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International markets outlook for 2023

There's no doubt investors have been frustrated in recent years with the persistent lagging
returns of international equities. A strong U.S. dollar, the war in Ukraine, weak economies in
Europe and Japan, and various troubles in emerging markets have created a cloudy near-term
outlook at best.

That said, avoiding international markets would mean ignoring some of the most successful

companies in the world, simply because they lie beyond the U.S. border.

Even if you think economies outside the U.S. are headed for more trouble, there are still
important reasons to consider investing in international and emerging markets companies.

Here are the top five:

1. International investing is about companies, not economies.

There's a big difference between top-down macroeconomic conditions and fundamental,
bottom-up prospects for individual companies. More than ever, company-specific events are
driving returns, placing added importance on deep investment research and individual stock

picking.
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For many multinational companies headquartered in economically struggling areas, local
conditions may have little or no impact on revenues, except when it comes to regulation and
taxation, explains Gerald Du Manoir, a portfolio manager with American Funds International
Vantage Fund M,

“In Europe, for example, interest in Airbus has a lot to do with demand for airplanes in the U.S.
and China,” Du Manoir says. “Interest in LVMH has a lot to do with U.S. consumer demand for

luxury goods.

“In emerging markets,” he adds, “interest in Taiwan Semiconductor Manufacturing Company

(TSMC) has a lot to do with global demand for computer chips. Granted, the outlook for some

economies doesn't look too compelling, but | feel confident that we can still find promising

companies in Europe, Japan and emerging markets.”

Company-specific factors have had a large and growing impact on returns
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Source: Empirical Research Partners. As of 9/30/22. Analysis provided by Empirical
Research Partners using their developed market and emerging market stock universes
that approximate the MSCI World Index and MSCI Emerging Markets Index,
respectively. Data shows the percentage of market returns that can be attributed to
various factors over time, using a two-year smoothed average. Past results are not

predictive of results in future periods.

For example: France-based Airbus is on track to deliver 700 commercial aircraft this year, about
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200 more than U.S. rival Boeing. In October, France’'s LVMH reported a 27% increase in third-
quarter revenue, largely driven by U.S. tourists buying luxury handbags and jewelry at a
discount as the euro fell against the dollar. Taiwan-based TSMC, the world’s largest chip maker,
recently announced a multibillion-dollar expansion of its manufacturing capabilities in Arizona,

capitalizing on U.S. government grants aimed at bringing the chip industry back to America.

“These are global companies generating revenue all over the world,” Du Manoir says.
2. The strong U.S. dollar won't last forever.

One of the headwinds to investing overseas has been the strong U.S. dollar, which dampens

returns based in other currencies when they are converted into dollars. The greenback has
soared in recent years due to the relative strength of the U.S. economy, generally higher
interest rates in the U.S. and the dollar’s perceived safe-haven status. Dollar strength has

accelerated this year as the Federal Reserve has aggressively raised rates in a bid to tame

inflation.

These conditions won't last forever, says Capital Group currencies analyst Jens Sendergaard,
who estimates the dollar is overvalued by about 20% compared to a basket of other foreign

currencies. While there is no indication yet that the dollar has peaked, all eyes are on the Fed.

“Once the Fed stops raising rates, and perhaps starts cutting again, the stage could be set for a
reversal of the dollar dominance we've seen over the past decade,” Sendergaard says. “As the
global economy picks up steam, procyclical currencies should benefit, and that may also

provide a more supportive environment for international equities.”

In the meantime, keep in mind that a strong dollar isn't always bad for non-U.S. companies.
Many European companies earn a substantial portion of their total revenue in dollars. In the
health care sector, for example, French drugmaker Sanofi reported that currency effects

boosted its sales by nearly 1 billion euros in the first half of 2022.
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Many non-U.S. companies generate substantial USD-based revenue

USD revenue exposure (%) across M5CI Europe sectors
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Sources: Capital Group, FactSet, Refinitiv Datastream. Revenue exposure above reflects
the weighted average of the percentage of revenue generated in the United States
across each index's respective constituents. Constituent lists are current as of August
23,2022; company-level revenue exposure is estimated by FactSet and is current as of
January 2022.

3. Dividend opportunities are greater outside the U.S.

Over the past decade, investors spent little time thinking about dividends. Compared to the
darlings of the internet, dividend-paying companies appeared downright boring. Well, in

today’s more volatile markets, boring is beautiful, says Caroline Randall, a portfolio manager

with Capital Income Builder®.

Nowhere is that sentiment more rooted than in markets outside the U.S., where dividends have
historically made up a bigger part of the investment landscape. As of October 31, 2022, about
600 companies headquartered in international and emerging markets offered hefty dividend
yields between 3% and 6%, compared to only 121 in the United States.

