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Continuing the post-crisis trend, U.S. stocks have outperformed the rest of the world this year. Russ explains why.
By most metrics this has been a remarkable year for investors. Stocks are up more than 15%, their best start in decades.
Nor is it just stocks. The risk-adjusted return (Sharpe Ratio) on a typical stock/bond portfolio is producing similarly
spectacular results. But while the magnitude of year-to-date returns is clearly abnormal, in another sense 2019 resembles
the post-crisis norm: U.S. equities are outperforming the rest-of-the-world (ROW).
As has been the case in previous years, the out-performance of U.S. stocks over most other markets is being driven by a
mix of better earnings growth and relentless multiple expansion (see Chart 1). Since 2010, the S&P 500 Index has
outperformed (on a price basis) the MSCI ACWI ex-U.S. Index by an average of 70 basis points (bps) a month, a
statistically significant difference.

While investors have become accustomed to this state of affairs, it was not always the case. In the period between 1990
and the end of 2009, the return differential between U.S. and non-U.S. equities was much smaller. During that period the
average monthly performance spread was 22 bps, the median, which is less influenced by extreme observation, an even
more insignificant 8 bps.
All of this raises the question: Why have U.S. stocks been perennial out-performers since the financial crisis? There are
many potential explanations, but one simple one is profitability.
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During the “aughts” decade, the average spread in profitability, measured by the return-on equity (ROE) between the S&P
500 Index and the MSCI ACWI-ex-U.S. Index was roughly 1.5%. Not only was the spread relatively narrow, but those
years witnessed a prolonged period, leading up to and including the financial crisis, when profitability was higher outside of
the United States.
Things have changed post-crisis. Since the beginning of 2010 the average ROE spread between the two indexes has
widened to 3.7%. Just as important, since the start of the decade, there has not been a single month when U.S. corporate
profitability was below the ROW. Put differently, not only have U.S. companies been significantly more profitable than their
non-U.S. counterparts, but excess U.S. profitability has been consistently more reliable in the post-crisis environment.

Faster growth the key
Why this should be the case is not hard to understand. U.S. growth, while below the pre-crisis norm, has been consistently
faster than Europe and Japan, particularly when you compare nominal growth, i.e. the rate of growth before adjusting for
inflation. Faster growth supports higher operating leverage.
The U.S. is also increasingly home to the world’s marquee companies in technology and communications, companies that
tend to be consistently more profitable than the broader market. A quick example illustrates the point. The top three
companies in the S&P 500 are Microsoft, Apple and Amazon. Their average ROE is 39%. By contrast, the top three
companies in Europe–Total, SAP and LVMH–have an average ROE of 14%. Perhaps it’s not such a mystery why U.S.
companies, despite materially higher valuations, continue to outperform.
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Investing involves risks, including possible loss of principal.
This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation,
offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of May
2019 and may change as subsequent conditions vary. The information and opinions contained in this post are derived from
proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not
guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no responsibility arising in any other
way for errors and omissions (including responsibility to any person by reason of negligence) is accepted by BlackRock, its
officers, employees or agents. This post may contain “forward-looking” information that is not purely historical in nature.
Such information may include, among other things, projections and forecasts. There is no guarantee that any forecasts
made will come to pass. Reliance upon information in this post is at the sole discretion of the reader. Past performance is
no guarantee of future results. Index performance is shown for illustrative purposes only. You cannot invest
directly in an index.
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