region will come out ahead in a postCOVID-19 world. The U.S. has enacted aggressive monetary and fiscal stimulus, but Europe
went into the crisis with a strong social safety net that may prove protective. Meanwhile, Japan
and South Korea kept their outbreaks relatively well-controlled in the first place. But investing
in international equities isn’t just about playing defense. We believe an international allocation
is a critical part of long-term investment success no matter what is happening in the broader
market. Companies outside the U.S. are responsible for some of the world’s most popular
products, or components of those products. International equities also offer exposure to
potentially promising secular growth trends such as sustainable investing.

Find out our top four reasons to be in international equities now.

A Path Forward
A Look around the World
Potentially promising growth stories abound outside the U.S. Here’s a look at just a few that we’re watching.

Europe:
The Value of a Safety Net

Japan:
Cash-Rich Corporates

Emerging Markets:
Fighting Their Way Back

Europe entered the current crisis with
progressive social policies that could
prove protective. In a health crisis,
Europe’s universal healthcare system
may prove to be one of its most
valuable assets. In addition, several
countries had well-tested policies that
reduced the number of immediate
layoffs, including allowing companies
to place workers on so-called
“short time” and having the federal
government pay a large proportion of
workers’ salaries in return for keeping
them on the books.

During an unprecedented demand
shock, the cash piles that Japanese
companies are sitting on may provide
a cushion. Some 53% of Japanese
companies in the benchmark TOPIX
index have net cash balances,
compared to 14% in the S&P 500.1

In February and March of this year,
emerging markets stocks fell to levels
last seen during the oil price collapse
of 2014–2016. As recently as 2016,
history shows that when prices recover
from these low levels, the turnaround
is swift and dramatic. Sure enough,
valuations have already recovered,
and then some.
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The Unprecedented International Discount
The last time international stocks traded at this kind of discount to U.S. stocks—23% on a one-year forward
price-to-earnings basis—was at the height of the global financial crisis. If history repeats itself, international
investors could prove to be in the right place at the right time. In the year following the September 2008
trough, international equities outperformed U.S. stocks by nearly 11%.
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ESG:ESG:
The Next
Frontier
THE NEXT
FRONTIER
Germany: Committed to Renewables
Investors are paying more attention to sustainability. In 2018, nearly $31 trillion worldwide was
invested in strategies that consider environmental, social, and governance (ESG) issues, a 34%
increase from 2016.2
Europe is a world leader in both ESG investment, with 49% of professionally managed assets invested
in sustainable strategies, and ESG policies, particularly when it comes to the environment. Germany,
Europe’s largest power market, is phasing out nuclear power by 2022 and will end coal-fired power
production by 2038. Investors who want exposure to the sustainable trend would do well to include
European assets in their portfolios, in our opinion.

Germany is edging
ever closer to its
national target of
Renewables
in Germany
are close to

of total generation

renewable
energy by 2030

As of November 2018
Source: Reuters, Kallanish Energy https://energytransition.org/2018/11/renewables-in-germany/
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International Is Everywhere
International Companies Are Tightly Integrated into Daily Routines the World Over
People around the world depend on international companies to get through the day, in ways they often
don’t realize. Investors who don’t have an international allocation are missing out on a huge subset of
globally successful companies.
Wake up to a phone
alarm and check email

Make coffee
Nestle’s Nespresso
(Switzerland)

Samsung (Korea)

Check cycling time and heart
rate with a smart watch
TAG Heuer, LVMH
(France)

Go for a drive
Volkswagen
(Germany)

Get in some cardio with
a bike ride
Shimano
(Japan)

Relax on a patio
with a cold beer
Guinness, Diageo
(U.K.)

The company examples above are presented for illustrative purposes only and should not be considered a recommendation to purchase or sell securities issued by
these companies.

Notes
1 Lewis, Leo. “Japan’s corporate cash-hoarders have moment in the sun.” Financial Times, 7 April 2020.
2 http://www.gsi-alliance.org/wp-content/uploads/2019/03/GSIR_Review2018.3.28.pdf
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