“With growth slowing, the cost of capital rising and valuations for less profitable tech
companies declining, | expect dividends to be a more significant and stable contributor to total
returns,” Randall adds. “They may also offer a measure of downside protection when volatility

rises.”
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Dividend payers multiply in international and emerging markets

Number of companies with dividend yields between 3%-6% by region

@ Emerging markets
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Sources: Capital Group, MSCI, RIMES. As of 10/31/22. Company examples represent

the three largest companies in each region with yields between 3% and 6%.

Non-U.S. companies that have paid steady and above-market dividends can be found across
sectors, including financials, consumer staples, health care and materials. Examples include
Zurich Insurance, British American Tobacco, drug maker Novartis and mining company Rio
Tinto.

4. The new economy depends on old industries.

As digitally focused, e-commerce and social media companies struggle in the market
downturn, investors are refocusing on old economy companies that are necessary to meet the
aspirations of the new economy. Many companies in the materials, financials and industrials
sectors are based outside the U.S., while technology and health care sectors are more prevalent
inside the U.S.

This has been a key driver of the divergence between U.S. and non-U.S. stock returns over the
past decade, fueling the dominance of U.S. tech-related companies. While there may yet be

more growth to come in that area, it is certainly more mature than a decade ago.
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Old economy companies play a larger role in markets outside the U.S.

Regional sector exposure within the MSCI All Country World Index (%)
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Investors looking to diversify from the areas that led the last bull market may want to consider
going outside the U.S., where valuations tend to be lower and solid research can uncover
overlooked or long-neglected gems, says Lisa Thompson, a portfolio manager with New World

Fund®.

“l am generally staying away from the cool kids of the last decade and looking for opportunities
among the unpopular kids,” she says, noting that Europe, Japan and Latin America are good

places to search for them.

“Many U.S. companies benefited greatly from globalization and a low cost of capital,”

Thompson explains. “So if those trends are now reversing — and | believe they are — then | think

that bodes well for companies in other markets that haven't benefited as much, or at all, from

the prevailing trends of the past decade.”

5. Not all the best stocks are in the U.S., by a long shot.

Over the past 10 years, at a time when U.S. tech stocks were getting all the attention for their
high returns, there was one fact many investors overlooked: The top 50 companies with the

best annual returns each year were overwhelmingly based outside the United States.

Don't believe it? Check out the chart.
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77% of the top-returning stocks since 2013 were based outside the U.S.

Number of the top 50 stocks each year by company location

B Emerging 50
markets (ex China)
B China
40
B Developed
international
B United States 30
20
10
0 |
Index return 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022YTD
U.S. (%) 324 13.7 1.4 12.0 21.8 -4.4 31.5 18.4 28.7 =17.7

Non-U.S. (%) 15.3 -39 -5.7 4.5 27.2 -14.2 21.5 10.7 7.8 -24.3

Sources: MSCI, RIMES. 2022 data is year to date as of 10/31/22. Returns in U.S. dollars.
Top 50 stocks are the companies with the highest total return in the MSCI ACWI each
year. Returns table uses S&P 500 and MSCI ACWI ex USA indexes for U.S. and non-U.S,,
respectively.

While it's true that international equities generally have lagged U.S. markets over that same
time period, the index-based returns that most investors follow don't tell the whole story. On a
company-by-company basis, the picture is significantly different. If you had decided to ignore
European, Asian and other non-U.S. stocks, you would have missed many of the best

opportunities.

Looking at the data in this context provides an important reminder of the benefits of

maintaining a balanced, well-diversified portfolio and following a flexible investment approach.

It remains to be seen how the current decade will shape up, but it's possible that one long-term
trend will continue: On a company-by-company basis, the best annual returns each year have
primarily been generated by stocks found outside the U.S. — supporting the view that the world

is a stock picker's market that often favors borderless investing.

Gerald Du Manoir is an equity portfolio manager with 32 years of industry experience (as of
12/31/21). He holds a degree in international finance from the Institut Superieur de Gaston in
Paris, graduating with honors.
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Jens Sendergaard is a currency analyst with 16 years of industry experience (as of 12/31/21).
He holds a PhD in economics and a master’s degree in foreign service from Georgetown

University.

Lisa Thompson is an equity portfolio manager with 33 years of investment experience (as of
12/31/2021). She holds a bachelor’s degree in mathematics from the University of Pennsylvania
and is a CFA charterholder.

Investing outside the United States involves risks, such as currency fluctuations, periods of
illiquidity and price volatility, as more fully described in the prospectus. These risks may be
heightened in connection with investments in developing countries. Small-company stocks

entail additional risks, and they can fluctuate in price more than larger company stocks.

