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International InvestingInternational Investing Climate ChangeClimate Change

Quiz QuestionQuiz Question

Can you think of a common every day activity Can you think of a common every day activity 
that 94% of the worldthat 94% of the world’’s population has NOT s population has NOT 
experienced and, the percentage grows each experienced and, the percentage grows each 
year?year?

(R(Remindemind me please to revisit this question at end of me please to revisit this question at end of 
sessionsession……))
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““Go Global or Go AgroundGo Global or Go Aground”” …………what went wrong?what went wrong?

TopicTopic:  :  ItIt’’ss time to repatriate International assets.time to repatriate International assets.

ThesisThesis: international risk premia is too high to justify  : international risk premia is too high to justify  
current commitment  levels current commitment  levels -- 26% median exposure.26% median exposure.

Core sentenceCore sentence:  Demise of :  Demise of ““super powersuper power”” stalemate stalemate 
replaced by  regional and religious  clashes.replaced by  regional and religious  clashes.

Embassies, Consulates Embassies, Consulates know moreknow more of of ““systemic IT risksystemic IT risk””
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Not only meteorological climate change in our Not only meteorological climate change in our 
atmosphereatmosphere……

EarthEarth’’s orbit/axis  fluctuates s orbit/axis  fluctuates -- getting getting ““hotterhotter””
everywhere, every wayeverywhere, every way

Trite Astrophysics metaphor perhaps, but Trite Astrophysics metaphor perhaps, but 
considerconsider……
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Historical Total Equity Market ReturnsHistorical Total Equity Market Returns MSCI   Indices  Jul/04MSCI   Indices  Jul/04

$CAD$CAD
Europe      Global         EAFE          Japan      Europe      Global         EAFE          Japan      CANADACANADA USAUSA

5 yr            5 yr            --2.3           2.3           --3.7          3.7          --3.2           3.2           --7.5           7.5           5.75.7 --3.93.9

10 yr            8.8           6.8            3.9            10 yr            8.8           6.8            3.9            --3.4          3.4          10.610.6 11.411.4

15 yr            9.7           7.2            4.5            15 yr            9.7           7.2            4.5            --2.3          2.3          8.5 8.5 12.112.1

20 yr           13.9          11.4         11.1            6.9  20 yr           13.9          11.4         11.1            6.9  9.89.8 13.513.5

25 yr           12.6          11.9         11.1            8.7  25 yr           12.6          11.9         11.1            8.7  9.99.9 13.613.6

30 yr           14.4          13.5         13.3           11.1  30 yr           14.4          13.5         13.3           11.1  11.711.7 12.812.8
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Non Non -- Canadian Allocation  History Canadian Allocation  History –– Median % Commitments Median % Commitments 

1980       1985       1990        1995        2000     Jun1980       1985       1990        1995        2000     Jun--0404

US          7.8          8.4          9.6        11.4        13.US          7.8          8.4          9.6        11.4        13.7      13.97      13.9

IntInt’’l        3.4          4.2          6.3         7.4         9.5  l        3.4          4.2          6.3         7.4         9.5  10.510.5

EMG        0.1          0.3          1.7         2.4         3.1EMG        0.1          0.3          1.7         2.4         3.1 1.81.8
______________________________________________________________________________________________________

TOTAL   11 %       13 %        18 %        21%      26 %     26 TOTAL   11 %       13 %        18 %        21%      26 %     26 %%

API SURVEYAPI SURVEY
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ExpostExpost ““medianmedian”” returns     Junreturns     Jun--04   $CAD     API    04   $CAD     API    Segregated FundsSegregated Funds

Balanced    Domestic   CanBalanced    Domestic   Can--EqEq Global    EAFE     Bond     EMRG    USAGlobal    EAFE     Bond     EMRG    USA

5 yr          6.1           5 yr          6.1           8.58.5 9.6        9.6        --0.3       0.3       --0.1         6.9        3.3     0.1         6.9        3.3     --3.5 3.5 

