
As a value-focused investment manager, Brandes is always looking past the current successes enjoyed by any equities 
market to identify the future hidden potential that may lie elsewhere.

For an extended period, international equities have faced a variety of known headwinds and underperformed when compared 
with stocks in the United States. This has led their valuations/fundamentals to reach low levels, creating what we believe is a 
long-term opportunity for patient investors. Through the analysis that follows, we make the case for re-examining what 
international equities can potentially offer investors.

Could U.S. Equity Dominance Be Cresting?

It’s clear from the numbers that in the most recent investing cycle large- and mid-cap international stocks were dominated by 
the S&P 500. In fact, we’ve experienced the longest cycle of U.S. outperformance vs MSCI EAFE since 1970. As the graph 
below indicates, international equities last outperformed in the period ending in November 2007. Additionally, the recent 
period marks the second-largest gap in terms of relative performance between US and international markets. The only cycle 
stronger than this one occurred when international markets outperformed during the late 1980s Japan bubble.

The relative performance cycles have largely correlated with price/cash flow discounts, which have often preceded the 
outperformance of one of the asset classes (as shown in the chart below).

Today, we’re seeing one of the widest discounts for international stocks compared with those in the U.S. in history (on a 
sector-neutral basis to account for the significant sector weight differences between the two markets). In early 2022, U.S. 
stocks were trading at higher price/cash flow multiples than at any of the previous cycle turns, while international stocks 
were trading at a more-than-30% discount relative to U.S. stocks and a more attractive overall valuation level. 
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P/CF (Sector Neutral) Oct 76 Oct 78 Oct 82 Nov 88 Jan 93 Jun 94 Jan 02 Nov 07 Oct 22

MSCI EAFE 4.9x 5.2x 4.7x 8.7x 10.3x 9.7x 9.3x 9.8x 7.8x

MSCI USA 6.7x 5.0x 5.2x 6.4x 7.4x 9.5x 12.8x 10.9x 11.9x

RELATIVE PERFORMANCE OF MSCI EAFE VS S&P 500 MEASURED MONTHLY, FEBRUARY 1, 1970, TO DECEMBER 31, 2022. PRICE/CASH FLOW (P/CF) MEASURED BETWEEN 
DECEMBER 31, 1974, AND DECEMBER 31, 2022, ON THE LAST DAY OF THE MONTH IN WHICH THE CYCLE ENDED | Source: FactSet, MSCI. Cycles are based on sustained 
outperformance on a cumulative basis over periods of at least 12 months. Past performance is not a guarantee of future results. It is not possible to invest directly in an 
index. MSCI EAFE Index inception is March 31, 1986. Performance shown prior to inception is the result of back-testing by the index provider. There may be frequent 
material differences between back-tested performance and actual results. MSCI EAFE net return vs S&P 500 total return.

Negative Sentiment Towards International Stocks May Portend Improved Potential 

If you’re seeking justification to be a bear when it comes to international equities, it’s not hard to make the case. A variety of 
valid concerns—from the energy crisis and economic growth concerns in Europe, to the evolving regulatory environment in 
China, and political risk in Latin America—can all be cited as cautionary notes.

However, we believe that marketplace uncertainty may already be largely priced in to current valuations as these concerns 
are all well known. Since we believe negative market sentiment has already been priced into international equities, any 
positive (or even less disappointing) news could spur a rebound. The potential is enhanced if internationally domiciled 
companies can maintain long-term earnings growth, as that possibility might not be reflected in today’s valuations.

International equities are trading at near the lowest discount levels of the past 20 years relative to those of U.S. companies, 
and this applies to both developed and emerging markets.

