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15 Picks Based on Experts’ Forecasts
Experts think foreign stocks, especially emerging markets, are attractive. Here are Morningstar’s favorites for those themes.

01-22-2020 | by Christine Benz

Sensible investors quite reasonably go on the defense when
they hear “market forecast.”
After all, it’s incredibly difficult to predict which way the
market will go--so much so that most firms take a strategic
(long-term and hands-off) approach to asset allocation
rather than managing their client portfolios’ asset allocations
tactically.
But the fact is, you need to plug in some kind of return
assumptions for the major asset classes when putting
together a financial plan. You could simply stick with
historical returns for stocks and bonds--8% to 10% or so for
stocks and 5% to 6% for bonds. The risk of that approach,
however, is that these markets’ returns over your particular
planning horizon might look different than those long-term
forecasts, either better or worse.
My now-annual compendium of various asset managers’
asset-class forecasts is meant to help investors make
realistic assumptions of what their portfolios might return
over the next decade. Of course, most individuals are
planning for a time horizon of more than 10 years. But if
the prognostications are notably pessimistic, as they have
been recently, that suggests that investors should trim their
portfolio’s long-term return assumptions, too. (The shorter
the investors’ time horizon, the bigger that haircut should
be.)
The expert forecasts can also come in handy when thinking
about whether your portfolio needs to be repositioned.
Indeed, the forecasts may well amplify portfolio shifts you’ve
been contemplating already. For example, many hands-off
investors have seen their foreign-stock holdings shrink in
importance relative to U.S., thanks in large part to strong

performance from domestic markets. Not only are their own
Morningstar Portfolio X-Ray views suggesting that it’s time
to rebalance, but bullish forecasts for foreign stocks provide
further impetus to do so.
With that in mind, I’ve highlighted some of the key themes
from last week’s article, as well as some corresponding
mutual fund, exchange-traded fund, and even individual
stock picks that correspond with those themes. For mutual
funds and ETFs, I’ve focused on Morningstar Medalist
funds; for individual stocks, I’ve focused on those that earn
Morningstar Ratings of 4 or 5 stars currently.
Core Foreign Stocks
The Bull Case: Foreign markets had a terrific year in 2019.
While most foreign-stock funds underperformed their U.S.focused counterparts, that differential owed primarily to the
dollar’s strength relative to foreign currencies, not underlying
weakness in the markets themselves. But judging from
our expert forecasts, there’s still gas in the tank for foreign
stocks: Every firm we sampled expected better returns from
foreign stocks than U.S. names over the next seven to 10
years. (Time horizons for the forecasts varied by firm.)
The Picks: If you’ve decided it’s finally time to up your
portfolio’s allocation to foreign stocks, there are a few key
ways to do so.
For individual stock investors, Morningstar’s research
corroborates the notion that foreign stocks look inexpensive
relative to U.S. stocks: Fully two thirds of the stocks that
currently receive 4- or 5-star ratings are domiciled outside
the United States. When I screened for non-U.S. names
with 4 or 5 stars, wide moats, and low fair value uncertainty
ratings, four stocks fit the bill: Anheuser Busch (BUD), British
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American Tobacco (BTI), Imperial Brands (IMBBY), and Roche
Holdings (RHHBY). The tobacco makers currently rate 5 stars,
but they may not appeal to all investors for ethical reasons.
For investors who would rather not pick individual stocks,
plenty of mutual funds provide broad-based exposure to
non-U.S. names. One of my favorite active funds is American
Funds International Growth and Income (IGIFX), which I’ve
used as the core non-U.S holding in my “bucket” model
portfolios for retirees. The fund had a standout year in 2019,
owing in part to its heavy exposure to technology stocks. But
the fund, which has a Morningstar Analyst Rating of Gold,
also has long-term appeal thanks to its reasonable costs
and sensible strategy. (Sibling American Funds EuroPacific
Growth (AEPGX) is also Gold-rated.)
For investors who can withstand some volatility, Oakmark
International (OAKIX) is a topnotch, contrarian-minded
choice that is currently open to new investors. (It has been
periodically closed over the years.)
If you’re in search of a single non-U.S. fund that covers the
waterfront, it’s hard to go wrong with a broadly diversified
foreign-stock index fund. Morningstar has several Goldrated passive foreign-stock funds: iShares Core MSCI Total
International Stock (IXUS) and Vanguard Total International
Stock Market Index (VGTSX) are among the best. (The
iShares fund is ETF-only, whereas the Vanguard fund is
available as an ETF or traditional index fund.)
Emerging-Markets Stocks
The Bull Case: A handful of the firms in our roundup
of market forecasts believe that the emerging-markets
subgroup of the foreign-stock universe is particularly
attractive today. Grantham Mayo Van Otterloo, for example,
is pessimistic about the prospects for U.S stocks and bonds,
anticipating that both asset classes will end up in the red in
inflation-adjusted terms over the next seven years. But its
outlook for emerging-markets equities--4.5% real returns-is robust by comparison. Research Affiliates is similarly
pessimistic about U.S. stocks and bonds but sanguine
about emerging-markets equities: At year-end, its valuation-