10 yr          9.6          10 yr          9.6          10.610.6 11.4        10.1       6.2         8.8       4.9      10.11.4        10.1       6.2         8.8       4.9      10.11

15 yr          9.5           15 yr          9.5           9.99.9 9.7        11.8       11.1        9.2       5.2      19.7        11.8       11.1        9.2       5.2      10.70.7

20 yr          9.8           20 yr          9.8           9.79.7 11.3       15.6      11.4       10.5      11.3       15.6      11.4       10.5      nana 12.712.7

25 yr          9.6           25 yr          9.6           9.69.6 10.6       14.3       15.4      10.3      10.6       14.3       15.4      10.3      nana 13.113.1

30 yr          9.4           30 yr          9.4           9.59.5 10.1       12.9       13.1      10.2      10.1       12.9       13.1      10.2      nana 12.212.2
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Political Science 101Political Science 101
Belief Sets of Sovereign Countries DifferBelief Sets of Sovereign Countries Differ

Pure Democracies are rare in world Pure Democracies are rare in world -- former British Colonies,  former British Colonies,  
Northern & Western EuropeNorthern & Western Europe……

Most others Most others ––
RepublicsRepublics (USA (USA -- duopoly)duopoly)
TheocraciesTheocracies (Iran)(Iran)
DictatorshipsDictatorships (Libya)(Libya)
PlutocraciesPlutocracies (Mexico, Central & South America, SE Asia)(Mexico, Central & South America, SE Asia)
FiefdomsFiefdoms (Saudi(Saudi-- Arabia)Arabia)
Autocracies Autocracies (reforming USSR republics)(reforming USSR republics)
MonarchiesMonarchies (Thailand)(Thailand)
TotalitarianTotalitarian (China, North Korea)(China, North Korea)
DemocraciesDemocracies in minorityin minority……
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USA style  DemocracyUSA style  Democracy is detested in most of world as is detested in most of world as 
““hedonistic, godless,hedonistic, godless, egocentric, selfish, indulgentegocentric, selfish, indulgent

Egalitarianism Egalitarianism ””equality for allequality for all”” or or SocialismSocialism is preferred is preferred 
ethic (ethos)ethic (ethos)……

G7 G7 ““brandbrand”” Democracy does NOT deliver fairnessDemocracy does NOT deliver fairness

EuropeEurope’’s Multis Multi--National corporations National corporations respected,notrespected,not of USAof USA

Majority of worldMajority of world’’s people believe in s people believe in ““prepre--destinationdestination””

““CapitalismCapitalism”” in all forms generally considered in all forms generally considered wastefulwasteful, , 
exploitiveexploitive, , addictive, repugnantaddictive, repugnant
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ENTROPY ENTROPY NonNon--G7 Attitude G7 Attitude ““we are advancingwe are advancing””
““the the ““HaveHave”” Countries  are in state of decayCountries  are in state of decay

ENTROPYENTROPY -- insidious, ubiquitous, unavoidable insidious, ubiquitous, unavoidable 
““decaydecay”” of human infraof human infra--structuresstructures……

ExamplesExamples -- our military, family and social structure, our military, family and social structure, 
school system, Olympics, corporate governance, television, school system, Olympics, corporate governance, television, 
government, mutual funds, insurance industry, accounting, government, mutual funds, insurance industry, accounting, 
corporate Americacorporate America--endemic cheating is universal.endemic cheating is universal.

G7 decayG7 decay …… caused by caused by highhigh--mobilitymobility of of ““line line 
authorityauthority”” and and ““staff advisorystaff advisory”” employeesemployees
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Elsewhere on PlanetElsewhere on Planet…… less corruption, population less corruption, population 
mobility, paternalistic societies, plutocracies rule mobility, paternalistic societies, plutocracies rule 
being curbedbeing curbed

Domestically the Domestically the -- New New ““Axis of evilAxis of evil ”…”…
accountants, actuaries, fund managers, etc.accountants, actuaries, fund managers, etc.