Additionally, the markets may not be recognizing that many companies operating in international markets also benefit from 
global exposure. And we expect that they could also offer attractive long-term potential, especially if recent long-term 
earnings growth forecasts from sell side analysts and MSCI are considered.
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International vs. U.S. Equity Valuations and Expected Long Term International Earnings Growth
Long-Term Earnings Growth of MSCI EAFE and Sector Neutral Valuation vs. MSCI USA

DECEMBER 31, 2003 TO DECEMBER 31, 2022 | Source: MSCI via FactSet. Past performance is not a guarantee of future results. It is not possible to invest directly in an 
index. For each fundamental ratio (Price/Book, Forward Price/Earnings, Price/Cash Flow), we calculate the average ratio of the MSCI EAFE Index and divide it by the 
average ratio of the MSCI USA Index to determine the relative valuation. Aggregate valuation discount based on the average of each individual metric’s valuation discount 
of the MSCI EAFE index relative to MSCI USA index. Expected 3-5 year earnings growth of the companies in the index.

Emerging Markets vs. U.S. Equity Valuations and expected Long Term Earnings Growth
Long-Term Earnings Growth of MSCI Emerging Markets and MSCI USA, and Sector Neutral Valuation of MSCI EM vs. MSCI USA 

DECEMBER 31, 2003 TO DECEMBER 31, 2022 | Source: MSCI via FactSet. Past performance is not a guarantee of future results. It is not possible to invest directly in an 
index. For each fundamental ratio (Price/Book, Forward Price/Earnings, Price/Cash Flow), we calculate the average ratio of the MSCI EM Index and divide it by the average 
ratio of the MSCI USA Index to determine the relative valuation. Aggregate valuation discount based on the average of each individual metric’s valuation discount of the 
MSCI EM index relative to MSCI USA index. Expected 3-5 year earnings growth of the companies in the index.
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Record Valuation Discount Positions International Equities For Long Term Potential

Historically, when valuation discounts for international equities (compared to U.S. equities) have reached levels that are 
present now, they have tended to be followed by strong subsequent performance for international equities, and for European 
equities specifically. When the gap has narrowed, or the discount has favored U.S. markets (as last seen over a decade ago), 
in the past that pattern has tended to portend relatively weaker returns for international and European equities.

Over the last two years, large- and mid-cap European equities reached their largest-ever discounts relative to the U.S. on a 
sector-neutral basis. This was also true for international equities, which even reached the discount level that U.S. equities 
traded at relative to international equities during the late 1980s Japan bubble. The discount level recorded at that time 
preceded notable U.S. equity outperformance during the next three years.

International vs. U.S. Equity Valuations and Returns
Sector Neutral Valuation of MSCI EAFE vs. MSCI USA 

DECEMBER 31, 1974 TO DECEMBER 31, 2022 | Source: MSCI via FactSet. Past performance is not a guarantee of future results. It is not possible to invest directly in an 
index. For each fundamental ratio (Price/Book, Price/Earnings, Price/Cash Flow), we calculate the average ratio of the MSCI EAFE Index and divide it by the average ratio of 
the MSCI USA Index on a sector neutral basis to determine the relative valuation. Aggregate valuation discount based on the average of each individual metric’s valuation 
discount of the MSCI EAFE index relative to MSCI USA.  
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Cumulative Returns Dec 74 – Dec 79 Jul 92 – Jul 95 Nov 01 – Nov 06 Feb 89 – Feb 92 Apr 94 – Apr 99 Oct 09 – Oct 19

MSCI USA 11.7% 12.3% 5.5% 16.0% 27.2% 13.0%

MSCI EAFE 17.9% 16.0% 14.4% -4.3% 8.7% 5.4%

Largest EAFE PremiumsLargest EAFE Discounts



European vs. U.S. Equity Valuations and Returns
Sector Neutral Valuation of MSCI Europe vs. MSCI USA 

DECEMBER 31, 1974 TO DECEMBER 31, 2022 | Source: MSCI via FactSet. Past performance is not a guarantee of future results. It is not possible to invest directly in an 
index. For each fundamental ratio (Price/Book, Price/Earnings, Price/Cash Flow), we calculate the average ratio of the MSCI Europe Index and divide it by the average ratio 
of the MSCI USA Index on a sector neutral basis to determine the relative valuation. Aggregate valuation discount based on the average of each individual metric’s valuation 
discount of the MSCI Europe index relative to MSCI USA. 

A Strong U.S. Dollar Could Also Lift International Companies

A primary headwind for international equities over the past decade has been the strength of the U.S. dollar. It has now 
reached almost its highest level during the last half-century after a period when it dipped to its lowest-ever levels in 2011.

