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Why Global?

#1 “Performance is Poor”

#2 “North American Companies are Better Values”

#3 “Global is Too Risky”

#4 “Diversification is Fading”

#5  “Opportunities?”
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#1 “Performance”
Non-North American performance has lagged
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#1 “Performance”
Non-U.S. performance hurt by  Japan….
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#1 “Performance”

EAFE & S&P Index Levels
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#1 “Performance”
Active Managers Had done better outside the U.S.

2005
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10th Percentile 10.64 21.13 44.70 (11.04) (1.71) 4.23 53.97 28.22 21.08 22.04
25th Percentile 7.81 18.23 38.57 (16.20) (8.24) 0.75 37.53 24.09 19.24 19.25

Median 6.35 15.16 33.01 (18.82) (14.83) (8.38) 29.46 17.27 13.84 16.31
75th Percentile 5.83 11.23 29.31 (20.93) (19.11) (15.37) 18.59 11.09 9.33 13.11
90th Percentile 5.20 9.06 26.19 (26.90) (25.74) (17.59) 9.22 (0.39) 5.13 10.68
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#1 “Performance”
Global beats MSCI World

MSCI World %tile Rank in Callan Global Style
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#1 “Performance”
Non-U.S. beats EAFE

EAFE %tile Rank in Callan Non-U.S. Style
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#1 “Performance”
International Small Cap beats Citi-EMI

Citi"EMI %tile Rank in Callan Intl Small Style
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#1 “Performance”
Active Emerging Markets beats MSCI EM

EM Percentile Rank in Callan Emg Mkt Style
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#1 “Performance”
Active Managers Had done better outside the U.S.

R1000G % tile Rank in Callan Lg Growth Style
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R1000V % tile Rank in Callan Lg Value Style
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R2000G % tile Rank in Callan Sm Growth Style
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R2000 %tile Rank in Callan Small Cap Style

0

10

20

30

40

50

60

70

80

90

100

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Source: Callan Associates, 12/05

12

#1 “Performance”
Active Managers Had done better outside the U.S.

Active Manager Results 
(Callan Universe Median Manager)
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#2  “N. American Companies are Better Values”
Not on Price/Book….

Price/Book
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#2  “N. American Companies are Better Values”
Not on PE….

Trailing 12-Month PE Ratios
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#2  “N. American Companies are Better Values”
Not on ROE…

ROE by Region
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#3 “Global is Too Risky”
Not really….

Standard Deviation of Returns (36 mo annualized) 
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#3 “International is Too Risky”
Not really…

Standard Deviation (3 yr)
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#4 “Diversification Benefits are Fading”
Until recently…

Three Year Rolling Correlation vs. Canada
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#4 “Diversification Benefits are Fading”
Still low for Emerging Markets…

Correlation w ACWI (3 yr)
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#4 “Diversification Benefits are Fading”
Countries matter less…Sectors more

#4 “Diversification Benefits are Fading”
Countries matter less…Sectors more

Correlation of Country Sectors 
to Countries and to Global Sectors
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#4 “Diversification Benefits are Fading”
Countries & Sectors are equal

#4 “Diversification Benefits are Fading”
Countries & Sectors are equal

Correlation of Country Sectors 
to Countries and to Global Sectors
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#4 “Diversification Benefits are Fading”
Countries matter less…?

#4 “Diversification Benefits are Fading”
Countries matter less…?

Sector Correlation with Country
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#4 “Diversification Benefits are Fading”
Countries matter less…Not really

#4 “Diversification Benefits are Fading”
Countries matter less…Not really

Sector Correlation with Country
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#4 “Diversification Benefits are Fading”
But Global Industries matter more?

Sector Correlation with Global Sector
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#4 “Diversification Benefits are Fading”
But Global Industries matter more…Yes

Sector Correlation with Global Sector
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#4 “Diversification Benefits are Fading”
Utility: Sector matters more… but not in Canada

Utility Sector Correlation with Global ACWI
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#4 “Diversification Benefits are Fading”
Utility: Countries matter more…but not in Japan 

Sector Correlation of Utilities with Country
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#4 “Diversification Benefits are Fading”
Energy: Sector matters more… Yes

Energy Sector versus ACWI Sector
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#4 “Diversification Benefits are Fading”
Cons Disc: Sector matters more… Yes

Cons Discretionary Sector versus ACWI Sector
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#4 “Diversification Benefits are Fading”
Financial: Sector matters more… but not in Japan

Financial Sector vs Global ACWI
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#4 “Diversification Benefits are Fading”
IT: Countries matter more…but not in Canada

Sector matters more… but not in Japan

IT Sector versus Country
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IT Sector vs Global ACWI
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#4 “Diversification Benefits are Fading”
Energy and IT are especially Global

Country & Global Sector Effects 1997 to 2005
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#4 “Diversification Benefits are Fading”
Energy and IT are very Global
Ratio of Global / Country Correlation
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#4 “Diversification Benefits are Fading”
Country matters less?

Country Sector Correlation with Country
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#4 “Diversification Benefits are Fading”
Country matters less… not really
Country Sector Correlation with Country
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#4 “Diversification Benefits are Fading”
UK is global…. Japan is local…?

Country Sector Correlation with Global Sector
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#4 “Diversification Benefits are Fading”
UK is global…. Japan is local - Yes

Country Sector Correlation with Global Sector
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#4 “Diversification Benefits are Fading”
but Canada’s sectors are more unique
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United Kingdom Sectors vs United Kingdom
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#4 “Diversification Benefits are Fading”
Industries in the US & UK are most Global

Country & Global Sector Effects 1997 & 2005
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#4 “Diversification Benefits are Fading”
Industries in the US & UK are most Global
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#5 “Opportunities?”

