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Investors have been waiting what seems like eons for international stocks to outperform their
domestic counterparts. Yes, there have been fits and starts, but markets have not witnessed
sustained outperformance by international holdings versus domestic companies in more than a
decade. In our view, this period has further reinforced U.S. investors’ home-country bias whereby
investors much prefer investing in their domestic markets than in those outside their borders.
International managers have felt forced to dutifully reassure their clients and prospects that the day
is coming for relative outperformance of international portfolios versus domestic versions.

While this time has not come to pass, we believe there are certainly reasons to continue to be bullish
on international equities as part of a larger portfolio allocation. In this paper, we will discuss several
traits of international stocks and why they may be poised to enjoy a performance breakout versus
their domestic peers. These timely characteristics include relative valuations, the overall opportunity
set, and historical market rotations.

Relative Valuations and Growth

While valuations alone do not portend an imminent change in investment performance, to deny their
importance is a mistake for long-term investors. As of Dec. 31, 2022, the trailing one-year price-to-
earnings (P/E) multiple for international stocks shows they are substantially cheaper than domestic
peers. The MSCI EAFE® (Net) Index, the most widely used index to represent developed markets
outside of the United States,1 is trading just under 12x earnings while both major large-cap U.S.
indices (the Russell 1000® Index and S&P 500 Index) are much more expensive – approximately 18x
earnings. This lower P/E ratio indicates to us that not much is expected from international stocks in
the near term and that negative sentiment is built into the price.

Along with valuations, investors should consider what the growth prospects are for different areas of
the global market. Importantly, recent trends bode well for foreign companies, as the trailing one-
year earnings-per-share (EPS) growth percentage is over 15% for the MSCI EAFE and approximately
8% for the main U.S. indices. (For many this is probably a surprise, given the well-publicized
headwinds that European countries have faced recently!) For the long-term investor, we believe
these characteristics taken together point to a timely opportunity.

Broader Opportunity Set

Simply put, there are many more public companies outside the United States than domiciled within
our borders: Roughly 10% domestic versus 90% outside the U.S.; however, to be fair, the United
States has more than 40% of the global market capitalization.2 To be sure, many of the world’s “best”
companies are located in America, but there is no shortage of excellent companies overseas. It is just
as important to point out that the makeup of the international companies differs quite a bit from
here at home. As of Dec. 31, 2022, while relatively expensive mega-cap technology stocks and
healthcare players dominated the U.S. indices (roughly 40% of the Russell 1000 and S&P 500),
international stocks tended to exhibit more cyclicality and value characteristics with financials,
industrials, and materials making up about 40% of the MSCI EAFE. Given the materially larger group
of publicly traded companies and sector breakdown of the MSCI EAFE, it is fair to say that
diversification prospects are ripe with international stocks.
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Another salient point to make regarding international opportunities in a post-COVID investment
world revolves around de-globalization. We believe this phenomenon was born out of the rise of
nationalist populism growing in popularity globally since 2016. In the post-pandemic world, de-
globalization is moving forward with even more velocity. Because of massive supply chain issues that
affected regions across the globe during the coronavirus pandemic, regions and countries are not
only looking to slow down the multi-decade trend of globalization but also are looking to reverse this
mega-trend altogether in some instances. The United States looking to onshore more of its
semiconductor manufacturing from southeast Asia is a prime example for U.S. investors. While
globalization has led to a long-term uptrend in correlations between U.S. and international stocks, de-
globalization can certainly have the reverse effect – which could potentially rekindle the somewhat
muted diversification benefits of international stocks over the last decade or so.

Market Rotation

Let’s cut to the chase – if an investor has utilized international equities as part of a broader asset
allocation over the past decade they have been quite disappointed. For instance, for the 10 years
ending Dec. 31, 2022, the Russell 1000 rose 12.4%, while the MSCI EAFE rose 4.7%, annualized.
Clients and advisers alike have been underwhelmed by the continual relative underperformance of
international stocks versus their domestic counterparts. Since the Global Financial Crisis of 2008-09,
domestic stocks have crushed their foreign brethren. With this backdrop, we believe investors need
to remember the power of mean reversion. And given that in the last 50 years this is the longest run
of outperformance of the S&P 500 versus the MSCI EAFE (when calculated by comparing the trailing
3-year return of each index),3 now could be the time to revisit a portfolio’s international allocation.

