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Purpose of Presentation: To Answer the Question

“Does Investing in Europe Help U.S.-Dollar Based 

Investors Diversify Their Portfolio?”
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What Is Portfolio Diversification?
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Why Divers i fy?

DON ’ T P U T A L L Y O U R E G G S I N O N E B A S K E T

There are Two Types of Risk

• Systematic (Can’t be Reduced/Diversified)

• Specific (Can be Reduced/Diversified)

Goal:

Reduce Risk to Achieve Similar Level of Return

Strategy:

Adding Low Correlated Assets to a Portfolio Can Reduce Risk

Diversification does not guarantee a profit or protect against a loss in declining markets.
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Math Refresher: Correlation Coeff icient

Source: Renaissance Research

G R E E K V E R S I O N :

P L A I N E N G L I S H V E R S I O N :

• If two variables have a correlation coefficient of 1, they move in perfect lockstep.

One goes up, so does the other.

• If two variables have a correlation coefficient of 0, they're completely independent. 

The movement of one has no value for predicting the movement of the other.

• If two variables have a correlation coefficient of -1, they're perfectly negatively

correlated. When one goes up, the other goes down.
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𝜌𝑋,𝑌 = corr 𝑋, 𝑌 =
cov 𝑋, 𝑌

𝜎𝑋𝜎𝑌
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The Eff icient Frontier
R I S K & R E W A R D

R
e
tu

rn
 %

Risk % (Standard Deviation)

High Risk/High Return

Medium Risk/Medium Return

Low Risk/Low Return

Source: Investopedia.com
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High

High

Low

Low
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Choices Along Eff icient Frontier

Source: Renaissance Research
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Market Leadership Changes Every Year
B E S T P E R F O R M I N G M S C I E Q U I T Y I N D I C E S ( I N U . S . D O L L A R S )

Data ending 12/31/14 EAFE Small Cap Emerging Market Emerging Market Small Cap EAFE

Source: MSCI U.S. Small Cap ACWI IMI U.S.
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What Is the Role Of Currencies In 

Portfolio Diversification?
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Source: Renaissance Research
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What Inf luences Currency Rates?

• Central Bank decisions or anticipated changes in monetary policy

• Changes in expected inflation

• Changes in the balance of trade

• Changes in the attractiveness of financial assets

• Geopolitical Issues
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C U R R E N C Y R I S K C A N B E H E D G E D U S I N G O P T I O N S A N D F U T U R E S

• Investors typically use Forward currency contracts

H E D G I N G A C T S L I K E A N I N S U R A N C E P O L I C Y

B E N E F I T S O F C U R R E N C Y H E D G I N G

• A currency hedge can limit losses for a portfolio when the U.S. Dollar 
strengthens.

• Hedging can lower the portfolio volatility

D O W N S I D E S T O C U R R E N C Y H E D G I N G

• A currency hedge can limit gains for a portfolio when the U.S. Dollar weakens.

• Hedging is not an exact science

• Hedging involves costs

Source: Renaissance Research
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Data ending 9/30/15

Source: Renaissance Research, MSCI
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Currencies: What Does It Cost to Hedge

a Portfolio?
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Data ending 9/30/15

(1) Based on quarterly returns from 4/1/88 to 9/30/15.

Source: Renaissance Research, MSCI
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Performance Comparison of Hedged

Returns and Unhedged Returns
M S C I A L L C O U N T R Y E U R O P E I N D E X— 1 9 8 8 T O 2 0 1 5 ( 1 )

3-Year 

Annualized

Periods

51.5% 48.5%

5-Year 

Annualized

Periods

57.1% 42.9%

10-Year 

Annualized

Periods

40.9% 59.2%

15-Year 

Annualized

Periods

19.6%

80.4%

Percentageof periods Hedgedwas Better

Percentageof periods Unhedged was Better
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International Index Returns in U.S. Dol lars

and Local Currency

Data ending 6/30/15

Source: Renaissance Research, FactSet, MSCI

1 / 1 / 8 8 T O 6 / 3 0 / 1 5
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• Hedging can help increase returns and lower volatility in the
short/medium term.

• Analysis shows that positive and negative currency effects equal 
out over long periods of time.