Hourly Labor Costs:

Mexico = 1/6 U.S.

China = 1/6 Mexico

Hourly Labor Costs

23.13
22.86

21.98
20.32

19.59
19.4
19.29

18.35
16.14
15.88

13.76
13.28
13.15
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8.09
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1.32
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0.83
0.55
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Hong Kong
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Shanghai

Beijing
Tianjin

Chongqing
Source: Bureau Labor Statistics, 

S. China Morning Post

991214
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Population: Young & Old
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#5 “Opportunities?”
• Demographics are a strong positive
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“Opportunities?”

Source: Genes, Culture, 
Democracy and Happiness, 
Ronald Inglehart & Hans-Deiter
Klingman, 2001

Happiness is 
related to 
Income

44

“Opportunities?”

Democracy & Trust, 
Mark Warren, 1999

Trust
is related to 
income…

and cultural 
history
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China vs India 
Urban Households by Income
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#5 “Opportunities?”
Middle Class Markets are Developing

46

India Passenger Car Sales

Source:  Citigroup India

Introduced Financing
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#5 “Opportunities?”
Autos: Financing Increases Sales
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#5 “Opportunities?”

48

What are our Products?
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#5 “Opportunities?”

Dell Inspiron 600m

C
hi

na

In
di

a

In
do

ne
si

a

Ja
pa

n

K
or

ea

M
al

ay
si

a

P
hi

lip
pi

ne
s

S
in

ga
po

re

Ta
iw

an

Th
ai

la
nd

G
er

m
an

y

Ire
la

nd

Is
ra

el

B
ra

zi
l

C
os

ta
 R

ic
a

M
ex

ic
o

U
S

Battery 1 2 1 1 5
Carry Bag 4 4
CD/DVD drive 3 2 2 1 8
Cooling Fan 2 2
Design 1 1 2
Factory 1 1 1 1 1 2 7
Graphics Card 2 2
Hard Disk Drive 1 2 3
Keyboard 2 2
LCD Display 2 2 2 6
Memory 1 1 1 1 4
Memory Stick 1 1 2
Microprocessor 1 1 1 1 4
Modem 3 3
Power Cord 1 1 1 3
Pwr Adaptor 3 1 4
Wireless Card 1 2 3

21 1 2 3 4 8 2 1 10 3 1 1 1 1 1 1 3 64

Source: The World is Flat, Thomas Friedman, 2005
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#5 “Opportunities?”
The Global Cell-phone Food Chain

Handset 

Motorola

Sony/Eriksson

Nokia

Samsung

Phone 
Assembly

Elcoteq
(Finland)

Compal
(Taiwan)

BENQ
(Taiwan)

Samsung
(Korea)

Flextronix
(Singapore)

Retailers

Best Buy
(US)

Circuit City
(US)

Radio Shack
(US)

Carphone 
Warehouse

(Europe)

Chip Design

Silicon Labs
(US)

RF Micro (US)

ST Micro (US)

Motorola (US)

Qualcomm (US)

Samsung
(Korea)

DIAG SEMI 
(Finland)

ARM (UK)

Texas Inst. (US)

Chip 
Manufacturers

United Micro
Elec. (Taiwan)

TSMC
(US)

IBM
(Taiwan)

Texas Inst.
(US)

Motorola
(US)

Samsung
(Korea)

Operators

Verizon

Cingular
ATT Wireless

Sprint/Nextel

T Mobile

Vodaphone

China 
Mobile

SK 
Telecom

NTT
Dokomo
Japan

Hutchison
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Global – 34

China Motor

DRB-Hicom
Berhard

Perusahaan

Denway

Mahindra

Marutiudyog

Hyundai

Tofas

Toyota

Mazda

Suzuki

Nissan

Mitsubishi

Isuzu

Honda

Fuji Heavy AstraBMWFord

QinglingPorsche

YulonPeugeot

KiaFiat

Tata DaimlerChryslerGM

Oriental Holdgs
Salvador Caetano

BrillianceRenault

Tang ChongVolkswagen

U.S. – 2 EAFE – 16

#5 “Opportunities?”
Autos: The “Best of the Best”
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#5 “Opportunities?”
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#5 “Opportunities?”

54

#5 “Opportunities?”
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#5 “Opportunities?”

56

#5 “Opportunities?” Opportunities By Sector 

938710997Consumer Discretionary

63

12

1

11

24

8

9

18

30

57

Asia

16137Pharmaceuticals

1075126Materials

193653Healthcare

311730Energy

0310Biotechnology

14620Semi’s & Equipment

32036Equipment & Services

15

14

35

Europe

1432Software & Services

5231Hardware & Equipment

8083Information Tech

Emerging 
MarketsU.S.

# of Companies

Source:  Morgan Stanley; FactSet As of 30-Sep-04

Total 425 319  320  429
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#5 “Opportunities?” Organization

Latin America Europe U.S. Australia NZ Japan Asia-Pacific

Global Equity Research/Management
CIO, Integration, Admin

Consumer
Durables

Consumer
Non-Durable

Health Sciences Telecom Technology Industrials Resources and
Basic Materials

Financials

Global Equity Research/Management
CIO, Integration, Admin

Traditional Structure: 6 Regions

Global Structure: 8 Sectors