Our CitizenryOur Citizenry’’s  s  attitude to current situationattitude to current situation ––
just just ““ugly businessugly business”” as usual as usual ------ not so!not so!
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External view of WorldExternal view of World’’s strongest  Economys strongest  Economy-- USAUSA

JUGGERNAUT of wealth, mercantilism, militarism, JUGGERNAUT of wealth, mercantilism, militarism, 
corporatizationcorporatization ------ destroys normative ways of destroys normative ways of 
life, imperialisticlife, imperialistic

Source of SOCIAL INJUSTICE sentiment Source of SOCIAL INJUSTICE sentiment ------
wealthwealth--toto--povertypoverty ratio of world fundamentally ratio of world fundamentally 
wrong and deterioratingwrong and deteriorating

USA USA ““exportsexports”” instability instability --GuatamalaGuatamala

SUSPICION  of  Adam SmithSUSPICION  of  Adam Smith’’s s ““invisible handinvisible hand””
of free market ... is of free market ... is ““evil incarnateevil incarnate””
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External view of WorldExternal view of World’’s strongest  Economys strongest  Economy-- USAUSA

Pluralism, WORLD BANK and  the promise of the Pluralism, WORLD BANK and  the promise of the 
9090’’s has faded. s has faded. 

Fewer countries wish to emulate USA culture.Fewer countries wish to emulate USA culture.

USA Treasury Notes USA Treasury Notes —— the the ““tetteringtettering”” balance balance 
that binds.that binds.

““SocialismSocialism”” meaning societal rules and customs meaning societal rules and customs 
rule overseas more than forces of economics.rule overseas more than forces of economics.

““Caveat Caveat VenditorVenditor”” -- seller bewareseller beware is the standing is the standing 
rule,  NOT  rule,  NOT  ““caveat emptor caveat emptor ““ ---- only in G7only in G7
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World  Social & Demographic  ChangesWorld  Social & Demographic  Changes

World economic recovery World economic recovery Cycle # 11Cycle # 11 (since (since 
WW2) WW2) …… started in 2003 and faltering in 2004 started in 2003 and faltering in 2004 ……
GDP estimates  lowered worldGDP estimates  lowered world--wide for 2005wide for 2005……

USAUSA--EURO economies in doldrums. EURO economies in doldrums. 

China highest growth China highest growth ––””our centuryour century””

Social Social ParticularismParticularism (distinct learned (distinct learned behaviourbehaviour
versus integration) versus integration) ---- legitimization and rise of legitimization and rise of 
minority groups all over worldminority groups all over world
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World  Social & Demographic  ChangesWorld  Social & Demographic  Changes

Nation state Nation state pluralism pluralism -- acceptance of acceptance of distinct distinct 
minoritiesminorities --leads to increased political leads to increased political conflictsconflicts

Multiple Multiple ModernitiesModernities -- (different (different ““modernmodern”” states states 
and fuller status for more suband fuller status for more sub--groupsgroups))

Increasing and inevitable ethnic Increasing and inevitable ethnic ““conflictconflict””

Hot Spots Hot Spots ----Taiwan, INDIA Taiwan, INDIA --Pakistan, Korea, Pakistan, Korea, 
Reforming former Russian Republics, China, Reforming former Russian Republics, China, 
Indonesia, Mexico, Spain, Argentina, BrazilIndonesia, Mexico, Spain, Argentina, Brazil--et al, et al, 
Kurds Kurds …….ends in WAR..ends in WAR.
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New World OrderNew World Order–– Less  Friendly than PreLess  Friendly than Pre--Cold WarCold War

Reactionary youth in Reactionary youth in ““hot climateshot climates””, bedlam of , bedlam of ““marketingmarketing””
hatedhated

““SympatheticSympathetic”” socialism and communism aboundssocialism and communism abounds

““SelflessnessSelflessness”” to  to  ““Self interestSelf interest”” will take many generationswill take many generations

GG--7 confronting R7 confronting R--55……revival of religious fervorrevival of religious fervor

R5 R5 –– Buddhism, Hinduism, Mohammedan, Christianity, Buddhism, Hinduism, Mohammedan, Christianity, 
JudaismJudaism

