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It’s time for investors to rethink geographic
diversification

A multipolar world implies a review of asset allocation

A multipolar world

At the end of the Cold War, the world saw the emergence of what was essentially a unipolar system
dominated by the United States - politically, militarily, economically and technologically. Even so, the
establishment of the European Union in the 1990s and the rise of China in the 2000s gradually
reshaped this balance, while emerging regional powers, such as India, Brazil and Saudi Arabia, also
increased their influence. Even though multipolarity had been in the making for some time, the Trump
administration’s isolationism and trade war have hastened its arrival, at least from the economic
standpoint.

This regime shiftis clearly not without consequences. A multipolar world is more fragmented and less
predictable. It also involves new geopolitical dynamics as some major powers compete for influence
while others establish closer relations and step up their trade. A multipolar world can reorganize itself
according to changing political and economic interests, contrary to the views apparently held by the
Trump administration’s strategic advisers, who act as if American exceptionalism were an immutable
truth. Although geographic diversification hasn’t been a key criterion for investors in a unipolar
context, the prospect of this new regime makes overexposure to U.S. assets increasingly difficult to
justify.

Changes in historical correlations

Since China joined the World Trade Organization in 2001, globalization has intensified, leading to a
sharp rise in the correlation of stock market returns between countries. In this context, geographical
diversification has proved less useful. The prolonged outperformance of the U.S. stock market since
2010 has also contributed to investors’ lack of interest in international equities. Moreover,
institutional investors have favoured a factor-based approach (styles, sectors, themes, etc.) rather
than seeking exposure to a particular country or region. Finally, the growing weight of multinationals,
which are, by definition, exposed to the entire world, has also reduced the need for geographical asset
allocation.



The correlation of returns between stock markets has increased since the 2000s
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A similar rise in the correlation between bond markets has also occurred since the 2000s.
Globalization and the increase in trade flows have significantly reduced the inflation differential
between countries. This convergence has helped reduce the dispersion of returns on government-
debt markets. A multipolar world could lead to higher inflation differentials — even in the short term —
as U.S. tariffs and the resulting retaliatory measures unevenly impact supply chains and production
costs in different markets.

Lower inflation differentials across countries have increased bond market correlation

Inflation Rates Dispersion Between G7 Countries Correlation of Bond Markets With the World Index
Standard deviation Correlationof weekly returns, averages per decades
5.0 1.0
mEurope mUS. France Germany mitaly mUK. Japan mCanada ®mEM
a5 0.9
a.0 0.8
35 y 07
3.0 Y 06
25 - 0.5
2.0
. 0.4
15 o
- 0.3
1.0 T e
- 0.2
0.5
. . 01
i 1
1972-85 1986-96 1997-2012 2013-21* 0.0
*before the impact of the pandemic 80s 90s 00s 10s 20s
Sources: DGAM, LSEG, May 2025 Sources: DGAM, LSEG, Bloomberg, May 2025

The new trade regime disrupts the supply chain

Optimization of the global supply chain is based on the comparative advantages of countries, such
as the quality of their infrastructure, and the strategic decisions that companies make to take
advantage of them. It leads to higher profit margins for businesses and lower prices for consumers.
International competition thus helps contain inflation, promoting low interest rates and economic
growth. In the 1980s, Republican President Ronald Reagan defended such competition, deeming it a
driver of innovation, in contrast to protectionism.

Under the Trump administration’s tariff regime, the supply chain of U.S. companies is no longer
optimized on the basis of production costs but according to the origin of components. Companies
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must absorb the inherent cost increase within their profit margins or try to pass some of the increase
on to consumers in the form of inflation. Large importers, such as retailers and the automotive
industry, are among the most affected. In international markets, U.S. multinationals are also being hit
with tariffs in response to their government’s actions.

In contrast, European and Asian multinationals are benefitting not only from a less disrupted supply
chain but also from U.S. companies’ loss of competitiveness on international markets and
sometimes even from boycotts of their products, Boeing and Tesla being prime examples. That being
said, they have to offset their loss of market share in the United States by developing new outlets.
New trade agreements between countries deemed to be reliable partners will be the order of the day,
at the expense of U.S. firms struggling with their government’s isolationism. The recent free-trade
agreement between India and the United Kingdom, as well as the acceleration of trade talks between
China, Japan and South Korea, is evidence of the ongoing reorganization.

Obviously, Asian and European firms are not exempt from difficulties under this regime. Those that
choose to play the Trump administration’s game in order to maintain market share in the United
States have to invest in marginally profitable, or even unprofitable, operations on U.S. soiland absorb
part of the tariffs within their profit margins. Even if growth is elsewhere, the United States is still a key
market, especially for car manufacturers.

The share of revenues from the United States is low for Chinese companies
but much larger for European and Japanese companies
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Uncertainty: another burden for U.S. companies

Even though comparative advantages determine a country’s place on the global economic stage,
ideological decisions by heads of state can undermine it by holding back a nation’s investment,
research and development, and progress. The unpredictability of the economic policies we’re seeing
this yearis inimical to business investment. In such an environment, long-term investment decisions
thatrequire significant capital are likely to be postponed or cancelled. If a company thinks the current
administration — or the next one — will reduce or cancel the tariffs, it will shelve its plans to expand,
under duress, in the United States.