• Most equity managers don’t hedge currencies, or if they do, only
partially hedge.

Summary of Hedging:



Where Do We Currently Stand In Global

Asset Allocation?
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Geographical Distr ibution of Pension Fund

Assets in the OECD (1)

Other OECD Countries

Switzerland

Canada

Japan 

Netherlands

Australia

United Kingdom

United States

120%

80%

60%

40%

20%

0%

2003 2013

5.3%
2.7%

9.6%

3.6%

4.6%
2.7%

9.6%

61.9%

7.6%

3.3%

5.1%

5.4%

5.6%

5.9%

10.8%

56.3%

(1) Organisation for Economic Co-Operation and Development (OECD)

Source: OECD, Data as of December 2014

100%
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Pension Asset Al locations Across

Various Countr ies

Source: Organisation for Economic Co-Operation and Development (OECD), Data as of May 2015
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What To Look For When Investing In Europe
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Opportunity Set For Invest ing In Europe
A S O F 1 0 / 3 0 / 1 5

Weight

United Kingdom
France
Switzerland
Germany
Spain 
Sweden
Netherlands
Italy 
Denmark
Belgium
Russia
Finland 
Norway
Ireland
Turkey
Poland
Austria
Portugal
Greece 
Hungary
Czech Republic

Source: FactSet, MSCI
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Impact On Asset Al location Decis ion

Potential Impact on Asset Allocation

Low

Moderate

High

Source: Renaissance Research
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Data ending 10/31/15

Source: Renaissance Research, FactSet, MSCI
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European Index Concentration
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Percent Weight of Each Index From Its

Top 5 Holdings

MSCI Switzerland

Data ending 10/31/15

Source: Renaissance Research, FactSet, MSCI

The disclosures on the last page are an integral part of this presentation. Renaissance | Page 17

0% 10% 20% 30% 40% 50% 60% 70%

MSCI Germany

MSCI France

MSCI United Kingdom
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Different Sector Weights Can Help

in Divers i f icat ion
S E C T O R W E I G H T V S . M S C I A L L C O U N T R Y W O R L D E X U S

I N V E S T A B L E M A R K E T I N D E X

Blue color indicates more than 5% sector weight difference vs. MSCI All Country World ex US Investable 
Market Index.

Data ending 10/31/15

Source: Renaissance Research, FactSet, MSCI
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Data as of 9/30/15

Source: FactSet, MSCI
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Investment Landscape in Europe Attractive 

Compared to the USA

Dividend Yield 

MSCI
All Country

Europe

MSCI 
USA

5%

4%

3%

2%

1%

0%

20X

Price-to-Earnings Ratio 

MSCI
All Country

Europe

MSCI 
USA

19X

18X

17X

16X

15X

3.6%

2.2%

19.1X

16.9X
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European Equity Market Valuations About

Average Based on Price-to-Earnings Ratio

Data ending 9/30/15

Source: FactSet, MSCI
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(1)Long-term Average: Quarterly data from 12/95 to 9/15

Source: Renaissance Research, FactSet, MSCI
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Cheapest and Most Expensive Countr ies

in Europe
R A N K E D B Y P R E M I U M O R D I S C O U N T T O H I S T O R I C A L A V E R A G E

P R I C E - T O - E A R N I N G S

MSCI Country Index

Price-to-Cash 

Earnings Ratio

Long-Term Average(1)

Price-to-Cash 

Earnings Ratio

9/30/15

Discount/Premiumto

Long-Term Average(1)

Cheap

Expensive

Russia 7.3X 3.7X -50%

Austria 6.3 3.6 -43%

Norway 6.5 3.8 -41%

Greece 9.3 6.2 -33%

Hungary 6.4 4.7 -27%

Germany 7.3X 7.7X 5%

Denmark 11.9 14.3 20%

Netherlands 10.0 12.3 23%

Belgium 9.0 11.6 29%

Ireland 11.7 15.9 35%



Has Investing In Europe Worked?
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Correlations of Monthly Returns vs. S&P 500
1 2 / 3 1 / 9 4 T O 1 0 / 3 1 / 1 5

Lowest Correlation

Highest Correlation
Data ending 10/31/15

Source: Renaissance Research, MSCI
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MSCI Country