dependent model was forecasting a whopping 6.8% real
return from emerging-markets equities over the next decade.
The Picks: Of course, many investors own emerging-markets
equities through broadly diversified foreign-stock funds. For
example, total international index funds stash more than
20% of their portfolios in emerging-markets names. That said,
some investors may choose to overweight emerging markets
even more, or might wish to maintain discrete emerging/
developed-markets funds to facilitate rebalancing.
On the active side, some of the best funds are closed or
otherwise limiting purchases for new investors, including T.
Rowe Price Emerging Markets Stock (PRMSX) and Harding
Loevner Institutional Emerging Markets (HLMEX), both Silverrated. But a handful of worthy active funds are still accepting
new cash, including Seafarer Overseas Growth and Income
(SIGIX) (Silver), GQG Partners Emerging Markets Equity
(GQGRX) (Silver), Brandes Emerging Markets Value (BEMIX)
(Silver), and Causeway Emerging Markets (CEMIX) (Bronze).
Among Morningstar’s top-rated passive options for
emerging-markets exposure are iShares Core MSCI Emerging
Markets (IEMG), Schwab Emerging Markets Equity (SCHE),
and Vanguard FTSE Emerging Markets (VWO). The Vanguard
fund is available as either a traditional index mutual fund or
ETF.

To determine if the Causeway Emerging Markets Fund is an appropriate investment for you, carefully consider the Fund’s investment
objectives, risk factors, charges and expenses before investing. Please read the summary or full prospectus carefully before you invest or
send money. To obtain additional information including charges, expenses, investment objectives, or risk factors, or to open an account, call
1.866.947.7000, or visit us online at www.causewayfunds.com.
Mutual fund investing involves risk, including possible loss of principal. In addition to the normal risks associated with equity investing, international
investing may involve risk of capital loss from unfavorable fluctuations in currency values, from differences in generally accepted accounting principles,
or from economic or political instability in other nations. The Fund may invest in derivatives, which are often more volatile than other investments and
may magnify the Fund’s gains or losses. Emerging markets involve heightened risks related to the same factors, as well as increased volatility and
lower trading volume. Current and future holdings are subject to risk. Diversification does not protect against market loss. There is no guarantee that
securities mentioned will remain in or out of the Fund.
Causeway Capital Management LLC serves as investment adviser for Causeway Emerging Markets Fund. The Fund is distributed by SEI Investments
Distribution Co., which is not affiliated with Causeway Capital Management LLC.
This article represents the views of the author, not those of Causeway Capital Management LLC and should not be relied on as research or investment
advice regarding any stock or fund. There is no guarantee that any forecasts made will come to pass. Information on any fund or security discussed in
this article is provided strictly for illustrative purposes and should not be deemed an offer to sell or a solicitation of an offer to buy shares of any fund
or security other than the Causeway Emerging Markets Fund that are described in this article. The reader should not assume that an investment in any
securities identified was or will be profitable.
As of 12/31/2019, the top 10 holdings of the Causeway Emerging Markets Funds were: Tencent Holdings Ltd.- 5.66%, Alibaba Group Holding – ADR5.64%, Samsung Electronics Co., Ltd. -5.48%, Taiwan Semiconductor Manufacturing Co., Ltd. – ADR- 4.70%, China Construction Bank Corp.- 3.32%,