Islamic theocraciesIslamic theocracies most strident, zealots  want most strident, zealots  want ““past past 
empireempire”” grandeurgrandeur
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Coping with Climate ChangeCoping with Climate Change

Back to  Back to  ““Prime  DirectivePrime  Directive”” Principle             Principle             

““every asset class & security is prohibited unless every asset class & security is prohibited unless 
permitted permitted ””

BASIC  WEALTH  MANAGEMENTBASIC  WEALTH  MANAGEMENT
recognize recognize ““long termlong term”” sociosocio--politico economic trendspolitico economic trends
overover--weight positive  asset classesweight positive  asset classes--sectors,sectors,
underunder--weight negative asset classesweight negative asset classes--sectors,sectors,
approve mandates and styles, hire managersapprove mandates and styles, hire managers

Determine global  market trends, Determine global  market trends, 
Fill in backgroundFill in background--own securities, own securities, EFTsEFTs, Indices, Indices
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Since 2000, we have postulated these major Global Since 2000, we have postulated these major Global 
TrendsTrends…………

1)1) The US Economy (economic domination) is The US Economy (economic domination) is 
progressively suffering from systemic over progressively suffering from systemic over --
consumption and entering a period of long term consumption and entering a period of long term 
secular secular ---- cyclical GDP declinecyclical GDP decline

2)2) International markets face triple waterfall International markets face triple waterfall 
threatthreat
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3)3) US Treasury Notes in trillions owned by Japan, US Treasury Notes in trillions owned by Japan, 
China and third world BanksChina and third world Banks--will will ““reversereverse””

4)4) ““OverseasOverseas”” quest for returns is over. Now is quest for returns is over. Now is 
time to bring monies home!time to bring monies home!

5)5) CANADA CANADA ---- ””it doesnit doesn’’t get any bettert get any better””
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Our 30% foreign property windowOur 30% foreign property window--sink hole!sink hole!

Our own government knows Our own government knows ““international risksinternational risks””
far better than fund managers, pundits? far better than fund managers, pundits? 

Investing in a Investing in a ““blind trustblind trust”” violates fiduciary rules violates fiduciary rules 

If you must invest internationally limit to half If you must invest internationally limit to half 
weight  weight  

Does a 100% Domestic Portfolio contravene Does a 100% Domestic Portfolio contravene 
““soundsound”” diversification conventions? Not for a diversification conventions? Not for a 
mature Defined Benefit Plan.mature Defined Benefit Plan.
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SUMMARY CommentsSUMMARY Comments……

The The ““Go Global or Go AgroundGo Global or Go Aground”” mantra mantra 
reflected the delirium from demise of reflected the delirium from demise of 
communism as a communism as a militarymilitary and and politicalpolitical threatthreat

What followed was What followed was dollarizationdollarization and and ““invitedinvited””
democratization globally for any country that democratization globally for any country that 
wanted wanted ““developmentdevelopment”” -- the 90the 90’’s were ripe for s were ripe for 
““internationalinternational”” investinginvesting…… that has  all that has  all 
changed, flight to changed, flight to ““goldgold”” has has begunbegun

Near term prospects internationally present a Near term prospects internationally present a 
dubious future.  dubious future.  Canada poised for huge Canada poised for huge 
exportexport surgesurge
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ISLAMISLAM is attacking because of is attacking because of ““hatehate””--it can it can 
win!win!

