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• Most investment advisors, including UBS, recommend that
investors hold globally diversified equity portfolios.

• Statistically speaking, US equity portfolio and global equity
portfolios have performed similarly over the last 48 years.

• Investors should expect decade-plus periods of alternating
leadership by global and US portfolios.

• Investors that use US equities as the benchmark for a global
equity portfolio are likely going to find a global portfolio
uncomfortable.

• Even so, we believe retirees should consider holding globally-
diversified equity portfolios instead of only investing in US
equities.

Most investment advisors, including UBS, recommend that investors
hold globally diversified equity portfolios. However, the sustained
outperformance of US equities over the last eight years has
challenged that view and many of the investors we work with are
pushing back against global diversification.

This month, we take a deep dive into global equity portfolio
performance, hypothesize that there's a behavioral finance reason
strategists and investors disagree when it comes to non-US equities,
and discuss two specific reasons retirees should keep some non-US
exposure in their portfolios.

Although this report has been written with a US audience in mind,
we hope our readers in other parts of the world also find the general
themes instructive in thinking about their own home-country bias.
Unless otherwise indicated, all performance data is presented in
USD.

This report has been prepared by UBS Financial Services Inc. (UBS FS). Please see important disclaimers and disclosures at the end of the document.



What do 48 years of data tell us about
global equity portfolios?

Since 1970 (the earliest data we have available), we have had four
major cycles in US versus non-US equity performance: 1970-1988,
1989-2001, 2002-2009, and 2010-2017. Over that extended
period, and with significant caveats, US equities have outper-
formed a global portfolio (one that includes US equities, non-US
developed equities, and emerging markets equities), but average
annual returns have not been statistically different.

We focus on analyzing global equity portfolio performance instead
of international equity performance because most US investors are
selecting between holding a US portfolio and a global portfolio, not
a US-only portfolio and an non-US portfolio.

Do US equity portfolios really outperform global equity port-
folios?
Although 48-year cumulative returns point to US outperformance
(Fig. 1), that conclusion is highly dependent on the starting point.

• Statistically speaking, US equity portfolio and global equity
portfolios have performed similarly over the last 48 years.

• Over 48 years, US equities have outperformed a global portfolio
51% of the time on a calendar year basis, meaning that the
frequency of outperformance has also been roughly equal.

• Investors should expect decade-plus periods of alternating lead-
ership by global and US portfolios (Fig. 2).

What about risk and volatility?
Equities are equities:
• Investors shouldn't expect meaningful volatility reduction from

adding international equities to a US equity portfolio.

• In fact, global equity portfolios have historically been slightly
more volatile than US-only portfolios over the last 48 years (Fig.
3).

The bottom line: We don't believe US equities structurally offer
better returns over long periods than global portfolios, but long
periods of relative outperformance or underperformance are not
uncommon.

Fig. 1: Alternating US/ global leadership occurs
over long cycles
Performance of a global portfolio versus a US-only
portfolio
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Source: Thomson Reuters Datastream, Bloomberg,
Morningstar Direct, UBS. As of September 21, 2018.

Fig. 2: Four major cycles of global versus US
leadership
Total return for specified period

Global USA Gap
1970-1988 1027% 577% -450%
1989-2001 158% 462% 304%
2002-2009 51% 13% -37%
2010-2018 119% 215% 97%

Source: Thomson Reuters Datastream, Bloomberg,
Morningstar Direct, UBS. As of September 21, 2018.

Fig. 3: Return and volatility differences are small
Annual return and volatility, 1970-2018
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Markowitz versus Kahneman
Strategists tend to rationalize ex-US underperformance as a normal
part of a multi-year cycle we discussed earlier, but investors push
back and ask why they own international equities in the first place.

There is a clear disconnect in these mindsets. This is where we think
it comes from:

Portfolio theory, as developed by Harry Markowitz:
• Most strategists, academics, etc are trained to think investors

are trying to maximize risk-adjusted return at the portfolio level
across a long, multi-cycle time horizon.

• If you think like a strategist, the performance of non-US equities
isn't viewed in terms of outperformance or underperformance
to the US, because the US market isn't the benchmark.

Behavioral finance, as developed by Daniel Kahneman, among
others:
• Prospect theory, the idea that investors value gains and losses

differently, is a central idea in behavioral economics.

• As a rule of thumb, the pain of a loss is 2x the joy of a similarly
sized gain.

• If a global portfolio produces the exact same return as a US
equity portfolio, an investor that implicitly uses the S&P as his
or her benchmark will be less satisfied with the global portfolio,
because periods of outperformance do not compensate (psy-
chically) for equally sized periods of underperformance.

