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ECONOMICS

Gl b I D. .f. t. imperiled by potentially higher interest rates.
o a Ive rSI Ica Ion * A shift in European assets into equities from
gold, bonds, and hidden cash, caused by lower inter-
C |d s h ® Id c I. t ’ est rates, the privatization of state assets, and pension
ou Ie Ien s reform. Equity ownership in Japan has shrunk to his-

toric lows as a result of the seven-year bear market

PO rtfo I i 0S fr'O m D Yo pS a”d.’"'%‘i‘é]?ufffﬂi; the domestic bull matket has

come from the "Goldilocks" environment: stable eco-
Now could be the time for international equities nomic growth; subdued inflation; declining interest

rates; and rising earnings. Baby boomer investment in

mutual funds and retirement plans has fueled the mar-

an the economic CyClG‘, steaming ket's unprecedented valuations. But boomers' impact
will wane in 2003, when they start to reach retire-
into its eighth year, continue much ment age and become savers instead of spenders.
Once these events reshape the markets, a stam-
longer? With S&P 500 P/E ratios pede to EAFE stocks will follow. Now is the time to
diversify client portfolios into international equi-
hovering at 27 times 1999 earnings, LS. equity ties, not only to reduce risk but also to enhance
markets appear to be fully valued. long-term performance.

Most economists expect accelerating
economic growth outside the ULS. to
slow to about 3% in 1999 from 3.4% in
1998, but higher interest rates would
slow that rate even more. A revitalized
Europe could easily exceed the ULS.
growth rate by 1% annually over the
next five years. Japan appears poised for
recovery, and much of Asia outside
Japan should return to its higher historic
growth rate of 7% to 8% annually. A
stabilized Latin America should see
yearly growth reaccelerate to 3% to 4%.

Another factor is global corporate
restructuring, as the practices of cutting
staff and wages and spinning off or shut-

When the inevitable eco-
nomic reversal comes, will you
be able to shield your clients’
portfolios from precipitous
drops? A good place to look
may be international equities.
The Morgan Stanley EAFE

______________ index promises to outperform

THE MORGAN  the S&P 500 over the next three

STANLEY EAFE to five years. Here's Why

,,,,,,,,,,,,,,, e EAFE markets are underval-

INDEX _SHOULD ued relative to the S&P 500,

OUTPERFORM based on our quantitative valua-
************** tion measurements of P/E and

THE S&P 500 price-to-book ratios, return on

IN THE NEXT  equity, and price-to-earnings

=== aie growth rates. B Ribert A ting down non-core businesses spread to continental

FEW YEARS e Different stages of the eco- B ey Europe and Asia, enhancing profits.
nomic cycle exist in European, The creation of the EMU—unifying 400 million
Japanese, and LS. markets. High people with an aggregate economy of $6.3 trillion
unemployment notwithstanding, ~ Robert A. Simms is vs. 300 million people and $8 trillion for the U.S.—
the economy in Europe promises chairman and CEO will intensify competition and consolidation.
to improve steadily, thanks to the  of Simms Capital International investing can involve unexpected
European Monetary Union, a sta-  Management in twists. The best way to mitigate their effects is the
ble interest rate environment, the ~ Greenwich, Conn. use of ADRs. Their advantages include quoration and
Kosovo resolution, and increased dividend payment in LS. dollars; avoidance of glob-
corporate restructuring. Japan— al custody charges associated with holding foreign
16% of the world's GDP and shares; annual reports typically available in English;
25% of the world's savings—will transaction settlement in three days; easy registration
recover once reforms are adopt- and delivery to investors; and conversion into under-
ed. Conversely, the U.S. econo- lying securities by investors. ADRs are often margin-
my appears fully mature and able, and they frequently have listed options. ©
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