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Foreign equities had a much better quarter than U.S. equities. This is a rare exception to what has 
otherwise been a remarkably consistent pattern of U.S. outperformance since the end of the financial 
crisis. Over the last six years, U.S. equities have done better in both up and down markets, in volatile and 
calm, and when measured in local currency or not. The graphic below illustrates the persistence of this 
outperformance (Exhibit 1). Quarters marked with a blue square indicate outperformance of U.S. equities, 
while those with a green circle indicate the U.S. underperformed.   
 
 
Exhibit 1: Persistence of U.S. Equity Market Outperformance (Q2 2009 – Q1 2015)1,2 
 

 
 
 
Strikingly, U.S. equities have outperformed in 20 of the last 24 quarters—an incredible run! While there 
have been other lengthy periods where U.S. equities did better than those outside the U.S. (for example, 
1989-1992, 1996-1999), none have been as consistent as the last six years. 
 
The questions from this historically unique period are at least several: Why did U.S. equities outperform? 
What impact did this have on the performance of institutional investors, especially in the U.S.? Are the 
prospective economic conditions similar to those experienced over this period such that this pattern might 
continue? 
 
The particular macroeconomic reasons for this outperformance are beyond the scope of this short 
discussion, but from an investment perspective the data are clear: U.S. firms have consistently exceeded 
earnings expectations while firms outside the U.S. have consistently disappointed.  
 
 

                                            
1	These comparisons are done in local currency to eliminate exchange movements though a similar finding holds when the 
comparison is done all in U.S. dollars. 
2 Series is Russell 3000 Index for U.S. Equity and MSCI World Ex-USA Local Index for Foreign Equity. 
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Exhibit 2:  Consistent Earnings Disappointments by Foreign Firms3

 
 
The phenomenon is illustrated in Exhibit 2 through the lens of projected and actual corporate earnings per 
share (“EPS”). The blue line represents the path of actual EPS for U.S. equities, while the red line 
represents the path of EPS for non-U.S. equities. The dotted lines in each color represent the one-year 
consensus forecast for EPS growth for the respective index constituents at the start of each year. Thus 
each dotted line is the consensus forecast for the solid line of the same color for the same period. 
 
Focusing first on actual corporate earnings growth (the solid lines), we see that U.S. firms did better than 
foreign firms during the financial crisis even though foreign firms did some catching up in 2009. They then 
diverged very significantly over the next five years as the earnings of U.S. firms continued to grow while 
those of foreign equities actually declined. 
 
Importantly, the lower earnings growth for foreign equities repeatedly surprised the markets. Most 
notably, over the final five years U.S. firms either exceeded (in 2011) or met (in 2012, 2013, 2014) 
projections of EPS growth, while non-U.S. firms surprised to the downside year after year. 
 
Over time, expectations have adjusted considerably from anticipating identical growth in 2008, to a 
forecast of at least partial convergence between the U.S. and foreign equities post-crisis, to an even 
wider divergence between U.S. and foreign equities today. The dotted lines to the far right indicate that 
the consensus projection for EPS growth of non-U.S. firms in calendar 2015 is lower than it has been 
since 2010, and certainly nothing resembling convergence with the U.S. forecast. Said another way, the 
bar on earnings growth for foreign firms has not been this low in a long time; surprising on the upside will 
take a lot less for foreign than U.S. equities. 
 
Whether this win streak of U.S. firms matching expectations and foreign firms underperforming 
expectations will continue is certainly the primary question. While we have no edge in forecasting 
earnings, we are persuaded by logic and history that the odds makers are not often persistently incorrect, 
at least not for very long. The period following the global financial crisis was unique in many ways, not 
unlike many other periods in history when particular sectors, countries, or asset classes demonstrated 
remarkably consistent outperformance. More often than not, however, consistent outperformance was 
followed by dramatic underperformance.   

                                            
3	Data series is Russell 3000 Index for U.S. EPS and MSCI ACWI Ex-USA Index for Foreign EPS. One-year forecasts are 
consensus estimates according to Bloomberg. 
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We continue to maintain a balanced exposure to the world’s equity markets. We do not view U.S. equities 
as extreme from a valuation perspective and are not strongly underweight today. We view our exposures 
first through a risk lens, and what we see are good reasons to diversify across global equities 
independent of valuation considerations. In particular the correlation among equities has declined, both 
between broad areas such as U.S., non-U.S. developed, and emerging markets as well as between 
countries within those classes. Consequently, the cost of additional risk from leaning too heavily on any 
country or region is greater than it has been. As the benefit from diversification has increased so too 
should the bar for making any active “bets” that would favor one region or country over another.  
 
In contrast, many U.S. institutions appear today to have discounted the value of this diversification in 
favor of an allocation heavily skewed toward U.S. equities. This “home bias” has worked so well in the 
recent past that there is certainly a risk of creating a false sense of security. Specifically, over the last five 
years, U.S. institutions on average have had 65% of their equity exposure allocated to the U.S., 
compared with only a 47% allocation to the U.S. in the global equity index (Exhibit 3). They moreover 
maintained this overweight consistently over the period.  
 