Historically, changes in U.S. dollar strength versus international currencies have been correlated with international stock 
performance cycles against U.S. stocks. During comparable periods—the 1970s, mid-80s, and early 2000s—which preceded 
a robust performance by international stocks, the U.S. dollar’s strong appreciation had stopped, or dropped, after reaching 
similarly elevated levels. While U.S. dollar weakness—in the late 1970s, early 1990s and a decade ago—preceded strong U.S. 
stock returns relative to international stocks.

Over the past 50 years, these cycles have lasted about seven to 10 years each. The current cycle has now just extended 
slightly beyond a decade.

From a fundamental perspective, a strengthening dollar is a headwind for investing in international stocks. However, the 
dollar’s rapid strengthening/appreciation over the past year-and-a-half also creates potential opportunities for internationally
based companies to compete more effectively with U.S. businesses. This scenario exists because, as international 
currencies decline in value against the dollar, the international company cost base becomes more attractive relative to 
companies with a core U.S. cost base. And that, too, could help spur more attractive earnings growth for international 
companies, as shown in the charts used to visualize the data presented in this analysis.
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Discount ~0% or LessDiscount >30%
Cumulative 

Returns
Dec 74 –
Dec 79

Nov 80 –
Nov 90

Jul 92 –
Jul 95

Sep 01 –
Sep 06

Dec 79 –
Dec 80

Feb 89 –
Feb 92

Feb 00 –
Feb 01

Oct 09 –
Oct 19

MSCI USA 11.7% 11.7% 12.3% 6.2% 27.9% 16.0% -11.0% 13.0%

MSCI Europe 18.9% 16.2% 14.0% 15.1% 14.5% 11.6% -14.2% 5.7%



US Dollar Strength Has Correlated With Performance
Real Exchange Rate of USD vs Basket of 27 Currencies 

AUGUST 31, 1971 to DECEMBER 31, 2022 (2010 = 100) | Source: MSCI via FactSet and BIS. Real Exchange Rate based on BIS (Bank for International Settlements) narrow 
indices which cover 27 economies for the relative value of the U.S. dollar. Upward slope represents a strengthening dollar relative to foreign currencies. Past performance 
is not a guarantee of future results. It is not possible to invest directly in an index. 

International Equities Deserve Reconsideration

On balance, we believe that it’s in long-term investors’ interest to review their portfolios and to assess the go-forward 
opportunity that international equities represent. We think the data and analysis shared here bode well for the potential of 
international investments. Despite legitimate concerns about known near-term headwinds, reconsidering the future value of 
international equities could be warranted.
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Cumulative Returns from 
Peaks and Troughs

Aug 71 –
Oct 78

Oct 78 –
Mar 85

Mar 85 –
Aug 92

Aug 92 –
Feb 02

Feb 02 –
Jul 11

Jul 11 –
Oct 22

MSCI EAFE 117.9% 70.3% 241.5% 58.3% 94.6% 41.5%

MSCI USA 3.6% 132.1% 170.5% 208.5% 34.4% 247.2%

EAFE Relative to USA +114.3% -61.8% +71.0% -150.2% +60.2% -205.7%
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V A L U E  S P E C I A L I S T S  S I N C E  1 9 7 4

Price/Cash Flow: Price per share divided by cash flow per share.

Price/Book: Price per share divided by book value per share.

Price/Earnings: Price per share divided by earnings per share.

Forward Price/Earnings: Price per share divided by earnings per share expected over next 12 months.

The MSCI EAFE Index with net dividends captures large and mid cap representation of developed market countries excluding the U.S. and Canada. 

The MSCI Emerging Markets Index with net dividends captures large and mid cap representation of emerging market countries. 

The MSCI Europe Index with net dividends captures large and mid cap representation of developed market countries in Europe. 

The MSCI USA Index is designed to measure performance of the large and mid cap segments of the U.S. market.

The S&P 500 Index measures equity performance of 500 of the top companies in leading industries of the U.S. economy.

