
Background

The benefits of a diversified portfolio are well documented

and for the most part largely adopted by investors as a

portfolio management and risk mitigation tool. Unfortunately,

the trick with diversifications is – you never own enough of

your highest returning assets. Over the past decade, this has

been US large caps which have benefited from sector and

stock concentration.

US large caps (S&P 500) outperformed non-US equities (MSCI

ACWI ex US) by more than a 2:1 margin over the past ten

years. A driving tailwind behind the outperformance was the

increasingly concentrated sector position of information

technology (the best performing sector) which ended the

decade at 29% weight. Conversely, the non-US equity

benchmark is more diversified across sectors with no sector

representing more than 20% of the index.

Narrow Leadership

The S&P 500 and MSCI ACWI ex US are market cap weighted

indices. As a result, stocks/sectors that are in favor represent a

larger and larger weight of the index (momentum). As stocks

gather momentum they become an increasing portion of the

index. Over the past decade it was not just information

technology but a handful (top-10) of stocks that represented

almost half of the return of the S&P 500. Said another way, did

you want to own the S&P 500 or just the top 10?

Top 10 Holdings’ Contribution to Return (Past 10-Years)

Relative Valuations
Given the relatively narrow run up in the S&P 500 over the past

decade, non-US equities are now trading near a 3x standard

deviation valuation discount to US stocks on a forward-looking

basis.

Potential Catalysts for Non-US

Investors and allocators alike are faced with the question –

what needs to happen for non-US equities to outperform US

equities? Here are a couple of potential catalysts we are

monitoring – multiple compression in US markets, rise in US

rates, change in tech leadership, and improved cyclical

growth globally. If any of these factors play out it should

disproportionally benefit non-US equities as they are

undervalued (relative to US), less sensitive to interest rate

changes, have less exposure to tech, and benefit from

improved cyclical growth.

Outlook

Given the steep discount to current valuation levels, non-US

equities have higher 10-year expected returns going forward

from a capital markets perspective.

ACG’s Position

Diversification is an easy concept to adopt but a hard

concept to maintain, particularly when you have extreme

periods of concentrated market leadership. We firmly believe

that globally diversified portfolios help clients achieve their

long-term goals. In our view, it is not time to abandon non-US

equities, instead we believe that non-US equities play a key

role in enhancing diversification and look attractive relative to

US markets.

▪ US large caps have outperformed non-US equities over the past decade, fueled by sector concentration and a small subset of stocks.

▪ For long-term investors, attractive relative valuations (vs. US) along with potential catalysts favor non-US equities over US equities.

▪ Diversification can appear dilutive during periods of discrete market leadership – often a long-term view is rewarded.
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10 Year

(Ending 12/31/2021)

Index

Return

Largest 

Sector Weight

Sector

Return

S&P 500 17% Tech (29%) 24%

MSCI ACWI ex US (Net) 7% Financials (19%) 17%
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions

of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG

believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does

not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information

contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”,

“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or

performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you

should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a

range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment

risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized

financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates

may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in

deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to

which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual

investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any

estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in

existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,

inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will

experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future

producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes

only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such

matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,

annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2022 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies,

techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted

by any means without the express written consent of Asset Consulting Group.
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