CHINACHINA -- every household dreams on enjoying every household dreams on enjoying 
riches of the westriches of the west-- can displace America can displace America 
(Americans believe can loose(Americans believe can loose--are retreating)are retreating)

TiesTies to USA exert downward pressure on our to USA exert downward pressure on our 
marketsmarkets

Coming Coming ““milestonemilestone”” ……. our equity market will . our equity market will 
separate from US equity marketseparate from US equity market……
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DeDe--linkinglinking to US Equity Market will cause our  to US Equity Market will cause our  
market to soarmarket to soar

Private EquityPrivate Equity is highest process in world, is highest process in world, 
public markets are lowestpublic markets are lowest

ReRe--visitvisit your international allocation your international allocation ---- 26% is 26% is 
unjustifiedunjustified

Fund Managers, Consultants, Fund Managers, Consultants, ““lords of liabilitieslords of liabilities””
(actuaries) all have (actuaries) all have ““over soldover sold”” International International 
InvestingInvesting

Clashing Clashing empires empires replaced with clashing replaced with clashing 
religionsreligions



12

2424

International                                    International                                    
Climate ChangeClimate Change--ConclusionConclusion

Time for reTime for re--examination examination ---- Should Should ““InternationalInternational””
be a  core asset class be a  core asset class —— NO !NO !

Opportunities abound domesticallyOpportunities abound domestically---- privateprivate still still 
““primitiveprimitive”” in Canada in Canada vsvs G6G6

No No ““negative correlationnegative correlation”” to Canada stocks after to Canada stocks after 
all in all in ““internationalinternational”” equities equities 

Impetus to exitImpetus to exit …… metrics show negative metrics show negative 
attribution to performance over all market cycles attribution to performance over all market cycles 
on average for Canadaon average for Canada’’s taxs tax--exempt fundsexempt funds
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Climate ChangeClimate Change--ConclusionConclusion

Contention Contention ---- Few funds show Few funds show positivepositive
contributioncontribution from from ““InternationalInternational”” assetsassets

Investment climate Investment climate —— does not always get betterdoes not always get better

Only Only ““TrusteesTrustees”” not managers/consultants can not managers/consultants can 
alter alter asset allocation policy asset allocation policy 

Fund managers have Fund managers have ““vestedvested”” reasons to remain reasons to remain 
invested in perpetuity in USA and overseas invested in perpetuity in USA and overseas 
marketsmarkets
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International                                                   International                                                   
Climate Change Climate Change –– Conclusion  contConclusion  cont’’dd

Requiem To DB PlansRequiem To DB Plans

Consider this atypical but true scenarioConsider this atypical but true scenario……

DB Pension Master Trust Plan of 5 Pension PlansDB Pension Master Trust Plan of 5 Pension Plans

30 yr annualized total ROR is 13.9% to Dec 31, 30 yr annualized total ROR is 13.9% to Dec 31, 
2003!2003!

Retained same two Retained same two ““balancedbalanced”” managers for 30 managers for 30 
years!years!
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Assets tripled from 1990 to 2000 Assets tripled from 1990 to 2000 ---- same Market same Market 
Value now as in 2003Value now as in 2003

TriTri--annual valuation to Dec 31, 2003 concluded  annual valuation to Dec 31, 2003 concluded  
unfunded liabilityunfunded liability……??

““Long Live DB Plans Long Live DB Plans —— may they rest in peacemay they rest in peace””!!

Last wordLast word ... ... ””equity risk premia is rising equity risk premia is rising 
InternationallyInternationally””
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Climate  ChangeClimate  Change

Conclusion Conclusion “…“…the future of taxthe future of tax--exempt exempt 
funds lies in funds lies in ““private equityprivate equity”” and and ““direct direct 
ownershipownership”…”…the lowest % allocation the lowest % allocation ……

“…“…the reasons for disinvesting arise long the reasons for disinvesting arise long 
before action to do so is eventually before action to do so is eventually 
takentaken…”…”

……the bedlam of marketing!!the bedlam of marketing!!--No thank you!No thank you!
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Answer  to  Quiz QuestionAnswer  to  Quiz Question……
Can you think of a common every day activity that 94% of the Can you think of a common every day activity that 94% of the 
worldworld’’s population has NOT experienced and, the percentage s population has NOT experienced and, the percentage 
grows each year?grows each year?

…… any volunteersany volunteers…….?.?

Thank you, patient listeners!Thank you, patient listeners!

Barry G. Hitchens  Barry G. Hitchens  MBA, CICA, CACMBA, CICA, CAC

604604--876876--51235123


