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Review
We are pleased to report a year of very strong outperformance, in which the International Select Strategy returned +12.69% (12.25% net 
of fees) vs. +3.82% for the benchmark, the MSCI EAFE Index. During the fourth quarter, the strategy returned -4.71% (-4.81% net of fees) 
vs. -8.11% for the benchmark. Results for the strategy since inception are fantastic, with a cumulative return of +102.46% (98.29% net of 
fees) vs. +36.27% for the benchmark, making it by a wide margin the #1 top-performing strategy in the entire eVestment EAFE All Cap 
Equity peer group (Source: eVestment 12/31/20241).

The most newsworthy event impacting developed markets in the fi nal quarter of 2024 was Donald Trump’s victory and accompanying 
red sweep in the U.S. elections. Other geographies also saw signifi cant political developments over the quarter, with Canada and the 
two largest members of the E.U. in GDP terms also on the cusp of changes in the balance of power. Germany’s ruling coalition was 
brought to an end immediately after Trump’s victory – an important event with potentially signifi cant fi scal implications, which feels 
somewhat under-emphasized amidst the headlines from the U.S. The German federal elections will be held at the end of February. 
Additionally, in early December Michel Barnier became the shortest-serving prime minister in modern French political history when he 
resigned after a vote of no confi dence over his fi scal plans. It is unclear yet whether new elections will be required in France. 

What is clear is that monetary policy in Europe and other developed markets have continued their shift to a more dovish stance over the 
fourth quarter. This is likely to persist with disinfl ationary trends enduring in all of the Euro area, United Kingdom, Canada and Australia. 
In the U.S., the FOMC lowered the Fed Funds rate by 25bps at its December meeting. However, Chairman Powell also hinted at a slower 
pace of rate cuts ahead and fi nancial markets have sharply reduced their expectations for monetary policy easing. The implication 
from Powell’s comments is that the post-election changes in the outlook for trade, immigration, fi scal and regulatory policy are at least 
modestly infl ationary. Longer-term bond yields had already started moving higher in advance, ironically infl ecting higher after the Fed cut 
rates at its September meeting. At 4.57% on December 31st, the U.S. 10-year yield sat nearly 100bps higher than where it did prior to that 
event. In prior letters we have pointed out that a combination of a large structural budget defi cit and the much-reduced rate-sensitivity 
of the economy argue for higher real rates. The higher longer-term yields in the U.S. have, to varying degrees, been replicated in the 
international developed markets.

The exception to dovish central bank stances has been Japan, where the BoJ maintained the policy rate at 0.25% at its December 
meeting, but presented an assessment of economic activity and prices that points to an ongoing gradual increase in rates. The central 
bank’s review indicated that it sees Japan’s defl ation risk as coming to an end with medium to long-term infl ation now rising towards 
2%, a view supported by a higher-than-expected rise in core consumer prices in November. The BoJ stated that its neutral real rate of 
interest remains within a range of -1.0% to +0.5%, highlighting a large gap with the current policy level. 

Euro area PMIs improved towards the end of the year with stronger services off setting further deterioration in manufacturing activity, 
likely infl uenced by the elevated trade policy uncertainty emanating from the United States. Germany has been amongst the most 
impacted, and the aforementioned federal election on February 23 could be a pivotal moment for its economy. The likely new 
chancellor, Friedrich Merz, promises market-oriented reforms of the tax and welfare system, and the manifesto of his center-right CDU/
CSU leaves open the possibility of reforming Germany’s “debt brake”. This could, depending on the electoral math, allow Germany to 
use its considerable fi scal space for increased defense and infrastructure spending. 

1Based on data submitted to eVestment as of 01/17/2025. Peer group defi ned as all EAFE All Cap Equity strategies tracked by eVestment. eVestment provides third party databases, including the 
institutional investment database from which the presented information was extracted.  Over 4,500 fi rms actively submit data to eVestment. No representation or warranty is made by Oberweis 
Asset Management, Inc. (“OAM”) as to the validity and appropriateness of the eVestment rating. eVestment ratings should not be viewed as representative of the experience of other investors and 
is no guarantee of future performance. OAM pays a subscription fee for services to eVestment.

