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New tune or same old dance?

On a handful of occasions during the past 15 years, investors became
excited about international equities emboldened by brief spats of
outperformance against the mighty S&P 500. And in all those cases, it
faded quickly as S&P ‘exceptionalism’ reclaimed its spot on the top of
the performance tables. This wasn’t always the case as there have also
been extended periods when EAFE or international equities
outperformed the U.S. Now with EAFE up about 13% so far in 2025 and
the S&P 500 down around -2%, once again folks are talking
international. Will this be yet another false signal or is this cyclical dance
finally changing tunes?

So you are saying there's a chance?
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Comparing the U.S. equity market with EAFE is not as different as
apples to oranges, but certainly different kinds of apples. The U.S.
market is skewed to more technology and many globally operating
companies. Japan too has a lot of technology, but certainly more
consumer discretionary and less financials. Europe is more financials,
less technology. This does help provide some diversification, from
different mixes and exposures.

Sign up here if you do not already receive the Market Ethos directly to your inbox.
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So, could we be entering a long period of international outperformance vs the U.S.? The setup is in place, but it has
been in place for many years. Valuations naturally favour international, but that is usually the case given the sector
differences and the valuations of those relative sectors. That being said, the valuation spread was very extreme at the
end of 2024, a bit less so today. And it is not earnings growth as estimates for 2025 have come down more outside the
U.S. We have a hard time believing investors are banking on 2026 estimates at this point with so much uncertainty.

Valuations still It sure isn't earnings growth,
favour international unless we are waiting for 2026
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Probably more important than the above fundamentals are the starting points and relative changes. The U.S. dominated
the 2010s thanks largely to technology megacaps. This received a boost following COVID as U.S. policy was much
more stimulative, both monetary and fiscally. This helped the U.S. economy grow faster than most others that were
more restrained in their stimulus and spending.

This may be changing. The U.S. is beginning efforts to grapple with their deficit — think DOGE. Meanwhile, more and
more international countries are starting to increase spending or spending plans. Adding to this is the fact that the
market has such high expectations for the U.S. economy and market, with much lower expectations for many
international economies and markets. The bar is set pretty low in many places.

Most would agree the European consumer is in very good shape. Japan is finally making progress on reforms to
encourage more investor-friendly company behaviours, with some negative sentiment around U.S. policy added in.

If the cycle has changed to favour international, the challenge for many portfolios will be a preponderance of U.S. equity
overweights and subsequent international underweights. This isn’t just at the client portfolio level. A common theme in
multi-asset portfolios today is to rely on global equity managers for international exposure; but these days “global” is
often just shorthand for “mostly U.S.” You actually have to go back a decade to find a time when non-U.S. equity made
up the larger share of global equity products. Since then, the shift toward U.S. exposure has been steady and
significant. Today, the median global equity manager in North America has roughly 60% of their portfolio in

U.S. equities.
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One could argue that due to the U.S. massively outperforming international markets over the past 15 years, the U.S.
weight would naturally increase, even if trimmed a bit along the way. The chart below just left the original region weight
and applied market growth, looks pretty similar to the changing global manager weights above. In fact, all these charts
look similar to the global market cap charts over time.

Roles Reversed
North American Global Equity Managers
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But now we have to ask, is this the right portfolio positioning for what lies ahead? Just because global market caps
favour more U.S. these days doesn’t mean it’s right. In fact, focusing too much on global markets caps is literally
backward looking.

There’s now more than $1.1 trillion invested in global equity mutual funds across North America. That's a massive pool
of mostly active capital tilted toward a region that has already had a historic run. And while the past decade rewarded
U.S.-heavy allocations, the next one may not. Valuations are elevated. Market leadership is narrow. And global
monetary and economic conditions are diverging in ways we haven’t seen in a very long time.

What If You Let the U.S. Run?
Implied US Weight from Passive Market Growth
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Final thoughts

Today, we are larger fans of international markets compared to U.S. equities. Valuations help a little but it is more from
a risk/reward perspective. The U.S. equity market is awesome and it could outperform in the years to come. Still, after
this relative run (plus the fact that it is possibly over-owned by investors), it would take even more exceptionalism to
continue the dominance. Japan and Europe are like fixer uppers. Even minor improvements go a long way after
underperforming for so long. And they are starting to make improvements while one could argue the U.S. is doing

the opposite.
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.

The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.

*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments Inc.
Disclaimers

Richardson Wealth Limited

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the
tax consequences to them.

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.

Purpose Investments Inc.

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds
are not guaranteed, their values change frequently and past performance may not be repeated.

Forward Looking Statements

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially
from what is expressed, implied or projected in such forward-looking statements. Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation
or solicitation to buy, hold or sell any security.

Richardson Wealth Limited, Member Canadian Investor Protection Fund.
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.
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