MSCI ACWI is a free float-adjusted market capitalization-weighted index that is designed to
measure equity market results in the global developed and emerging markets, consisting of

more than 40 developed and emerging market country indexes.

MSCI ACWI ex USA Index is a free float-adjusted market capitalization-weighted index that is
designed to measure equity market results in the global developed and emerging markets,
excluding the United States. The index consists of more than 40 developed and emerging

market country indexes.

MSCI World Index is a free float-adjusted market capitalization-weighted index designed to
measure equity market results of developed markets. The index consists of more than 20

developed market country indexes, including the United States.

MSCI Emerging Markets Index captures large- and mid-cap representation across 27 emerging

markets (EM) countries.

MSCI Europe Index is designed to measure developed equity market results across 15

developed countries in Europe.

The S&P 500 Index is a market capitalization-weighted index based on the results of

approximately 500 widely held common stocks.

MSCI has not approved, reviewed or produced this report, makes no express or implied
warranties or representations and is not liable whatsoever for any data in the report. You may

not redistribute the MSCI data or use it as a basis for other indices or investment products.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been
licensed for use by Capital Group. Copyright © 2022 S&P Dow Jones Indices LLC, a division of

S&P Global, and/or its affiliates. All rights reserved. Redistribution or reproduction in whole or
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in part are prohibited without written permission of S&P Dow Jones Indices LLC.
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Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or
any other entity, so they may lose value.

For financial professionals only. Not for use with the public.

Investors should carefully consider investment objectives, risks, charges and expenses.
This and other important information is contained in the fund prospectuses and summary

prospectuses, which can be obtained from a financial professional and should be read
carefully before investing.

Bond ratings, which typically range from AAA/Aaa (highest) to D (lowest), are assigned by credit
rating agencies such as Standard & Poor's, Moody's and/or Fitch, as an indication of an issuer's

creditworthiness.

There may have been periods when the results lagged the index(es). The indexes are

unmanaged and, therefore, have no expenses. Investors cannot invest directly in an index.

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of
Bloomberg Finance L.P. and its affiliates (collectively "Bloomberg"). Bloomberg or Bloomberg's
licensors own all proprietary rights in the Bloomberg Indices. Neither Bloomberg nor
Bloomberg's licensors approves or endorses this material, or guarantees the accuracy or
completeness of any information herein, or makes any warranty, express or implied, as to the
results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have

any liability or responsibility for injury or damages arising in connection therewith.

MSCI has not approved, reviewed or produced this report, makes no express or implied
warranties or representations and is not liable whatsoever for any data in the report. You may

not redistribute the MSCI data or use it as a basis for other indices or investment products.

This report, and any product, index or fund referred to herein, is not sponsored, endorsed or
promoted in any way by J.P. Morgan or any of its affiliates who provide no warranties
whatsoever, express or implied, and shall have no liability to any prospective investor, in
connection with this report. J.P. Morgan disclaimer:

https://www.jpmm.com/research/disclosures

Statements attributed to an individual represent the opinions of that individual as of the date

published and do not necessarily reflect the opinions of Capital Group or its affiliates. This
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information is intended to highlight issues and should not be considered advice, an

endorsement or a recommendation.

All Capital Group trademarks mentioned are owned by The Capital Group Companies, Inc., an
affiliated company or fund. All other company and product names mentioned are the property

of their respective companies.
Use of this website is intended for U.S. residents only.
American Funds Distributors, Inc., member FINRA.

This content, developed by Capital Group, home of American Funds, should not be used as a
primary basis for investment decisions and is not intended to serve as impartial investment or

fiduciary advice.

©2022 Morningstar, Inc. All Rights Reserved. Except for Lipper rating information, the
information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2)
may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely.
Neither Morningstar, its content providers nor Capital Group are responsible for any damages
or losses arising from any use of this information. Past performance is no guarantee of future
results. Information is calculated by Morningstar. Due to differing calculation methods, the

figures shown here may differ from those calculated by Capital Group.

Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or
any other entity, so they may lose value.

Investors should carefully consider investment objectives, risks, charges and expenses.
This and other important information is contained in the fund prospectuses and summary

prospectuses, which can be obtained from a financial professional and should be read

carefully before investing.

All Capital Group trademarks mentioned are owned by The Capital Group Companies, Inc., an
affiliated company or fund. All other company and product names mentioned are the property

of their respective companies.
Use of this website is intended for U.S. residents only.
American Funds Distributors, Inc., member FINRA.

This content, developed by Capital Group, home of American Funds, should not be used as a
primary basis for investment decisions and is not intended to serve as impartial investment or

fiduciary advice.
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