AVERAGE ANNUAL TOTAL RETURNS (

QTD 1-YR 3-YR 5-YR Since Inception*

International Select (gross of fees) -4.71% 12.69% -6.15% 12.43% 14.38%

International Select (net of fees) -4.81% 12.25% -6.52% 11.99% 13.93%

MSCI EAFE -8.11% 3.82% 1.65% 4.73% 6.07%

Past performance is not necessarily indicative of future results. Performance is historical and includes the reinvestment of dividends and other income. 
Unusually high returns may not be sustainable. The strategy invests in rapidly growing smaller and medium-sized companies that may off er greater return 
potential. However, these investments often involve greater risks and volatility. Foreign investments involve greater risks than U.S. investments, including 
political and economic risks and the risk of currency fl uctuations. Net-of-fee composite returns are calculated using the highest model investment advisory 
fees applicable to portfolios within the composite.  Advisory fees are disclosed in Part II of Form ADV.

*The inception date of the Oberweis International Select strategy is 9-30-19.  Oberweis Asset Management, Inc. (“OAM”) is an independent investment management 
fi rm that is not affi  liated with any parent organization. The composite returns are comprised of all fully discretionary accounts with a minimum value of $5.0 million. 
Accounts are dollar-weighted within the composite and reported in U.S. dollars.

The MSCI EAFE Index is an equity index which captures large and mid-cap representation across 21 Developed Markets countries around the world. excluding the 
US and Canada. The index is comprehensive, covering approximately 85% of the free fl oat-adjusted market capitalization in each country. It is not possible to invest 
directly in an index. 
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Outlook
Looking ahead to 2025, the contrasting opportunity sets of U.S. versus international equities appear stark.

While the U.S. economy has been stronger than most others, the gap in valuations is extreme. From experience, this may be a 
case of everybody chasing past performance, which does not usually work out well. Over the next decade, the U.S. economy 
may lead the world, but given starting valuations, U.S. stocks may not. Valuations matter a lot, and U.S. equity valuations are high 
compared to non-U.S. peers. In the fourth quarter, capital was very sizably deployed to U.S. equities with record infl ows, drawn 
by building pro-business sentiment, stronger economic activity momentum, data that is supportive of the so-called Goldilocks 
scenario, and concern over the impact of Trump trade policies on non-U.S. economies.

The valuation characteristics of the market echo this optimism. The forward multiple of the S&P 500 increased by +3 points in 
2024 to a historically high ~22x, even though it increasingly looks like real ten-year yields will stay above 2%. This combination 
of a higher multiple with higher discount rate means the market is factoring in high real earnings growth and/or a lower equity 
risk premium. Furthermore, price momentum in the U.S. has been extreme, with stocks in the highest quintile of price momentum 
outperforming by more than +20 points over the year, a run that puts it in the top 3% of seven decades of history. As a result, U.S. 
valuations leave little room for error in a setting where there are many policy unknowns. 

In comparison, non-U.S. economies have more problems, but they are already widely discounted in stock prices.  There is a lot 
of room for something positive to happen. The threshold to surprise on the upside is low when the valuation gap is as big as it is 
today. The PE discount of international stocks to the U.S. is at the widest level for 20 years, around two standard deviations above 
the mean with every sector discount above its average of the last two decades, in most instances signifi cantly. One can reasonably 
make the case that the cost of equity in Europe is currently near its highest point at a time when the quality of its listed companies 
is as high as ever. Moreover, in the European large cap indices, domestic revenue exposure is lower than one might initially think: 
Only 15% of CAC-40 revenues come from France, only 24% of FTSE 100 revenues from the U.K., and only 19% of the DAX revenue-
base is derived from Germany. Companies such as SAP with revenues from around the globe have demonstrated that global 
winners are winners irrespective of where they happen to be listed. It is thus not surprising that while the European economy is 
growing slowly, European stock market indices such as the DAX and FTSE, which are dominated by global companies, are hitting 
all-time highs. 

As a recent Goldman Sachs note points out, the European equity market has evolved over time, challenging traditional 
perceptions. Europe is dominated by international companies with strong growth, strong cash fl ows, low volatility, high and 
stable margins, and solid balance sheets with strong cash balances. Their dominance is supported by high barriers to entry and 
signifi cant reinvestment in Capex and R&D. Unfortunately, many investors are avoiding Europe as they are too focused on the 
state of the European economies and are, as a result, missing out on the returns provided by the dominant, global European-listed 
companies.

Valuation starting points matter in investing, and in the current highly attractive valuation context, it is not diffi  cult to envisage 
scenarios whereby capital rotates back into international equities. For a start, economic policy uncertainty is unusually high in 
the Eurozone, and particularly so in France and Germany, with tariff  uncertainty front and center. In fact, trade policy uncertainty 
in Europe is close to the maximum levels seen during the last Trump Presidency. Thus, insofar as the uncertainty itself is a key 
drag on current European growth, a reasonable conclusion is that the emergence of clear policy early in 2025 will be a clear net 
positive for European activity.

