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We are now ten years past the financial crisis of 2008 and five years
past the worst of the Eurozone debt crisis. The world economy has
substantially recovered over the past several years with forecasted
growth close to 3.0% for 2018. Developed markets outside the U.S.,
including Europe and Japan, are forecasted to grow close to 2.0%,
and emerging markets are forecasted to grow close to 4.5%. These
numbers are indeed higher than what was forecasted six months ago.
Of the 46 markets in the MSCI All-Country World Index, which
includes both developed and emerging markets, 39 markets have
had upgrades to their 2018 GDP forecasts over the last six months.
With the pickup in growth, commodity prices have stabilized from
their decline between 2013 and 2015. In addition, earnings growth
for 2018 is forecasted to be 10% in developed markets and 13% in
emerging markets.
Alongside the positive signs of global healing, there are policy and
political uncertainties. Monetary policy in the U.S., Europe, and
Japan that has supported this recovery is gradually changing. The
US Fed has raised rates five times since the end of 2015, and the
ECB has hinted that it is preparing to cut its crisis-era stimulus
program. The Bank of Japan has sent a similar message as the ECB.
Currently there is little sign of inflation, but given the growth of the
world economy, inflation pressures may emerge globally. In the
U.S., growth expectations have been promoted by policies such as
corporate tax cuts and deregulation, although it is possible that these
stimuli may be counterbalanced by growth-inhibiting trade and
immigration policies. In addition, in the political sphere, there is no
clear course that has emerged yet for an agreement on the terms of
Britain’s exit from the European Union.

Given this backdrop of a healing global economy and solid earnings growth, coupled with policy and
political uncertainty, what can be said about the equity markets outside of the U.S.?
As of the beginning of 2018, the markets outside the U.S. are generally less expensive than the U.S. The
trailing price-to-earning ratio of the MSCI U.S. Index was 24x, while the aggregated price-to-earnings
ratio for non-U.S. developed markets was 19x, and the price-to-earnings ratio for the MSCI Emerging
Markets Index was 15x. Emerging markets, in particular, offer several positives, including discounted
valuations, stabilized growth expectations, and narrowing sovereign risk spreads. Moreover, for emerging
market commodity exporters, terms-of-trade trends have been positive because export prices have been
increasing relative to import prices. However since the MSCI Emerging Markets Index rose 37% in 2017
and 12% in 2016, it is becoming harder to find inexpensive emerging markets.
1

DCM Advisors
Global and International Equity Outlook Q1 2018

January 2018

Within emerging markets, we favor some of the smaller markets that are less expensive than developed
markets and are less correlated and less volatile than the rest of the world markets. These include Malaysia
and Thailand in Asia. We also favor some inexpensive markets such as Turkey, which is an unloved
market because of its political risks. We continue our overweight view for Latin America.
Although we recommend some exposure to Continental Europe, which comprises 20% of the world’s
stock market capitalization and where growth is picking up, we are a little more cautious than consensus
views. Since we look to the relative rankings of markets to set our overweights and underweights, we
would underweight some of the European markets that have become more expensive, including Germany,
the Netherlands, Belgium, and Ireland. Also these markets have high beta risk, in that they tend to be
highly correlated with world returns and are relatively volatile.
Within Asia, Japan is a market that we overweighted for all of 2017, and continue to overweight. It has
reasonable valuations with a trailing price-to-earnings of 16x and a forecasted 2018 price-to-earnings of
14x. It still has an undervalued currency in real terms (which makes exports competitive) and good price
momentum. Also in Asia, Australia is another market in which we are overweight, largely due to
inexpensive valuations, a positive terms-of-trade trend, and a competitively valued real exchange rate.
In summary, the markets outside the U.S. are generally less expensive than the U.S., offering rising GDP
and earnings growth, declining sovereign risk spreads, competitive currencies, and strong price
momentum. We expect this to continue for Q1 2018.
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Disclosure: The commentary, analysis, references to, and performance information contained herein, except where explicitly noted, reflects
that of DCM Advisors, LLC (DCM), a registered investment adviser.
Opinions expressed are as of the current date and subject to change without notice. DCM shall not be responsible for any trading decisions,
damages, or other losses resulting from, or related to, the information, data, analyses or opinions contained herein or their use, which do not
constitute investment advice, are provided as of the date written, are provided solely for informational purposes and therefore are not an offer
to buy or sell a security. This commentary is for informational purposes only and has not been tailored to suit any individual. References to
specific securities or investment options should not be considered an offer to purchase or sell that specific investment.
DCM does not guarantee the results of its advice or recommendations, or that the objectives of a strategy will be achieved. Analysis shown
herein should in no way be considered indicative of, or a guarantee of actual or future performance of, or viewed as a substitute for any
portfolio invested. Performance data shown represents past performance which does not guarantee future results. Investments in securities
are subject to investment risk, including possible loss of principal. Prices of securities may fluctuate from time to time and may even become
valueless. Before making any investment decision, investors should read and consider all the relevant investment product information.
Investors should seriously consider if the investment is suitable for them by referencing their own financial position, investment objectives,
and risk profile before making any investment decision. There can be no assurance that any financial strategy will be successful.
All data presented is based on the most recent information available to DCM as of the date indicated and may not be an accurate reflection
of current data. There is no assurance that the data will remain the same.
This commentary contains certain forward-looking statements. Forward-looking statements involve known and unknown risks, uncertainties
and other factors which may cause the actual results to differ materially and/or substantially from any future results, performance or
achievements expressed or implied by those projected in the forward-looking statements for any reason.
No graph, chart, or formula in this presentation can be used in and of itself to determine which securities to buy or sell, when to buy or sell
securities, whether to invest using this investment strategy, or whether to engage DCM’s investment advisory services.
Disclaimers: DCM is an SEC registered investment advisor under the Investment Advisers Act of 1940 (Advisers Act). Under the Advisers
Act, Rule 204-3 requires DCM to provide clients with specific information about the advisory firm. DCM offers ADV, Part 2 to serve this
important purpose. Investors can acquire information (ADV, Part 2) on the registration status of our investment advisory firm by calling
DCM directly at (917) 386-6260 or on the SEC’s website at www.adviserinfo.sec.gov.
DCM is a wholly owned subsidiary of Dinosaur Group Holdings, LLC. Lisanti, a certified woman-owned and managed SEC registered
investment advisor, is an affiliate of DCM. Neither the information provided nor any opinion expressed constitutes a solicitation for the
purchase or sale of any security. The investments and investment strategies identified herein may not be suitable for all investors. The
appropriateness of a particular investment will depend upon an investor’s individual circumstances and objectives.
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