
In light of the strong performance 
from U.S. stocks over the past five 
years, it’s reasonable for an investor 

to ask “Why international stocks now?”. 
We are convinced that the reasons for 
investing internationally are even more 
compelling today than they were twenty 
years ago. Permit us to illustrate the most 
significant reasons for investing interna-
tionally today.

1. The Opportunity Set is  
Dramatically Larger
As of the end of June 2018, 60% of the 
weight of the world stock market capital-
ization consisted of non-US companies. 
Investing has become a more global activ-
ity over the past twenty years, with many 
more investment opportunities becoming 
apparent in both developed and develop-
ing countries. The largest companies in 
many industries are in fact foreign rather 
than U.S. based. For example, of the 15 
largest banks in the world, 10 are outside 
the U.S. Other industries dominated by 
foreign firms include Metals and Mining 
(12 of top 15), Airlines (11 of top 15), 
Automobiles (12 of top 15), Diversified 
Telecommunication Services (12 of top 
15) and Pharmaceuticals (8 of top 15). 
Source: MSCI All Country World Index, 
ranked by index weight as of 6/30/18.

While the market value weight of foreign 
stock markets as a percentage of world 
equity markets has increased over time, 
U.S. investors have tended to overweight 
their portfolios toward U.S. securities 
simply as a matter of habit (the so-called 
“home country bias”). This has resulted 
in neglecting the significantly attractive 
investment opportunities available today 
in overseas markets.

2. The Growth Opportunities  
are Greater
The growth potential in many so-called 
emerging markets today is a generational 
opportunity to take advantage of unprece-
dented demographic and political change. 
While population growth stagnates in 

many developed nations, a number of 
emerging countries are experiencing 
robust population growth, with posi-
tive effects for their economies. As in-
comes rise in emerging markets, an in-
creasingly large number of consumers 
will be able to purchase automobiles, 
televisions, mobile phones and other 
products and services demanded by 
middle class consumers. Infrastructure 
such as bridges, roads and airports will 

need to be built, creating demand for 
experienced industrial companies from 
both emerging and developed coun-
tries. According to International Mon-
etary Fund (IMF) data, emerging and 
developing economies account for an 
increasingly larger percentage of world 
GDP (see Chart II), and this trend pres-
ents attractive growth potential for an 
investor in international stocks.
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CHART I :  	 WORLD STOCK MARKET CAPITALIZATION

Data ending 6/30/18
Source: FactSet Market Aggregates

CHART I I : 	 ADVANCED VS EMERGING & DEVELOPING GDP 
	 (Percent of World, Based on Purchasing Power Parity)

(1)Based on estimates from the World Economic Outlook Database.
Source: International Monetary Fund, World Economic Outlook Database, April 2018
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3. Overseas Markets have Lagged  
the U.S. Recently
Experienced investors know that rebal-
ancing portfolios toward lagging asset 
classes can both reduce risk and increase 
returns over time. The rebound in global 
stock markets over the past five years 
presents just such an opportunity today. 
While the U.S. stock market has been 
the strongest performer over this period, 
developed and emerging market indices 
have been relative underperformers, pre-
senting a good entry point for investors 
looking to take advantage of the larger 
opportunity set and greater growth op-
portunities in international markets.

4. The Current Valuation of 
International Markets is Very 
Attractive
Profit growth has rebounded around the 
world since the global recovery began 
seven years ago. However, the recovery in 
stock prices has not been uniform, with 
the result that markets around the world 
present dramatically different valuation 
pictures today. While the U.S. stock mar-
ket trades at among the highest P/E ra-
tios in the world today, companies in the 
developed and emerging markets trade on 
average at significantly lower multiples 
of earnings. Investor returns depend in 
part on the initial valuation when an in-
vestment is made, and today’s valuation 
levels in international securities suggest 
attractive relative return potential going 
forward. Importantly, investing at low 
multiples also tends to reduce the risk 
of investing in markets in the process of 
peaking in price.

