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As U.S. equities outperformed 
over the last decade, helped 
by superior earnings growth 
and innovation, relative 
valuations of international 
stocks have fallen steadily. 
In fact, the valuation 
differential between U.S. and 
international equities is at its 
widest since the 2008 financial 
crisis. 
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International equities are the least expensive in more than a decade, relative to U.S. equities. Improved 
margins, positive structural trends, and a more favorable policy environment make them quite 
compelling now. 

As U.S. equities outperformed over the last decade, helped by superior earnings growth and 
innovation, relative valuations of international stocks have fallen steadily. In fact, the valuation 
differential between U.S. and international equities is at its widest since the 2008 financial crisis. With 
improved operating margins, beneficial structural trends, the likely capex revival, and fiscal spending, 
are international stocks positioned to outperform? We believe so.

LOWEST VALUATIONS SINCE 2008

Based on expected earnings for next year, developed international stocks, represented by the MSCI 
EAFE Index, are now 25% less expensive than the S&P 500. The valuation discount for emerging markets, 
using the MSCI EM Index, is even wider at over 35%.
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Much of the U.S. equity 
outperformance over the last 
decade was underpinned by 
fatter margins and stronger 
earnings growth. American 
companies continue to enjoy 
higher profit margins, on 
average. 
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MARGIN IMPROVEMENTS HAVE GONE UNNOTICED

Much of the U.S. equity outperformance over the last decade was underpinned by fatter margins and 
stronger earnings growth. American companies continue to enjoy higher profit margins, on average. 
Yet, investors seem to have so far ignored the meaningful improvement in operating margins of 
international companies. 

At the beginning of 2020, before the pandemic hit, trailing EBITDA margins of S&P 500 companies were 
about 350 bps better than international companies, as represented by the MSCI ACWI ex U.S. Index). 
American companies still have better margins, but the gap has nearly halved to 185 bps now.  

Data Source: Bloomberg; As of Oct 6, 2021Data Source: Bloomberg; As of Oct 6, 2021

FAVORABLE TRENDS COULD HELP SUSTAIN EARNINGS

Several large non-U.S. companies are likely to see a multi-year boost to their revenues and earnings 
from some of the major structural changes happening globally. Be it from digitization of everyday 
products and services that are driving robust semiconductor demand or the dramatic increase 



The Chinese government 
seems determined to rein 
in some of the country’s 
best-known companies, 
while at the same time trying 
to limit systemic risks from 
overleveraged property 
developers on the verge 
of default. Supply chains 
remain disrupted across the 
globe, pushing up costs and 
reducing sales volumes. 
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in investments related to renewable energy and climate change, international companies are 
positioned to benefit as much as their U.S. peers, if not more. 

After more than a decade of underinvestment, even conventional industrial manufacturers and 
miners are likely to step up capital investments in the coming years. The established capital goods 
manufacturers in Europe and Japan should get a revenue lift when that happens. Finally, unlike in the 
U.S. where fiscal spending to recover from the pandemic was heavily front-loaded, governments in 
Europe and Japan are likely to sustain spending next year as well. 

LONG-TERM INVESTORS SHOULD LOOK BEYOND HEADLINES

Its no surprise that alarming news headlines have kept many investors cautious about international 
equities. The Chinese government seems determined to rein in some of the country’s best-known 
companies, while at the same time trying to limit systemic risks from overleveraged property 
developers on the verge of default. Supply chains remain disrupted across the globe, pushing up costs 
and reducing sales volumes. In addition, there are the still lingering U.S.-China tensions and policy 
uncertainties in Germany and Japan due to recent leadership changes.

Yet the probability of any of these developments escalating to trigger a deep market decline appears 
low. The Chinese government so far seems to be in control of its efforts to reduce excessive leverage, 
household expenses, and the concentration of market power. Global supply chain dislocations should 
clear eventually, though it is taking much longer than expected. The U.S. and China continue to 
diplomatically engage each other, with a possible presidential summit later this year. 

As these geopolitical and regulatory clouds clear, we believe patient long-term investors who 
recognize the improved earnings growth potential of relatively inexpensive international equities are 
poised to be rewarded. 

This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance 
or other investment advice. Unless otherwise specified, you are solely responsible for determining whether any 
investment, security or other product or service is appropriate for you based on your personal investment objectives 
and financial situation. You should consult an attorney or tax professional regarding your specific legal or tax situation. 
 
The information contained in this publication does not, in any way, constitute investment advice and should not 
be considered a recommendation to buy or sell any security discussed herein. It should not be assumed that 
any investment will be profitable or will equal the performance of any security mentioned herein. Thomas White 
International, Ltd., may, from time to time, have a position or interest in, or may buy, sell or otherwise transact in, or 
with respect to, a particular security, issuer or market on our own behalf or on behalf of a client account. 

Past Performance is not indicative of future results. This publication does not represent a recommendation to buy or sell 
any security or to invest in any particular market or country.

One-year Consensus Forward P/E Differential: The relative difference between the current fiscal year consensus P/E 
ratio of the stated benchmarks. 

1 Year Forward P/E: The current fiscal year consensus P/E ratio estimate as reported by Institutional Brokers’ Estimate 
System. It is calculated by taking the current stock price and dividing it by the expected earnings per share for the 
next 12 months.

Trailing 1 Year EDITDA Margin: A measure of a company’s operating profit as a percentage of its revenue for the past 
12 months. The acronym EBITDA stands for earnings before interest, taxes, depreciation, and amortization. 

The MSCI ACWI ex U.S. Index is a stock market index that is designed to measure equity market performance of both 
developed and emerging markets, excluding the U.S. The MSCI EM Index is designed to measure equity market 
performance of emerging markets. The MSCI EAFE Index is designed to measure the equity market performance 
of developed markets outside of the U.S. & Canada. The S&P 500 Index measures the performance of 500 leading 
companies in leading industries of the U.S. economy, capturing 75% coverage of U.S. equities. All indices are 
unmanaged and returns assume the reinvestment of dividends. It is not possible to invest directly in an index.

FORWARD LOOKING STATEMENTS
Certain statements made in this publication may be forward looking. Actual future results or occurrences may 
differ significantly from those anticipated in any forward looking statements due to numerous factors. Thomas White 
International undertakes no responsibility to update publicly or revise any forward looking statements.
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