What should investors do?
We recommend that investors hold globally-diversified equity port-
folios, but the behavioral aspect of benchmarking against a US
equity index might make doing so untenable.

If the US market is your implicit equity benchmark:
• You should probably have much less in international equity than

a global portfolio would suggest.

• You might miss out on some long-term outperformance, but
it's (psychologically) worth it to avoid the long, frustrating
periods of underperformance.

If you don't benchmark your entire equity portfolio to the US
market:
• Maintain a global portfolio, knowing that we will go through

long US/non-US leadership cycles.
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Do international equities play an important
role for retirees?
Over the very long run (multiple market cycles), global equity port-
folios and US equity portfolios will likely have similar returns. Unfor-
tunately, as John Maynard Keynes pointed out, "over the long run
we are all dead." Our task, which is to manage portfolios effectively
through the next cycle, requires considering the risks and opportu-
nities that could derail or enhance our ability to meet our objectives.

We expect better returns from non-US equities than US equities over
the next part of the cycle. Why do we have that view?

• The earnings boost from US tax cut is fading.

• The US economic cycle is further along than most other regions.

• Emerging markets trade at an 18% discount to their long-term
average, whereas US equities trade at an 18% premium. Valua-
tions in the technology sector, which has created a large portion
of US outperformance, appear particularly stretched.

There's also a specific portfolio risk that non-US equities can be
useful for hedging: inflation. Domestic inflation generally leads to
currency depreciation. In environments with higher-than expected
inflationary pressures, the foreign currency exposure inherent in
non-US equity allocations can help hedge against losses of pur-
chasing power.

The 1970s are a good example of such a period (Fig. 4). Inflation
averaged 7.25% between 1970 and 1979, and the dollar declined
by 30% over the decade. Non-US equities returned an average
of 11% per year, whereas US equities averaged 6% per year. Net
of inflation, non-US equities actually appreciated in value, but US
equities lost over 10% of their purchasing power during the decade.
We do not expect a repeat of the 1970s, but non-US exposure adds
some peace of mind to hedging the (potentially inflationary) fiscal
and monetary risks we face in the US.

Fig. 4: Global equity portfolios have done better
during periods of dollar depreciation
Cumulative return by decade

Global USA USD Change
1970-1979 116% 77% -30%
1980-1989 514% 404% 9%
1990-1999 203% 433% 9%
2000-2009 9% -9% -24%
2010-2018 119% 215% 18%

Source: Thomson Reuters Datastream, Bloomberg,
Morningstar, UBS. As of September 21, 2018.
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Appendix
Research publications from Chief Investment Office Global Wealth Management, formerly known as CIO Americas, Wealth Management,
are published by UBS Global Wealth Management, a Business Division of UBS AG or an affiliate thereof (collectively, UBS). In certain
countries UBS AG is referred to as UBS SA. This publication is for your information only and is not intended as an offer, or a solicitation of an
offer, to buy or sell any investment or other specific product. The analysis contained herein does not constitute a personal recommendation
or take into account the particular investment objectives, investment strategies, financial situation and needs of any specific recipient.
It is based on numerous assumptions. Different assumptions could result in materially different results. We recommend that you obtain
financial and/or tax advice as to the implications (including tax) of investing in the manner described or in any of the products mentioned
herein. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/
or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any prices indicated are current only as of the date of
this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by other
business areas or divisions of UBS as a result of using different assumptions and/or criteria. At any time, investment decisions (including
whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS
research publications. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing
the investment and identifying the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to control
the flow of information contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and
options trading is considered risky. Past performance of an investment is no guarantee for its future performance. Some investments may
be subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to pay
more. Changes in FX rates may have an adverse effect on the price, value or income of an investment. This report is for distribution only
under such circumstances as may be permitted by applicable law.

Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Deutschland
AG, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS Securities Japan Co.,
Ltd, UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of
PuertoRico is a subsidiary of UBS Financial Services Inc. UBS Financial Services Inc. accepts responsibility for the content of a report prepared
by a non-US affiliate when it distributes reports to US persons. All transactions by a US person in the securities mentioned in this report
should be effected through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this
report have not been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial
Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the
Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and do not
constitute, advice within the meaning of the Municipal Advisor Rule.

UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior written permission of
UBS. UBS accepts no liability whatsoever for any redistribution of this document or its contents by third parties.

Version as per April 2018.

© UBS 2018. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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