The above are a few of the reasons why 
we find opportunities in international 
markets to be especially compelling to-
day. We believe that a disciplined process 
of systematically investing in high-quality 
companies around the world that exhibit 
good growth potential, strong earnings 
acceleration and reasonable valuation is 
likely to result in favorable returns for the 
long-term investor.

CHART IV:	 MARKET VALUATIONS AROUND THE WORLD 
	  Trailing 1-Year Price-to-Earnings Ratio
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Data as of 6/30/18
Source: MSCI
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CHART I I I : 	U.S.  INDICES HAVE FARED BETTER THAN  
	 GLOBAL MARKETS RECENTLY

Data from 6/30/13–6/30/18
(1)Annualized 5-year total return ending 6/30/18.
Source: FactSet, MSCI
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D I S C L O S U R E S 

The opinions stated in this presentation are those of the authors as of the date listed on this presentation and are subject to change at any time due to changes in market or 
economic conditions.

Diversification does not guarantee a profit or protect against a loss.

P E R F O R M A N C E 
If Renaissance or benchmark performance is shown, it represents historically achieved results, and is no guarantee of future performance. Future investments may be made 
under materially different economic conditions, in different securities and using different investment strategies and these differences may have a significant effect on the results 
portrayed. Each of these material market or economic conditions may or may not be repeated. Therefore, there may be sharp differences between the benchmark or Renaissance 
performance shown and the actual performance results achieved by any particular client. Benchmark results are shown for comparison purposes only. The benchmark presented 
represents unmanaged portfolios whose characteristics differ from the composite portfolios; however, they tend to represent the investment environment existing during the time 
periods shown. The benchmark cannot be invested in directly. The returns of the benchmark do not include any transaction costs, management fees or other costs. The holdings 
of the client portfolios in our composites may differ significantly from the securities that comprise the benchmark shown. The benchmark has been selected to represent what 
Renaissance believes is an appropriate benchmark with which to compare the composite performance. 

The value of an investment may fall as well as rise. Please note that different types of investments involve varying degrees of risk and there can be no assurance that any specific 
investment will either be suitable or profitable for a client or prospective client’s investment portfolio. Investor principal is not guaranteed and investors may not receive the full 
amount of their investment at the time of sale if asset values have fallen. No assurance can be given that an investor will not lose invested capital. Consultants supplied with these 
performance results are advised to use this data in accordance with SEC guidelines. The actual performance achieved by a client portfolio may be affected by a variety of factors, 
including the initial balance of the account, the timing and amount of any additions to or withdrawals from the portfolio, changes made to the account to reflect the specific 
investment needs or preferences of the client, durations and timing of participation as a RIM client, and a client portfolio’s risk tolerance, investment objectives, and investment 
time horizon. All investments carry a certain degree of risk, including the loss of principal and are not guaranteed by the U.S. government. 

M S C I  D A T A 
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of any 
financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making) 
any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance 
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. 
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly 
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a 
particular purpose) with respect to this information.  Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, 
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

R E F E R E N C E D  I N D I C E S
MSCI ACWI Index—The MSCI All Country World Index is designed to measure the performance of the large and mid-cap segments of global equities. The index consists of 
approximately 2,800 securities from 23 developed market and 24 emerging market countries. 

MSCI EAFE—The MSCI EAFE Index is designed to measure international equity performance for U.S. investors. It comprises the MSCI country indexes capturing large and 
mid-cap equities across developed markets in Europe, Australasia and the Far East, excluding U.S. and Canada. The index consists of approximately 925 securities from 21 
countries.

MSCI Emerging Markets— The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance in 
the emerging markets. The index consists of approximately 1,100 securities from 24 countries.

MSCI USA Index—The MSCI USA Index is designed to measure the performance of the large and mid-cap segments of the U.S. market. The index consists of approximately 
630 securities and covers 85% of the float adjusted market capitalization in the U.S.

S&P 500 Index— The S&P 500 Index consists of 500 stocks chosen for market size, liquidity and industry group representation. It is a market-value weighted index (stock 
price times number of shares outstanding), with each stock’s weight in the Index proportionate to its market value. It is calculated by Standard & Poor’s Corporation, and reflects 
reinvestment of all dividends and capital gains.
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