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Why International
Equities Deserve
a Fresh Look in
Today’s Market

Non-U.S. Stocks and U.S. stocks have
alternated in powerful, long cycles of
dominance. Multiple market drivers have
shifted to give international time in the sun.
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Timing global cycles can be one of the most
difficult and humbling tasks investors face.
Yet the value of maintaining a dynamic and
diversified equity portfolio has rarely been
clearer than it is today.

U.S. equities and non-U.S. equities have
traded off dominance over the past 50 years.

In the 1980s, non-U.S. markets, particularly
Japan, led the way. The late 1990s ushered

in U.S. dominance, driven largely by the first
wave of the technology revolution. Then came
a strong period for international stocks after
the dot-com bubble, as value outperformed
growth, the U.S. dollar weakened, and mar-
kets such as Europe and China boomed on the
back of deeper trade integration. These long,
powerful cycles tend to last 5 - 10 years.

Since the Great Financial Crisis, U.S. equities
have had a historic leadership run of more
than 15 years. For the last few months, that
story has changed, indicating we may be wit-
nessing a changing of the guard. Year to date,
Europe, Australasia, and the Far East (“EAFE”)
has taken the lead as several underlying
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The above graph displays the ratio of the MSCI EAFE Index level divided by MSCI USA Index. The MSCI Europe, Australasia
and Far East (EAFE) Index includes a selection of stocks from 21 developed markets outside of the U.S. and Canada and is
a common benchmark for foreign stock funds. A rising graph indicates MSCI EAFE outperformance relative to MSCI USA,
while a falling graph indicates MSCI USA is outperforming—not necessarily positive or negative returns. Colored bands
roughly indicate index leadership. Data 12/31/1969 - 5/31/2025. Source: MSCI. Past performance is no indication of future

results. All investments involve the risk of loss.

1 Data and market performance are based on the MSCI USA Index and MSCI EAFE Index.
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drivers of U.S. outperformance—the strength
of the U.S. dollar, high domestic valuations,
and the dominance of Big Tech—shift.

The Dollar: A Currency Adrift in Changing Seas

The impressive run of U.S. outperformance
has been marked by strong appreciation of the
U.S. dollar against most major currencies—a
tailwind for U.S. assets and a headwind for
dollar-based investors in international mar-
kets. This strength has been underpinned

by multiple factors, including comparatively
strong GDP growth, increasing U.S. energy in-
dependence, attractive interest rate spreads,
policy cohesion, and the dollar’s status as the
world’s reserve currency.

There’s strong evidence these factors are
changing. U.S. policy direction on key issues
such as trade relationships, taxation, and
public investment has become increasingly
unclear, while other developed markets—no-
tably the Eurozone—are showing newfound
cohesion. The most striking example of

this shift in outlook came in March, when
Germany (the Eurozone’s largest economy and
second-largest equity market) committed to
broader infrastructure investment and other
policy changes designed to enable increased
defense spending amid America’s withdrawal.
Broader European solidarity on defense and
economic reform produces the certainty and
stability that investors favor, and is a stark
contrast to the discord of the region’s early-
2010s debt crisis. We are seeing early signs of
structural shifts in reserve allocations and a
growing chorus of discussions about the long-
term desirability of the dollar’s “exorbitant
privilege.”

Fiscal dynamics are also diverging. The U.S.
now carries a higher debt-to-GDP ratio (at

2 Federal Reserve Bank of St Louis. Data as of 3/31/2025.

120.8%)* than most of its developed peers and
Moody’s recently downgraded the country’s
debt from AAA. Add to this a narrowing gap
in GDP growth expectations between the U.S.
and other developed economies, and the stage
is set for a weaker dollar over the medium
term—a potential boost to international eq-
uity returns for dollar-based investors.

Valuations: U.S. Multiples Have Swelled While
Global Markets Remain Anchored

Until recently, we’ve seen valuation multiples
in the U.S. expand, while non-U.S. valuations
remained stable. At the end of 2010, the MSCI
EAFE index traded at 15.3x trailing earnings,
compared with 16.5x for the U.S.—a 7.5% dis-
count. By the end of 2024, investors paid 15.1x
for EAFE earnings, but 27.8x for the U.S.—a
near-record 45.9% discount.? Put another way,

EAFE vs. U.S. P/E Ratios: 2010 vs. 2024
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From 2010 to 2024, price-to-earnings multiples in the U.S.
expanded, while non-U.S. valuations remained stable. In
December 2024, EAFE investors have paid about the same
multiple for each dollar of earnings vs. The same time in
2010. U.S. investors saw their multiple jump from 16.5x

to 27.8x earnings. Source: MSCI. Past performance is no
indication of future results. All investments involve the risk
of loss.