Ping An Insurance Group Co Of- 2.12%, Lukoil – ADR-1.99%, Investimentos Itau- 1.94%, Gazprom PJSC – ADR- 1.92%, Sberbank – ADR- 1.81%.
The Morningstar Analyst Rating™ is not a credit or risk rating. It is a subjective evaluation performed by Morningstar’s manager research group, which
consists of various Morningstar, Inc. subsidiaries (“Manager Research Group”). In the United States, that subsidiary is Morningstar Research Services
LLC, which is registered with and governed by the U.S. Securities and Exchange Commission. The Manager Research Group evaluates funds based on
five key pillars, which are process, performance, people, parent, and price. The Manager Research Group uses this five-pillar evaluation to determine
how they believe funds are likely to perform relative to a benchmark over the long term on a risk adjusted basis. They consider quantitative and
qualitative factors in their research. For actively managed strategies, people and process each receive a 45% weighting in their analysis, while parent
receives a 10% weighting. For passive strategies, process receives an 80% weighting, while people and parent each receive a 10% weighting. For both
active and passive strategies, performance has no explicit weight as it is incorporated into the analysis of people and process; price at the share-class
level (where applicable) is directly subtracted from an expected gross alpha estimate derived from the analysis of the other pillars. The impact of
the weighted pillar scores for people, process and parent on the final Analyst Rating is further modified by a measure of the dispersion of historical
alphas among relevant peers. For certain peer groups where standard benchmarking is not applicable, primarily peer groups of funds using alternative
investment strategies, the modification by alpha dispersion is not used.
The Analyst Rating scale is Gold, Silver, Bronze, Neutral, and Negative. For active funds, a Morningstar Analyst Rating of Gold, Silver, or Bronze reflects
the Manager Research Group’s expectation that an active fund will be able to deliver positive alpha net of fees relative to the standard benchmark
index assigned to the Morningstar category. The level of the rating relates to the level of expected positive net alpha relative to Morningstar category
peers for active funds. For passive funds, a Morningstar Analyst Rating of Gold, Silver, or Bronze reflects the Manager Research Group’s expectation
that a fund will be able to deliver a higher alpha net of fees than the lesser of the relevant Morningstar category median or 0. The level of the
rating relates to the level of expected net alpha relative to Morningstar category peers for passive funds. For certain peer groups where standard
benchmarking is not applicable, primarily peer groups of funds using alternative investment strategies, a Morningstar Analyst Rating of Gold, Silver, or
Bronze reflects the Manager Research Group’s expectation that a fund will deliver a weighted pillar score above a predetermined threshold within its
peer group. Analyst Ratings ultimately reflect the Manager Research Group’s overall assessment, are overseen by an Analyst Rating Committee, and
are continuously monitored and reevaluated at least every 14 months.

For more detailed information about Morningstar’s Analyst Rating, including its methodology, please go to
https://shareholders.morningstar.com/investorrelations/ governance/Compliance--Disclosure/default.aspx.
The Morningstar Analyst Rating (i) should not be used as the sole basis in evaluating a fund, (ii) involves unknown risks and uncertainties which may
cause the Manager Research Group’s expectations not to occur or to differ significantly from what they expected, and (iii) should not be considered an
offer or solicitation to buy or sell the fund.
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