An appropriate analogy here would be the ongoing growth versus value debate. Growth dominated
value as a factor for so long that some investors had seemingly written off value characteristics as a
worthwhile portfolio constituent. But as we have seen over the past several quarters, when factors
rotate, they can do so with a vengeance, and many investors without meaningful value exposure
significantly underperformed. In a similar vein, we believe investors who have written off
international equities risk missing out on significant return potential when the trend of domestic
outperformance reverses. While mean reversion is certainly not guaranteed, when paired with other
discernible and timely factors such as relative valuations, growth characteristics, and broader data
sets, it can portend an excellent investment opportunity for patient investors.

1 Source: MSCI
2 Source: World Bank
3 The MSCI EAFE Index was launched on March 31, 1986. Data prior to the launch date is back-tested using 
calculations of how the index might have performed over that time period had the index existed. There 
are frequently material differences between back-tested performance and actual results. Past 
performance -- whether actual or back-tested -- is no indication or guarantee of future performance. 
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About ClariVest Asset Management
ClariVest applies a behavioral-based
investment philosophy in seeking alpha for 
clients. Our time-tested investment process 
combines quantitative tools with qualitative 
work to capture the return potential created 
as investors react inefficiently to significant 
shifts in a company’s fundamental growth
cycle. Portfolio managers work as a
cohesive team to manage multiple equity 
strategies across geographies and the
market cap spectrum. 
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ClariVest Asset Management LLC (the “Firm”) does not guarantee any minimum level of investment performance or the success of
any investment strategy. It should not be assumed that future results of any product will be profitable or similar to past
performance. As with any investment, there is a potential for profit as well as the possibility of loss. There are risks associated
with investing in a product of this type, and returns may vary over time as a result of changing market conditions, economic
instability, investment decisions and the composition of the portfolio.

The information herein is for informational purposes only and is not a distribution, offer to sell or solicitation of an offer to buy
securities. The information herein shall not constitute investment, tax, legal or other advice. Investors should consider their
investment objectives before investing and may wish to consult other advisors.

The Firm has used third party information in the preparation of this information. That third party information was obtained from
sources that the Firm believes are reliable. However, the Firm does not guarantee the accuracy, adequacy or completeness of the
information.

The information set forth herein may include forward-looking statements on the Firm’s expectations and projections about future
events. Statements that depend upon or refer to future events or conditions, that are predictive or that include words such as
“believes”, “thinks”, “expects”, “anticipates” and similar words are forward-looking statements. These forward-looking
statements involve many factors, including known and unknown risks and uncertainties, which may cause the Firm’s future results
and performance to be significantly different from those which may be expressed or implied by such statements. Examples of
these uncertainties include: (1) economic and business conditions; (2) changes in governmental regulations or the failure to
comply with existing regulation; (3) changes in market trends; (4) currency fluctuations; and (5) our ability to attract and retain
qualified personnel. The Firm believes that these forward-looking statements are based upon reasonable assumptions, but can
give no assurance that Firm will achieve its goals. Given these risks and uncertainties, potential investors should not unduly rely
on these forward-looking statements. The Firm assumes no obligation to update or revise any statements contained herein, or
explain why actual results differ.

ClariVest Asset Management LLC is a registered investment adviser under the Investment Advisers Act of 1940 with the U.S.
Securities and Exchange Commission. Founded in 2006, the Firm manages domestic and international equity portfolios primarily
for institutional clients. Policies for valuing investments, calculating performance, and preparing GIPS reports are available upon
request. For more complete information about any of the products available from ClariVest, including management fees and
other charges and expenses, or to receive a report that complies with the GIPS standards, please call 858-480-2440.

Effective April 1, 2019, Eagle Asset Management Inc. completed its acquisition of ClariVest Asset Management LLC, thereby
becoming sole owner. This transaction follows Eagle’s original purchase in 2012 of an initial 45% investment in ClariVest.

