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Executive Summary 

 

• 2012-2013 should provide investors with good opportunities to buy cheap non-U.S. stocks. 

 

• Diversification is important. It is not the time to sell international/emerging markets stocks.  

 

•The MSCI EAFE index (index representing international stocks) P/E* ratio decreased 50% 

from 2000 to 2012 (after doubling from 1991 to 1999). 

 

• Less than 20% of  the World GDP (Gross Domestic Product) is in the U.S.  

 

• In the next 10 years, international/emerging markets stocks should continue to outperform.  

 

 

* P/E = Price /Earnings ratio, which is a measure of  the price paid for a share relative to the 

annual Earnings per Share (EPS). 
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Introduction 

The European crisis created lots of  volatility, uncertainty, fear... but also opportunities. 

Furthermore, the Merkozy alliance is over and Europe may focus more on growth. 

 

Great companies were founded during or shortly after a recession or a market decline 

(Texas Instruments in 1930, Samsung in 1938, McDonald’s in 1948, Walmart in 1962, 

Microsoft in 1975…). 

 

Government Debt to GDP is much lower in emerging/developing economies, and the 

age distribution is better. 

 

While the Net Present Value of  health care and pension costs grew to more than 200% 

of  GDP for the U.S. (Vs. around 50% for France or Germany), U.S. Stocks have more 

than doubled since March 2009. In the meantime, middle-class spending continues to 

grow and is expected to increase six-fold in the Asia-Pacific Region by 2030. 

 

Adding international stocks to a U.S. stock portfolio will decrease the portfolio volatility. 
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U.S. GDP is Only 19%  

of  the Global GDP 

4 © 2012 Bourbon Financial Management, LLC ~ Excellence-Experience-Ethics ~ All Rights Reserved ~ info@bourbonfm.com ~ (+1) 312 909 6539  

Source: MSCI, S&P, IMF, 

FactSet, J.P. Morgan as of 

06/30/2012 

MSCI All Country is an index representing all the stocks in the world  



Economic History of  Major Powers: 

China is Returning to Historical Norms? 
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International and Emerging Markets 

Stocks Have a Growing Share 

Source: FactSet 
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MSCI EAFE P/E Ratio is Low  

Implying Low Valuation 

Source: Strategas 
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MSCI EAFE index is designed to 

measure the equity market 

performance of developed markets 

(Europe, Australia, and Far East) 

outside of the U.S. & Canada 



U.S. P/E Ratio is High  

Relative to Foreign P/E Ratio 
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U.S. stocks seem to be expensive compared to International stocks  



MSCI Europe P/E Ratio 

Is Low Compared to its History 

9 © 2012 Bourbon Financial Management, LLC ~ Excellence-Experience-Ethics ~ All Rights Reserved ~ info@bourbonfm.com ~ (+1) 312 909 6539  

European stocks seem to be inexpensive compared to history and their Earnings 



Great Investor Jeremy Grantham (GMO)  

Also Believes in International Stocks 
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Grantham believes that International and Emerging stocks will increase by 5% to 6% per year adjusted by inflation. 

 

Jeremy Grantham is a British investor and Co-founder and Chief  Investment Strategist of  Grantham Mayo Van 

Otterloo (GMO). Grantham is regarded as a highly knowledgeable investor in various stock, bond, and commodity 

markets, and is particularly noted for his prediction of  various bubbles. 

 



Historical Stock Markets Returns: 

Diversification is Important 

Source: Ibbotson, MSCI, Fama-French 
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S&P 500 Vs. MSCI EAFE: 

Sometimes U.S. Leads, Sometimes U.S. Lags 

 

Source: Thomson Reuters 
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When the line is going up, U.S. stocks outperformed International stocks 



Non-U.S. Stocks Have Similar  

Volatility as U.S. Stocks 

Source: Vanguard, Thomson Reuters, 

MSCI, J.P. Morgan as of 12/2011 
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% GDP Growth:  Emerging Markets  

Grows Faster than Developed Markets 

Source: Stone Harbor 
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The Emerging Markets Share of  the  

World is Increasing 
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The Share of  the Global Middle Class 

 Consumption is Increasing 

Source: OECD 
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Emerging Markets Outperformed 

Since 1988 

Source: Credit Suisse 
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The Emerging Markets Population is  

Larger and Younger  
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Middle/Old Population Ratio May Put Some  

Downward Pressure on the P/E Ratio 

Source: Credit Suisse 
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The number of  old people will increase in the next 10 years and may put pressure on U.S. stocks 



The G4 are in Worse Shape than Others 
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 Where are the Millionaires? 

