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Venturing overseas
by Andrew Hardy, CFA

With the skies and borders mostly open for 
international travel again, I’ve been visiting 
our parent company’s home market of South 
Africa this past week, a welcome opportunity 
to catch up with colleagues and clients in 
person. The hot topic has been investing 
overseas, following the local central bank’s 
recent relaxation of offshore investment limits; 
now investors can take up to 45% overseas. 
One of the many questions this brings into 
focus – for investors there but also around the 
world – is the risks that come with having so 
much of a portfolio invested overseas, and 
how best to manage them.

The high-level risks one must consider fall into 
the same categories as those found in the 
domestic market (macroeconomic, political, 
market related, geological etc.) but now with 
many more underlying shapes and colours. 
While the number of risks is multiplied across 
many geographies and regions, they’re of 
course not additive due to diversification 
benefits. 

It’s important to remember that risks aren’t 
necessarily all bad; investing is all about 
deliberately exposing oneself to many such 
risks on the basis that they are rewarded 
over the long term. For instance, over a very 
long period of the last 122 years, investors in 
US equities have achieved approximately 
a 7% annual real (above inflation) return1 – 
handsome reward for bearing the associated 
risks!

Currency risk is often the first thing investors 
worry about when going overseas, however 
it’s by no means unique to international 
portfolios. Consider the contrasting fortunes 
(on average) of net importing business in the 
domestic market, relative to net exporters for 
a given move in the domestic currency. This 
is the manifestation of an indirect currency 
exposure. The greater concern attached to 
direct exposure to international currencies is 
reasonable, given it can be one of the more 
volatile risk factors in the short term, however, 
it usually has less impact over the long run. 

Often risks can lie undetected beneath the 
surface; a portfolio of hundreds of stocks 
across multiple geographies might appear 
well diversified but could still be heavily 
exposed to a common underlying risk factor, 
such as if they were all heavy importers of a 
certain raw material. Another more subtle 
example would be taking an overweight to 
‘value’ stocks while underweighting interest 
rate duration – both are likely to detract from 
performance at the same time e.g., when 
bond yields are falling.

The key to more effective and successful risk 
management in any portfolio, domestic or 
international, is to understand and monitor 
the various risks, while ensuring the right level 

of exposure to each. Asset allocation is a key 
part of this solution, but not everything. A well-
constructed portfolio should capture as much 
of the benefits of the desired rewarded risks 
as possible (for a given overall risk budget), 
while diversifying as much of the associated 
volatility away as is possible by mixing in un/
low correlated assets as far as possible. 

A good case can be made for strategically 
allocating to a broad basket of defensive or 
diversifying assets at any given time, especially 
given the range of choices an international 
universe brings. The allocation of a multi-
asset portfolio to this area could fluctuate 
over time depending on the opportunities 
in other asset classes, but diversifying your 
diversifiers beyond just government bonds, 
to include areas such as precious metals, real 
assets, hedge fund strategies etc. brings huge 
diversification benefits for portfolios. 

The various risk factors an international 
portfolio is exposed to will manifest themselves 
to varying degrees through time and will drive 
divergence in returns relative to other asset 
classes, countries, or broad benchmarks. 
Rather than fearing this, the associated 
volatility can be welcomed by those in a 
position to take advantage of the valuable 
tactical asset allocation opportunities it brings. 

As a current example, we believe the Japanese 
equity market represents an exciting long 
term investment opportunity. In aggregate 
the market appears undervalued relative to 
its earnings power and asset values, but a 
position becomes more compelling when you 
factor in that the economy and stock market is 
relatively lowly correlated to Western markets. 
On top of that, there’s arguably a greater 
potential reward for active management 
there, due to the depth, breadth, complexity, 
and low sell side coverage of the market. 

The bottom line is that international 
investment risks can and should be managed, 
not eliminated. As with investments in the 
domestic market, good risk management 
requires a long term, consistent process 
with carefully considered and deep 
diversification across asset classes, strategies 
and currencies. Furthermore, we believe in 
always having a very deep understanding 
of the strategies or securities we hold before 
investing in them, as being selective about 
what you hold in the first place is one of the 
best and most underappreciated forms of risk 
management. Most of us have encountered 
our share of surprises or troubles on foreign 
expeditions, and have learnt it pays to set off 
well prepared…

Source: Momentum Global Investment Management, 
Bloomberg Finance L.P.. 
1 Yale University, http://www.econ.yale.edu/~shiller/data.htm
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts of 
interest. Unless otherwise stated, this e-mail 
is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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