Exhibit 3:  Equity Home Bias of U.S. Institutions4 
 

	
	

 
 

The impact on performance of this home bias has been very positive post the financial crisis: since March 
of 2009 the overweight in U.S. equities has added roughly 1.5% to return per year. For context this is 
greater than the difference between the 25th and 75th percentile of endowment performance over the last 
10 years. This outperformance stands in contrast to the five-year period leading up to 2009 when the 
same home bias would have cost these institutions roughly 0.9% per year—a reminder once again that 
past performance is not predictive of future results. 
 
There may be many reasons—structural, institutional, or otherwise—that a home bias is justified. But a 
critical part of investing is differentiating between luck and skill, and knowing when to take chips off the 
table and be grateful for having had good fortune. Without a crystal ball or other reason to strongly skew 
allocations in any one direction, the safer approach in the long run is to diversify while cognizant of 
changing market risks. 

                                            
4	 Sources: NACUBO, Bloomberg, Cambridge Associates, Preqin. Allocations for U.S. Institutions represent the average 
(unweighted) allocation over the last five reported years from June 2009 through June 2014 for all NACUBO reporting institutions. 
Additional assumptions were made for allocations within PE/VC and Absolute Return allocations based on data from Cambridge 
Associates and Preqin respectively. Country allocations for MSCI ACWI represent the average allocation for the same 5-year period 
estimated from holdings of the iShares MSCI ACWI ETF. 
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Important Disclosure 
 
This document has been excerpted and modified from its original version. Clients of HighVista will be provided with an original 
version upon request. 
 
This excerpt has been provided for informational purposes only, reflects the judgments and opinions of HighVista Strategies LLC at 
the time of writing, does not purport to be complete, and no obligation to update or otherwise revise such information is being 
assumed. Historical data and other information contained herein is believed to be reliable but no representation is made to its 
accuracy, completeness or suitability for any specific purpose. No one shall have any liability for any expressed or implied 
representations contained in, or for any omissions from, this information or any related written or oral communications transmitted to 
the recipient. Although a reflection of the judgments and opinions of HighVista Strategies LLC at the time of writing, the information 
expressed herein does not necessarily reflect investment advice or specific investment strategy HighVista utilizes and tailors for 
HighVista’s Clients. Certain statements and data herein are based upon information from sources believed to be reliable at the time 
of writing but there is no representation or warranty as to the accuracy or completeness of this information. Use of information from 
sources referenced herein does not represent any sponsorship, affiliation, or other relationship between HighVista and any other 
company or entity and does not constitute an endorsement.  
 
This information shall not constitute investment advice or an offer to sell or the solicitation of any offer to buy any securities or 
investment product. Nothing contained herein constitutes investment, legal, tax, or other advice, nor is it to be relied on nor 
interpreted as a recommendation in making an investment or other decision. Past performance is not necessarily indicative of future 
results. In addition, index returns are for illustrative purposes only. Index performance returns do not reflect any management fees 
for the index, transaction costs or expenses. Indices are unmanaged and one cannot invest directly in an index. 
 
THIS PRESENTATION CONTAINS FORWARD-LOOKING STATEMENTS WITHIN THE MEANING OF THE U.S. FEDERAL 
SECURITIES LAWS. FORWARD-LOOKING STATEMENTS ARE THOSE THAT PREDICT OR DESCRIBE FUTURE EVENTS OR 
TRENDS AND THAT DO NOT RELATE SOLELY TO HISTORICAL MATTERS. FOR EXAMPLE, FORWARD-LOOKING 
STATEMENTS MAY PREDICT FUTURE ECONOMIC PERFORMANCE, DESCRIBE PLANS AND OBJECTIVES OF 
MANAGEMENT FOR FUTURE OPERATIONS, PERFORMANCE AND RISK AND MAKE PROJECTIONS OF REVENUE, 
INVESTMENT RETURNS, RISK CALCULATIONS OR OTHER FINANCIAL ITEMS. FORWARD-LOOKING STATEMENTS CAN 
GENERALLY BE IDENTIFIED AS STATEMENTS CONTAINING THE WORDS “WILL,” “BELIEVE,” “EXPECT,” “ANTICIPATE,” 
“INTEND,” “CONTEMPLATE,” “ESTIMATE,” “ASSUME,” “TARGET” OR OTHER SIMILAR EXPRESSIONS. SUCH FORWARD-
LOOKING STATEMENTS ARE INHERENTLY UNCERTAIN, BECAUSE THE MATTERS THEY DESCRIBE ARE SUBJECT TO 
KNOWN (AND UNKNOWN) RISKS, UNCERTAINTIES AND OTHER UNPREDICTABLE FACTORS, MANY OF WHICH ARE 
BEYOND CONTROL. NO REPRESENTATIONS OR WARRANTIES ARE MADE AS TO THE ACCURACY OF SUCH FORWARD-
LOOKING STATEMENTS.  
 
 
 
 
 
 
 
 