This marketing communication and any investment to which this document relates is intended for the sole use of the persons to
whom it is addressed, being persons who are Eligible Counterparties or Professional Clients as described in the UK’s Financial
Conduct Authority rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (High net worth companies,
unincorporated associations, etc.) of The Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended)
or any other person to whom this promotion may lawfully be directed. It is not intended to be distributed or passed on, directly or
indirectly, to any other class of persons and may not be relied upon by such persons and is therefore not intended for private
individuals or those who would be classified as Retail Clients. Any views and commentary are the views of the author and are not
objective or independent and therefore does not constitute Investment Research. The views are not a personal recommendation
and have not been assessed as to whether or not they would be suitable for any particular investor. Any prices or quotations in
this communication are indicative only and are subject to change without notice and may not be used or relied upon for any
purpose.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties,
which in certain cases has not been updated through the date of the distribution of this letter. While such sources are believed to
be reliable for the purposes used herein, ClariVest does not assume any responsibility for the accuracy or completeness of such
information. Further, no third party has assumed responsibility for independently verifying the information contained herein and
accordingly no such persons make any representations with respect to the accuracy, completeness or reasonableness of the
information provided herein. Unless otherwise indicated, market analysis and conclusions are based upon opinions or
assumptions that ClariVest considers to be reasonable.

Disclosures
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Disclosures continued

International investing presents specific risks, such as currency fluctuations, differences in financial accounting standards, and
potential political and economic instability. These risks are further accentuated in emerging market countries, where risks can
also include possible economic dependency on revenues from particular commodities or on international aid or development
assistance, currency transfer restrictions, and liquidity risks related to lower trading volumes.

All indexes are unmanaged, and an individual cannot invest directly in an index. Index returns do not include fees or expenses.

Definitions

Price-to-earnings (P/E) ratios measure a company’s current share price relative to its earnings per share. The ratio is used to 
help assess a company’s value and is sometimes referred to as the price multiple or earnings multiple.

Earnings per share (EPS) is calculated as a company's profit divided by the outstanding shares of its common stock. The resulting 
number serves as an indicator of a company's profitability.

Cyclical stocks have prices influenced by macroeconomic changes in the economy and are known for following the economy as 
it cycles through expansion, peak, recession, and recovery.

Correlation is a statistic that measures the degree to which two securities move in relation to each other.

Growth investing is a stock-buying strategy that focuses on companies expected to grow at an above-average rate compared to 
their industry or the market.

Value investing is an investment strategy that involves picking stocks that appear to be trading for less than their intrinsic or 
book value.

Factor investing is an approach to investing that selects securities based on characteristics associated with higher returns. These 
characteristics, or factors, can be macroeconomic factors or style factors. Macroeconomic factors are focused on broad risks 
across asset classes and include the rate of inflation: growth in gross domestic product; and the unemployment rate. Style 
factors include differences in growth versus value stocks; market capitalization, and industry sector. Factor performance refers
to a focus on performance of securities within a particular factor or between groups of different kinds of factors.

Indices

The MSCI EAFE® (Net) Index measures the performance of performance of large and mid-cap securities across 21 developed 
markets, including countries in Europe, Australasia and the Far East, excluding the United States and Canada. The MSCI EAFE® 
(Net) Index subtracts any foreign taxes applicable to U.S. citizens but not applicable to citizens in the overseas country.

The S&P 500 Index measures change in stock market conditions based on the average performance of 500 widely held common 
stocks. It is a market-weighted index calculated on a total return basis with dividend reinvested. The S&P 500 represents 
approximately 75% of the investable U.S. equity market.

The Russell 1000® Index measures the performance of the 1,000 largest companies in the Russell 3000® Index, which represents 
approximately 93% of the total market capitalization of the Russell 3000® Index.

London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2023. FTSE Russell is a 
trading name of certain of the LSE Group companies. Russell® is a trade mark of the relevant LSE Group companies and is used 
by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group 
company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in 
the indexes or data and no party may rely on any indexes or data contained in this communication. No further distribution of 
data from the LSE Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does 
not promote, sponsor, or endorse the content of this communication.



7

Disclosures continued

Source: MSCI. 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. 
(www.msci.com).
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