3 MSCI. The U.S. is measured by the MSCI USA Index. The record was 1-month prior in November 2024 at a 47.2% discount.
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And It's Not a Sector Story—10 of the 11 EAFE Sectors Were Cheaper as of May 31, 2025
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Though some sectors (e.g. Technology) trade at a premium to others, and the U.S. does have greater weight than EAFE in
more expensive sectors, sector composition doesn’t explain the valuation gap. 10 of 11 U.S. sectors trade at higher multiples
than their EAFE counterparts. EAFE'’s 38% discount only falls to 31% when adjusted for sector composition. Source: MSCI.
Past performance is no indication of future results. All investments involve the risk of loss.

over 14 years, EAFE investors have paid about
the same multiple for each dollar of earnings.
U.S. investors have seen their multiple jump
from 16.5x to 27.8x earnings. This valuation
gap is not just a sector story. It’s reasonable
to expect some sectors to trade at a premium
to others (e.g. Technology vs. Financials), and
the U.S. does have greater weight than EAFE
in more expensive sectors. But 10 of the 11 U.S.
sectors trade at higher multiples than their
EAFE counterparts—sector weights explain
only a fraction of the valuation difference.*

Dividend yields, too, tilt in favor of interna-
tional equities. At a 3.0% yield, EAFE markets
currently offer yields similar to dividend-seek-
ing U.S. indices, and roughly twice the U.S.
1.3% figure. Enhancing investors’ total return
potential may come into increased focus in a
lower-growth world.

To justify current valuation gaps, the U.S.
would need to deliver outsized earnings
growth for an extended period—on the order
of 10% annually for a decade, concurrent with
minimal earnings growth from international
peers. U.S. earnings growth may lead in the
short-term, but sustained U.S. leadership of
the above scale seems increasingly unlikely.
In short, there’s strong data to suggest that
U.S. equities may be overvalued. The time has
come for non-U.S. equities.

Big Tech: Dominance May Be Drifting Toward
Diminishing Returns

Another major driver of U.S. outperformance
has been the rise of a small group of mega-cap
technology stocks—the so-called “Magnificent
Seven.” These firms have driven a dispropor-
tionate share of S&P 500 returns in recent

4 MSCI. Data as of 5/31/25. EAFE’s 38% discount only falls to 31% when adjusted for sector composition.
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years and have benefited from trends such
as tech reliance during COVID-19, as well as
investments in artificial intelligence.

Impressive though the Magnificent Seven’s
earnings growth may be, it’s expected to slow
considerably going forward. Further, the rapid
growth of Big Tech may expose the U.S. mar-
ket to new risks. The largest eight American
stocks—all in technology or tech-adjacent
industries such as e-commerce that rely heav-
ily on technology—accounted for 32.6% of the
index, increasing idiosyncratic and concentra-
tion risks.>

Meanwhile, EAFE’s largest names spanned
Technology, Staples, Health Care, and
Financials—with the largest eight names to-
taling to just 10.9% of the overall index. EAFE’s
largest sector, Financials, made up 23.7% of
the broad index; Technology a moderate 8.3%.
In these more diversified markets, global
peers—from enterprise software leaders in
Europe to consumer tech innovators in Asia—
are beginning to challenge U.S. dominance,
including in the Al value chain.

As the next phase of AI unfolds, the balance of
power may shift from infrastructure provid-
ers to application developers and data-rich
incumbents—areas where non-U.S. compa-
nies may have more relative strength than the
market currently prices in. At the very least,
international markets offer a more balanced
sector composition, which could help reduce
volatility and concentration risk.

Positioning for the Next Global Wave

U.S. equities have enjoyed a sustained leader-
ship cycle over the past 15 years. However,
momentum is a powerful market force. As
international equities begin to show signs of

leadership again, investor sentiment and capi-
tal flows can accelerate these trends. Already
in 2025, EAFE markets are outperforming U.S.
equities year to date—to a degree rarely seen
in history.

Investors need to recognize
the assumptions that drove
past outperformance

are shifting. Today’s
environment offers a rare
opportunity to reassess
international exposure

as a proactive decision to
position portfolios for a more
dynamic global economy.

The U.S. remains home to some of the most
innovative and resilient businesses in the
world. It will continue to be an important
market. But after a decade-plus of one-way
leadership, it’s worth asking: does the U.S. still
deserve a structurally outsized role in equity
allocations? The case for international equi-
ties is not simply gaining strength; it’s strong
—now—as both a diversification play and a
compelling source of long-term return.

Investors need to recognize the assumptions
that drove past outperformance are shifting.
Today’s environment offers a rare opportunity
to reassess international exposure as a proac-
tive decision to position portfolios for a more
dynamic global economy.

5 MSCI. Data as of 5/31/25. The U.S. is measured by the MSCI USA Index.
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