Czech Republic 0.4

Turkey 0.5

Russia 0.5

Greece 0.5

Portugal 0.6

Poland 0.6

Austria 0.6

Hungary 0.6

Italy 0.7

Norway 0.7

Finland 0.7

Switzerland 0.7

Denmark 0.7

Belgium 0.7

Ireland 0.7

Spain 0.7

Sweden 0.8

France 0.8

Netherlands 0.8

Germany 0.8

United Kingdom 0.8

S&P 500 1.00
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S&P 500 and MSCI All Country Europe USD
R O L L I N G 5 - Y E A R C O R R E L A T I O N S ( 1 / 1 / 9 8 T O 9 / 3 0 / 1 5 )

Data ending 9/30/15

Source: Renaissance Research, FactSet, MSCI
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Data ending 9/30/15

Source: Renaissance Research, MSCI
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Currency Effects on Returns and Volati l i ty



Concluding Thoughts
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The Eff icient Frontier
R I S K & R E W A R D

Source: Investopedia.com
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Low Risk/Low Return

High

High

Low

Low
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Europe Alone Is Not Enough to

Effectively Divers i fy (1)

Q U A R T E R L Y R E T U R N S O F T H E S & P 5 0 0 A N D M S C I A L L C O U N T R Y

E U R O P E I N D I C E S

(1) Diversification does not guarantee a profit or protect against a loss in declining markets.

Source: Renaissance Research, MSCI
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(1) Diversification does not guarantee a profit or protect against a loss in declining markets.

Source: Renaissance Research
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• Portfolio diversification(1) has worked in the past and will work 
in the future.

• Correlations between the U.S. and other countries have been 
rising over time.

- Higher correlations in Developed Markets compared to 
Emerging Markets

• Adding European exposure to U.S. portfolios is not enough.

• International exposure should include Europe, Asia-Pacific and 
Latin America.

Conclusions:
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Disclosures
P E R F O R M A N C E
If Renaissance or benchmark performance is shown, it represents historically achieved results, and is no guarantee of future performance. Future investments

may be made under materially different economic conditions, in different securities and using different investment strategies and these differences may have a

significant effect on the results portrayed. Each of these material market or economic conditions may or may not be repeated. Therefore, there may be sharp

differences between the benchmark performance shown and the actual performance results achieved by any particular client. Benchmark results are shown

for comparison purposes only. The benchmark presented represents unmanaged portfolios whose characteristics differ from the composite portfolios; how-

ever, they tend to represent the investment environment existing during the time periods shown. The benchmark cannot be invested in directly. The returns

of the benchmark do not include any transaction costs, management fees or other costs. The holdings of the client portfolios in our composites may differ sig-

nificantly from the securities that comprise the benchmark shown. The benchmark has been selected to represent what Renaissance believes is an appropriate

benchmark with which to compare the composite performance.

The value of an investment may fall as well as rise. Please note that different types of investments involve varying degrees of risk and there can be no assurance

that any specific investment will either be suitable or profitable for a client or prospective client’s investment portfolio. Investor principal is not guaranteed

and investors may not receive the full amount of their investment at the time of sale if asset values have fallen. No assurance can be given that an investor

will not lose invested capital. Consultants supplied with these performance results are advised to use this data in accordance with SEC guidelines. The actual

performance achieved by a client portfolio may be affected by a variety of factors, including the initial balance of the account, the timing and amount of any

additions to or withdrawals from the portfolio, changes made to the account to reflect the specific investment needs or preferences of the client, durations

and timing of participation as a RIM client, and a client portfolio’s risk tolerance, investment objectives, and investment time horizon. All investments carry a

certain degree of risk, including the loss of principal and are not guaranteed by the U.S. government.

M S C I D A T A
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a

component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation

to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an

indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this

information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties

of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information.

Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential

(including, without limitation, lost profits) or any other damages.

The MSCI All Country World ex USA Index (net of foreign withholding taxes) is a free float-adjusted market capitalization index that is designed to measure

equity market performance in the global developed and emerging markets, excluding the United States. The index consists of approximately 1800 securities

from 45 countries. This index is shown for comparison purposes only.