Source: BCG 
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U.S. Government Net Debt Situation  

(as a % of  GDP) is Worrisome 

Source: Thomson Datastream, 

Capital Economics (CE) 
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U.S. Dollar Has Been Decreasing  

Since 1985 

Source: Federal Reserve 

as of 10/31/11 
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International Bonds Have Good  

Diversification Benefits 
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International Bonds Have Good  

Diversification Benefits 
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About Bourbon Financial  

Management, LLC  

Bourbon Financial Management was formed to provide you with effective and comprehensive solutions for managing your 

global wealth. Our disciplined and rigorous approach comes from our collective knowledge in serving large institutional clients 

over many years.  

  

Our core investment belief  is that asset allocation (equities, fixed income, cash, real estate…) is the single most important 

determinant of  success in any investment plan. The dominant amount of  risk and return comes not from your choice of 

individual investments but from your asset class mix.  Bourbon Financial Management focuses our resources on risk 

management, asset allocation, and securities selection. 

  

PLEASE SHARE OUR NEWSLETTER: Our newsletter readership is not limited to our clients. Please tell those you feel may 

be interested that they can subscribe to their own free copy of  the newsletter at info@bourbonfm.com. Thank you.  

  

BOURBON FINANCIAL MANAGEMENT, LLC 

  

Excellence. Experience. Ethics 

 616 W. Fulton St., Suite 411, Chicago, IL 60661, USA 

 (+1) 312-909-6539 ~ www.bourbonfm.com 

  

  

Member of  the Financial of  Planning Association and Academic Affiliate of  the National 

Association Personal Financial Advisors.   
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Disclosures 

 
•      This material was prepared by BFM, Copyright by Bourbon Financial Management, LLC. All rights reserved. BFM is a trademark of 

Bourbon Financial Management, LLC. No part of this publication may be copied or distributed, transmitted, transcribed, stored in a 

retrieval system, transferred in any form or any means-electronic, mechanical, magnetic, manual, or otherwise-or disclose to third parties 

without the express written permission of Bourbon Financial Management, LLC, 616 W. Fulton #411, Chicago IL 60661. The information 

contained in this presentation is not written or intended as tax or legal advice, and it may not be relied on for the purpose of avoiding any 

federal tax penalties. You are encouraged to seek advice from your own tax or legal counsel. The content is derived from sources believed 

to be accurate. Neither the information presented nor any opinion expressed constitutes a solicitation for the purchase or sale of any 

security. BFM assumes no responsibility for statements made in this publication including, but not limited to, typographical errors or 

omissions, or statements regarding legal, tax, securities, and financial matters. Qualified legal, tax, securities, and financial advisors should 

always be consulted before acting on any information concerning these fields. 

  

•         All figures represent past performance and are not a guarantee of future results. Investment return and principal value of an investment will 

fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their original cost. The views expressed in this 

presentation are not intended to be a forecast of future events, a guarantee of future results or investment advice. The information 

contained herein has been prepared from sources believed to be reliable, but it is not guaranteed by Bourbon Financial Management, LLC 

as to its accuracy or completeness. Forecasts and predictions are inherently limited and should not be construed as a solicitation or 

recommendation or be used as the sole basis for any investment decision. All investments are subject to risk including the loss of principal. 

 

• The information provided here is for general informational purposes only and should not be considered an individualized recommendation 

or personalized investment advice. The investment strategies mentioned here may not be suitable for everyone. Each investor needs to 

review an investment strategy for his or her own particular situation before making any investment decision. We believe the information 

obtained from third-party sources to be reliable, but neither Bourbon Financial Management, LLC nor its affiliates guarantee its accuracy, 

timeliness, or completeness. The views, opinions and estimates herein are as of the date of the material and are subject to change without 

notice at any time in reaction to shifting market conditions. Past performance is no guarantee of future results and the opinions presented 

cannot be viewed as an indicator of future performance. Examples provided are for illustrative purposes only and not intended to be 

reflective of results you should expect to attain. 
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