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Falling Back in Love with International Stocks
by Sheldon McFarland, Vice President, Portfolio Strategy and Research, Loring Ward

The international stock markets have un-
derperformed U.S. stock markets for three
straight years.! China came out of the gate
in 2016 like a lead balloon, causing other
markets in Asia to decline as well. To make
things worse, China devalued its currency,
possibly signaling a pessimistic view of their
economy and putting pressure on European
countries to do the same.

If we look back at the relationship of U.S.
and international stocks over the past 28
years, (that’'s how far back index data will
take us), there were more than a few months
where international stock returns underper-
formed U.S. stock returns. In fact, to be exact
there were 183 out of 336 months — roughly
54% of the time. But that also means there
were 153 months (roughly 45% of the time)
where international stock returns outper-
formed U.S. stock returns. So the relation-
ship hasn’t been all one sided.

This is the point where Dr. Phil intervenes to
do a relationship rescue and says “it starts
with you” and gives you a list of tips on how
you can possibly reboot your relationship
with international stocks. Dr. Phil doesn’t do
investment psychotherapy, but if he did |
imagine his investment relationship rescue
list would look something like this:

'U.S. stock returns represented by Russell 3000 Index, international stock
returns represented by MSCI All Country World ex USA Index (gross
dividends).

1. Forget what you think you know is going
to happen with international stocks and
what the talking heads are saying; no one
knows for certain.

2.Decide to measure the quality of your
international stocks based on long-term
results instead of short-term speculation.

3. Decide whether you would rather be
globally diversified or not.

4. Stop making investment decisions based
on recent investment returns because re-
cent investment returns are not indicative
of future long-term results.

5. Shift your portfolio focus from seeking short-
term returns to seeking long-term goals.

If underperformance the last three years and
China’s start to 2016 is a sign of international
stock returns to come, then your relationship
with international stocks might feel like it's on
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The Cost of Dumping International Stocks

Money lost over last 28 years on $100,000 initial investment
if you missed the best international stock returns
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$22,899
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Source: Morningstar Direct, January 2016.

Each period represents consecutive months, i.e., best 12 month period, best 36 month period, etc., over the last 28 years. U.S. stock returns represented
by Russell 3000 Index, international stock returns represented by MSCI All Country World ex USA Index (gross dividends). The cost of missing the best
months for each period was calculated as the difference in ending value between a portfolio that was 50% U.S. stocks and 50% international stocks
(rebalanced annually) all 28 years and a portfolio that was 100% U.S. stocks during the best 12, 36, or 60 months of international stock returns and 50%
U.S. stocks and 50% international stocks the remaining months. Past performance is not indicative of future results. All investments involve risk, including
loss of principal. Indexes are unmanaged baskets of securities in which investors cannot directly invest; they do not reflect the payment of advisory fees

or other expenses associated with specific investments or the management of an actual portfolio.

the rocks, perhaps making you feel a breakup is
warranted. But before you dump your internation-
al stocks, let me point out what this breakup has
cost in the past.

Over the last 28 years a $100,000 investment
in a portfolio of U.S. and international stocks
grew to almost $1,000,000.2 If you decided you
needed time apart at some point during this
28-year relationship and that happened to be
a time when international stocks did well, the
cost to your portfolio may have been painful.

The difference in value after 28 years between
a portfolio invested in international stocks the
entire time and one that dumped international
stocks during the best 12 month period was
over $20,000. That number grew to over
$100,000 if the best 36 month period was
missed. If the best 60 month period was missed
the portfolio value was cut almost $200,000.

Returns, like relationships, are unpredictable
and the timing of your break up could have a
significant impact on your terminal wealth.

We never know ahead of time when the best
or the worst moments will occur. Returns are
like relationships in that way. Even the stron-
gest relationships experience some challenges
along the way.

International markets involve additional risks,
including, but not limited to, currency fluctu-
ation, political instability, foreign taxes, and
different methods of accounting and financial
reporting. As a result, they may not be suitable
investment options for everyone.

Changes in currency exchange rates, differ-
ences in accounting and taxation policies
and political and economic instability can
raise or lower returns.

2U.S. stock returns represented by Russell 3000 Index, international stock returns represented by MSCI All Country World ex USA Index (gross dividends).
The portfolio return is calculated as the weighted average return of 50% U.S. stocks and 50% international stocks rebalanced annually.
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