The propensity of banks to lend could also be an issue. If they tighten their credit standards owing to
uncertainty, investment will be even more limited. The drastic drop in U.S. business investment
intentions this year illustrates the negative impact of uncertainty on capital spending.
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An unpredictable environment is unfavourable to investment
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In contrast, China, Japan, South Korea and the Southeast Asian (ASEAN) countries have recently
pledged to collaborate more, increase trade and provide a more predictable environment for
business.

The relative valuation of the stock markets offers a useful starting point for
diversification

For the long-term investor, it seems like a good time to diversify, from the standpoints of relative
valuation and market sentiment (investor appetite) alike.

The U.S. stock market is extremely expensive relative to its own history and to other stock markets.
Until recently, this American exceptionalism was justified by the greater profitability and the
technological advancement of U.S. companies. That being said, new import taxes and less
competitive production costs in the United States will undermine profitability. As for the United
States’ technological lead, it is rapidly diminishing as China advances.

The high valuation of U.S. equities implies their future returns will be less attractive
than those of international equities, which are much less expensive
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Investors’ appetite for U.S. financial assets has been undeniable in recent years, as evidenced by their
extremely high allocation to this market, as well as the record concentration of the MSCI ACWI in U.S.
equities (more than 64% in 2025 versus 50% in 2014). So there’s a long way to go in terms of
rebalancing and diversification. The unpredictability of the Trump administration, or just its shocking
rhetoric, is likely to continue driving capital away. The devaluation of the greenback illustrates the
decline in interest in U.S. financial assets since the start of the year. The outperformance of
international equities this year could well mark the beginning of a long rebalancing.

The weight of U.S. equities in the MSCI ACWI has increased significantly over the years
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Conclusion

U.S. isolationism is a regime shift that has quickly led to a series of fundamental adjustments around
the world, ranging from Germany’s program to modernize its defence and infrastructure to the trade
agreements signed in Asia and Europe. All these countries want to quickly reduce their dependence
on the United States and diversify their sources of revenue.

The United States’ share of the world economy, at about 20%, remains large but is falling. In contrast,
the weight of U.S. equities in global market capitalization, at more than 63%, has risen sharply over
the years, well beyond what is justified by their fundamentals and growth prospects.

The imbalances between countries’ global market capitalization
and true economic weight are significant
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We think a rebalancing is quite likely. The relatively attractive valuation of equity markets outside the
U.S. and investors’ limited positioning in them also support rebalancing. Remember that nearly 80%
of the world’s economic activity takes place outside the United States. The markets with the fastest-
growing middle class, the greatest infrastructure needs and the most abundant labour force are in
Asia. The fact that Europe, whose economic weight is equal to that of the United States, is rolling up
its sleeves and uniting in response to the many challenges awaiting it could very well contribute to a
structural shift that holds promise over the medium and long terms.

In a world that is once again multipolar, we’re in favour of rethinking entrenched ideas about sources
of diversification and of reviewing investment policies in terms of geographical positioning, the limits
of which are often dictated by benchmark stock and bond indexes. To thrive in a changing world, we
will have to look boldly beyond the strictures imposed by such benchmarks.

To take full advantage of the benefits offered by geographical diversification, don’t hesitate to contact
us directly. We offer top-down global equity strategies, with geographical distribution playing a key
role in the decision-making process.

Jean-Pierre Couture

Economist and Senior Portfolio Manager
Desjardins Global Asset Management
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Thisdocument has been prepared by Desjardins Global Asset Management Inc. (DGAM) for informational purposes only.

The information included in this document is presented for illustrative and discussion purposes only. The information
has been obtained from sources that DGAM believes to be reliable, but it is not guaranteed and may be incomplete. The
information is current as of the date indicated herein. DGAM assumes no obligation to update this information or to
communicate any new facts regarding the topics, titles or strategies discussed. The information presented should not
be considered as investment advice or recommendations to buy or sell securities, or recommendations for particular
investment strategies. This document should not be considered or used in any way for the purposes of an offer to buy
units in a fund or any other offer of securities in any jurisdiction. Nothing contained herein is a representation that any
investment strategy or recommendation contained herein is appropriate for an investor's circumstances. In all cases,
investors should conduct their own audits and analyses of this information before taking or omitting to take any action in
connection with the securities, strategies or markets that are analyzed in this report. It is important not to base
investment decisions on this document alone, which is not a substitute for due diligence or the analytical work required
of you to justify an investment decision.

The information is intended to be general and intended to illustrate and present examples of DGAM's management
capabilities. All views, observations and opinions are subject to change without notice.

The market context and strategy disclosures are a summary of DGAM's observations on the contracts as a whole and its
strategy as of the date indicated. Different perspectives can be expressed based on different management styles, goals,
opinions, or philosophies.

The information is presented in a confidential manner and is intended only for institutional investors. Under no
circumstances may this document be reproduced, in whole or in part, or distributed, published or referred to in any way,
nor may the information, opinions or conclusions contained therein, without the prior written consent of DGAM.

The Desjardins brand is a trademark of the Fédération des caisses Desjardins du Québec used under license.
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