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This blog post is the second installment of a four-part series that examines the

tactical and strategic case for investing internationally despite a multi-year period of

U.S. equity outperformance.

In addition to the dangers of performance-chasing we referenced in part one, another key

reason why investors should consider increasing exposure to developed international equi

ties has to do with managing risk. Concentrated portfolios look great during bull market

s, but can quickly devolve into over concentrated bets that look more like speculation

than prudent asset allocation. When new dollars are put to work, we believe they should

do more for a portfolio than double down on the S&P 500 Index moving higher. Enter

developed international.

Across market cycles, international equities have shown slightly reduced sensitivity to

U.S. market performance. Between Europe, Japan and the broader EAFE (Europe, Australasia

and the Far East) region, betas to U.S. equities have remained steadily below 1,

implying that domestic returns are less influential for those overseas.

Over recent periods, however, correlations remain highly positive to U.S. markets. This

is a byproduct of the increasingly globalized and interconnected world we now live in.

 

However, diversification benefits are more evident over the longer term, especially

during periods of modest U.S. equity returns and outright declines. On a rolling five-

year basis, developed markets have outperformed the U.S. about three-quarters of the

time in low-to-moderate return environments (including market declines).
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Rolling 5-Year Returns, MSCI USA vs. MSCI EAFE, 1970–Present

U.S. equities have had more success in high return environments of 8% or greater,

beating EAFE stocks roughly 75% of the time. But this trend is skewed by the recent bull

market after the global financial crisis (GFC).

Of the 124 quarterly observations, 38 of them occurred in the last 10 years, and the

U.S. outperformed EAFE every single time. Seventy-seven observations occurred over the

past 30 years, with the U.S. outperforming EAFE during 73 of them, or 95% of the time.

Performance records like this are compelling and did little to discourage over-weight

allocations in U.S. equities over the past several years. But they are also

unsustainable over the long term, which is why we believe the future for international

equities may not look like the past. We believe the WisdomTree International Quality Div

idend Growth Fund (IQDG) may be poised to benefit as a result, and so may be of interest

to investors looking to increase allocations to developed international.

 

For access to the complete developed international market insight, click here.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Foreign

investing involves special risks, such as risk of loss from currency fluctuation or

political or economic uncertainty. Heightened sector exposure increases the Fund’s

vulnerability to any single economic, regulatory or other development impacting that

sector. This may result in greater share price volatility. The Fund invests in the

securities included in, or representative of, its Index regardless of their investment

merit, and the Fund does not attempt to outperform its Index or take defensive positions

in declining markets. Due to the investment strategy of this Fund, it may make higher

capital gain distributions than other ETFs. Dividends are not guaranteed, and a company

currently paying dividends may cease paying dividends at any time. Please read the

Fund’s prospectus for specific details regarding the Fund’s risk profile.

For the top 10 holdings of IQDG please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/equity/iqdg

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and
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physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Blogs

+ Thinking International: Sector Exposures Complement (and Complete) the Economic Cycle

Related Funds

+ WisdomTree International Quality Dividend Growth Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. 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 entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Risk  : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk indicates greater potential for

returns to be farther away from this average.

Bullish : a position that benefits when asset prices rise.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

EAFE  : Refers to the geographical area that is made up of Europe, Australasia and the

Far East.

The Global Financial Crisis     : Refers to the period of extreme stress in global

financial markets and banking systems between mid 2007 and early 2009.
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