
F rom 2008 to 2016, economic and political instability produced 
European stock market returns that lagged greatly behind 
those of their U.S. counterparts. Evidence is building that this 
trend is changing. 

After the 2008 global financial crisis, the European and U.S. economies 
started to slowly recover. The European Central Bank (ECB) took a 
misstep, however, in 2011. Believing that Europe was fully on the road 
to recovery, a monetary tightening policy was implemented. The error 
was soon realized and reversed but not without a setback. Today, in 
contrast, with the U.S. economy now on firm footing, the Federal Re-
serve is raising interest rates. Meanwhile, the European economies are 
still benefitting from low and negative interest rates and the ECB’s 
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bond buying program. This 
accommodative policy is help-
ing to generate economic im-
provements that include:  

 Lower unemployment 

 Increased bank lending 

 Improved business and 
consumer sentiment 

 Higher manufacturing    
activity, and 

 Rising corporate profits 

Another key element to the 
recovery is a stabilizing politi-
cal environment. Great Brit-
ain’s vote to exit the European 
Union in June of last year cre-
ated concerns that other 
countries would follow suit, 
possibly resulting in the com-
plete  dissolution of the Euro-
pean Union. Election results in 
the Netherlands and France 
earlier this year have stemmed 
this wave of sentiment at least 
temporarily. Upcoming elections in Germany and 
Italy remain, but the current trend in sentiment al-
lows investors to focus more on the improving 
economy. 

Finally, foreign companies that export their goods 
are benefiting from the relatively weak value of 
their foreign currencies relative to the U.S. dollar. 
The weaker currencies make their exported prod-
ucts less expensive as compared to similar items 
produced in the U.S. 

 

Global recovery 

The recovery is not confined to Europe, as leading 
economic indicators are rising in a vast majority of 
countries around the globe. This synchronized 
global recovery has propelled earnings out of a 
soft patch that lasted for much of 2015 and 2016. 
While the U.S. suffered from a similar drop in earn-
ings, the decline was much more severe around 
the globe. Now those countries are rebounding at 
a faster clip since the U.S. is in a later stage of the 
recovery cycle that began in 2009. 
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Elections in France and the Netherlands this year have somewhat reduced 

the momentum of sentiment of countries pushing for an exit from the   

European Union. 



The chart below shows the long underperfor-
mance of international stocks from 2008 to 2016. 
The international stock index MSCI EAFE 
measures the equity market performance of devel-
oped markets in Europe, Australia and the Far 
East. It lagged the S&P 500 by approximately 100 
percent on a cumulative basis, creating valuations 
that are quite attractive relative to U.S. equities. 
Also, the performance trend could be reversed in 
2017 as international stocks are off to a strong 
start.  

Another interesting characteristic about the inter-
national markets is that they tend to have less ex-
posure to the volatile technology sector - MSCI 
EAFE has 6 percent, while the S&P 500 has 22 
percent.  

Greater cash flow 

A greater emphasis on dividend-paying sectors 
such as financials is consistent with Filbrandt & 
Company’s current domestic equity positioning. 
This allocation allows for greater cash flow in the 

form of dividends as well as potentially better in a 
down market. 

Chinese economy growing rapidly 

Finally, any discussion about international investing 
would be incomplete without mentioning China. 
China and the U.S. are the two largest economies 
in the world and trade relations between the two 
produce ripple effects around the world. Recent 
trade negotiations have been promising and could 
be one of the most underrated positives in today’s 
global economy. 

One glaring difference, however, is that China’s 
economy is growing 6.5 percent per year com-
pared to approximately 2.5 percent for the U.S. 
China has an aging population similar to most de-
veloped countries. An aging population results in a 
limited workforce, placing a cap on economic out-
put. The resurgence of the middle class, however, 
has allowed China to overcome this hurdle. McKin-
sey & Company estimated that 76 percent of Chi-
na’s urban population will be considered middle 
class by 2022. In 2000, only 4 percent was consid-
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U.S. outperforms international 

International outperforms U.S. 



ered middle class. Just the growth of China’s middle class in the last 
10 years is more than twice the size of the total U.S. middle class pop-
ulation. This huge boom is creating a class of spenders that will bene-
fit companies serving their needs.  

Rapid growth is not easy to manage, however, and the Chinese stock 
markets have exhibited great volatility. Another concern is the level 
of corporate and government debt in relation to gross domestic 
product (GDP). Corporate debt alone was 170 percent of GDP in 
2016, approximately double the average of other countries. Currently, 
the Chinese government is taking a less accommodative policy 
stance to help control the growth. 

 

Our philosophy 

At Filbrandt & Company, our philosophy is to utilize a combination of 
attractive valuations and strong price momentum to capture timely 
and attractive long-term trends. International equities currently exhib-
it both of these traits, along with a stabilizing political environment 
and improving fundamentals.  

Based on this analysis, we will be increasing our clients’ international 
exposure in coming weeks. To fund this increase, we will be trimming 
the domestic small- and mid-cap sectors which have performed well 
in 2016, but have started to lag so far in 2017. 
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China’s middle class is booming, now more than twice the size of the 
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