Additionally, German elections will be complete by the end of February and, as alluded to above, a pro-cyclical outcome that 
is applauded by markets remains likely. Former ECB President and Italian Prime Minister Mario Draghi released a paper in 
September titled “The future of European competitiveness” calling for, amongst other things, greater investment into research and 
innovation, defense capabilities and digital infrastructure, as well as advocating deeper banking and capital markets union. CDU 
leader Merz, the most likely next German Chancellor, is broadly supportive of the recommendations of the Draghi report. With 
so much of the criticism of Europe centered on the lack of innovation and dynamism in its main economies, in part caused by a 
throttling interference from regulation, these are realistic policy catalysts for Eurozone equities at a point where valuations do not 
need much to go right to preface outperformance. 

Furthermore, a resolution to the Ukraine confl ict, followed by both reconstruction and lower energy prices, coming after a period 
in which the continent has undergone a signifi cant price shock, would be very bullish for European equities. It is also worth noting 
that the continent’s current relatively subdued economic activity in combination with heightened external pressures is likely to 
presage easier monetary conditions. Lower rates can reasonably be expected to off er strong support for European stocks with 
equity yields well in excess of policy rates. 
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Outlook (continued)
In Japan, Tokyo Stock Exchange reforms continue to usher in a regime change in the country’s governance policies with an 
emphasis on improving returns on equity. Capital returns are increasing, crossholding unwind is continuing and defragmentation 
and M&A are gaining momentum. Additionally, the macro backdrop is highly constructive with real GDP growth and improving 
visibility around key policy initiatives, such as monetary policy normalization, real wage growth and increased defense spending. 
Importantly, it appears as though the Japanese economy has crossed a key checkpoint towards sustainable infl ation, with a 
powerful virtuous cycle of wages and prices likely to continue in 2025. As evidenced by an acceleration in AI-related patent 
applications over recent years, the country’s innovation culture remains strong, earnings estimates have been on a gradually 
improving trend, and the forward PE remains below the long-term average and near the bottom of its 25-year range.

In many cases, exuberant investors bid up a theme higher than what is rational and it is very hard to predict the precise timing of a 
subsequent shift. Many times such shifts occur rapidly and most investors identify them too late. We expect to look back in 2035 
and realize that 2025 marked a nadir in the sentiment towards and valuation of international equities, making it an historically 
attractive entry point. In fact, we may already be witnessing the turn of the tide. So far in 2025, European equities are beating 
all other major global equity markets. Eight of the nine best-performing markets are European. The Bloomberg European equity 
aggregate has outperformed the US by 210bps so far in 2025. The Europe Stoxx 600 is on track to outperform the S&P 500 for 
a second straight month. Given the current highly attractive starting point and still steep discount, the team recently added again 
signifi cantly to their personal holdings in the strategy. 

Portfolio Highlights
At quarter-end, the portfolio was invested in 40 stocks in 13 countries. Our top fi ve country weightings (portfolio weighting versus 
the MSCI World EAFE Index) at the end of the quarter were United Kingdom (21.5% vs. 14.9%), Germany (19.6% vs 9.2%), Japan 
(17.3% vs 23.2%), France (8.6% vs 11.1%), and Switzerland (5.6% vs 9.6%). On a sector basis, the portfolio was overweight industrials 
(23.8% vs. 17.8%) and underweight healthcare (5.4% vs. 12.4%).

Organization Update
There are no changes to the International team or strategy.

Oberweis Asset Management Investment Philosophy
We believe that investing in innovative companies driving revenue and earnings growth in excess of expectations results in 
superior investment performance over long periods of time. The entrepreneurial spirit is alive and well at these companies. Many 
uniquely address the needs of their customers with patented new products and services. Successful investing, however, demands 
more than fi nding companies with good growth prospects. It also requires the patience and fortitude of a long-term investor and to 
hold structural winners through the short-term jitters of the stock market. 

For more information please contact:
Brian K. Lee, Director of Marketing & Client Service
(630) 577-2321   |   brian.lee@oberweis.net

Marc Carlson, Director Marketing & Client Service
(630) 577-2364   |   marc.carlson@oberweis.net

Characteristic Defi nitions:
Forward P/E (Price to Earnings) Ratio: This is a measure of valuation. It divides the current share price of a 
company by the estimated future (“forward”) earnings per share (EPS) of that company.