MSCI has not approved, reviewed or produced this report, makes no express or implied warranties or representations and is not liable whatsoever for any data in the report. 
You may not redistribute the MSCI data or use it as a basis for other indices or investment products.

The information provided in this material should not be considered a recommendation to purchase or sell any particular security. It should not be assumed that any security 
transactions, holdings or sectors discussed were or will be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will 
equal the investment performance discussed herein. Strategies discussed herein are subject to change at any time by the investment manager in its discretion due to market 
conditions or volatility. International and emerging markets investing is subject to certain risks such as currency fluctuation and social and political changes; such risks may 
result in greater share price volatility. The Brandes investment approach tends to result in portfolios that are materially different than their benchmarks with regard to 
characteristics such as risk, volatility, diversification, and concentration. Market conditions may impact performance. The performance results presented were achieved in 
particular market conditions which may not be repeated. Moreover, the current market volatility and uncertain regulatory environment may have a negative impact on future 
performance. Index performance does not reflect Brandes investment performance. 

The foregoing reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice. Brandes Investment Partners® is a 
registered trademark of Brandes Investment Partners, L.P. in the United States and Canada.

United States: Issued by Brandes Investment Partners, L.P., 4275 Executive Square, 5th Floor, La Jolla, CA 92037.

Singapore/Asia: FOR INSTITUTIONAL/ACCREDITED INVESTOR USE ONLY. Issued by Brandes Investment Partners (Asia) Pte. Ltd., The Gateway West, 150 Beach Road #35-51, 
Singapore 189720. Company Registration Number 201212812M. ARBN: 164 952 710. This document is for “institutional investors” or “accredited investors” as defined under 
the Securities and Futures Act, Chapter 289 of Singapore and may not be distributed to any other person. This document is being provided for information purposes only. 
Incorporated in Singapore in 2012, Brandes Investment Partners (Asia) Pte. Ltd. (Brandes Asia) provides portfolio management services to clients in Asia (as permitted under 
local law). Brandes Investment Partners, L.P., a U.S. registered investment adviser and a sister entity to Brandes Asia, provides research, portfolio construction and other 
support to Brandes Asia.

Ireland/Europe: FOR PROFESSIONAL INVESTOR USE ONLY. Issued by Brandes Investment Partners (Europe) Limited (Brandes Europe), Alexandra House, The Sweepstakes, 
Ballsbridge, Dublin, D04 C7H2, Ireland. Registered in Ireland Number 510203. Authorised and regulated by the Central Bank of Ireland. This report is being provided for 
information purposes only, no representation or warranty is made, whether express or implied as to the accuracy or completeness of the information provided. To the fullest 
extent permitted by law Brandes Europe shall not be liable for any loss or damage suffered by any person as a result of the receipt of this report. Recipients of this report 
should obtain their own professional advice. The distribution of this report may be restricted by law. No action has been or will be taken by Brandes Europe to permit the 
possession or distribution of this report in any jurisdiction where action for that purpose may be required. Accordingly, this report may not be used in any jurisdiction except 
under circumstances that will result in compliance with any applicable laws and regulations. Persons to whom this report is communicated should inform themselves about 
and observe any such restrictions. This information is being issued only to, and/or is directed only at (i) persons who have professional experience in matters relating to 
investments or (ii) are persons falling within Article 49(2)(a) to (d) (“high net worth companies, unincorporated associations etc.”) of the Financial Services and Markets Act 
2000 (Financial Promotion) Order 2005 or to whom it may otherwise lawfully be communicated (all such persons together being referred to as “Relevant Persons”). This 
communication must not be acted on or relied on by persons who are not Relevant Persons. Any investment or investment activity to which this communication relates is 
available only to Relevant Persons and will be engaged in only with Relevant Persons. This report is a confidential communication to, and solely for the use of, the persons to 
whom it is distributed to by Brandes Europe.

Canada: Distributed by Brandes Investment Partners & Co., 36 Toronto Street, Suite 850, Toronto, ON  M5C 2C5. This communication is for information purposes only and 
should not be regarded as a sales communication or as advice regarding any financial product or service.
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