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Better Valuations. Innovation hotspots. Opportunities to add value. Geopolitical tensions. Debt burdens.

Trade imbalances. Equity investing outside the U.S. holds its attractions—and risks. A report from the frontlines.
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Commonfund Forum 2024 convened a Forum Spotlight
panel of hands-on investors to take a close—and timely—
look at equity investing beyond the U.S. in an environment
that holds both promise and peril. The panelists were:
Miriam Schmitter, PhD, Managing Director, CF Private
Equity; James Syme, Senior Fund Manager, JO Hambro
Capital Management Group (JOHCM); and Raj Venkatesan,
Founder and Chief Investment Officer, Trinity Alps Capital
Partners. Mark Bennett, Managing Director, Commonfund
OCIOQ, served as moderator.

The panelists’ affiliations are: JOHCM, a London-based
equity manager with nine offices around the world and
extensive experience in emerging (and developed) markets;
Trinity Alps, located in San Francisco, a boutique investment
management firm with a focus on international developed
markets; and CF Private Equity, a pioneering investor in
private equity and venture capital both in developed and
emerging markets around the world.

Mark Bennett: Returns from non-U.S. equities have
lagged those of the U.S. for quite some time, and we want
todiscuss that. But we also want to look more closely at
opportunities and risks around the world in both public
and private equities, including stops at some of the world’s
major markets, developed and emerging. Let’s begin with
those valuations and relative performance in terms of the
U.S. versus the rest of the world.
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Small and middle market
private equity managers can
take advantage of Europe’s
fragmented market

— Miriam Schmitter,
CF Private Equity

VALUATIONS AND PERFORMANCE

Bennett: The S&P 500 has compounded at arate of about
12 percent a year over the past decade. Non-U.S. developed
market equities have returned about 4 percent annually
over the same period and emerging markets just 2 percent.
Why?

Miriam Schmitter: Private markets returns have been
quite a bit different than public market equities. Inthe U.S.,
top-quartile buyout and growth managers would have deliv-
ered internal rates of return (IRRs) averaging 26 percent
annually over that period. For top-quartile managers those
same strategies in non-U.S. developed markets—which
would be about 80 percent Europe plus Japan and Austra-
lia—the IRR is neck-and-neck at 24 percent annually. For
median managers in the U.S. the IRR averaged 17 percent,
ex-U.S. it was 16.2 percent. In emerging markets, the
numbers would be about 10 percentage points below the
U.S. and Europe.

Returns have been strong in Europe because of the niches of
growth. As an example, in our European portfolio, as in our
U.S. portfolio, buyouts of smaller, niche software compa-
nies have been rewarding and there are hundreds of these
companies, making for a strong opportunity set. That's a

lot of the reason the returns in the U.S. and ex-U.S. private
markets have been so similar.

Raj Venkatesan: As investors, we sometimes think about
growth as economic growth when in reality making money
on stocks and thinking about economic growth are two
different things. Three factors drive real economic growth
over time: the working age population, productivity and the
long- and short-term debt cycle. When I'm investing, | also
look at the incentive structure for equity investors. Right
now, these factors are all positive for the U.S. You seeitin
the incentive structure for equity investors and entrepre-
neurs, whereas it's much more difficult to find when we
search country by country overseas. Another reasonit's so
appealing to invest in the U.S. is its continental economy ...
in other words, tremendous scope and scale not only in tech
but across a great many sectors. That's an advantage that
can be hard to find in other countries.
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James Syme: From an emerging markets perspective
currency is a major component of the underperformance.
The strong U.S. dollar impacts emerging economies in a way
that doesn't apply to developed markets because emerging
countries are generally deficient in terms of savings and
investments and are very dependent on external capital. A
strong dollar represents money going into the U.S. while a
weak dollar represents money flowing out of the U.S. dollar
into other currencies. When that happens, it has a hugely
stimulative effect on emerging economies and emerging
companies. Over the last 10 years the U.S. dollar has been
strong for all sorts of reasons and that leads to weakness in
emerging economies, emerging company profits and, hence,
emerging markets. | can't make the case right now that the
U.S. dollar will weaken anytime soon. But when it comes, the
impact on emerging economies and emerging markets will
far outweigh what you see in developed markets.

CHINA

Bennett: For 30 years China hasbeen a central invest-
ment thesis. Now the question is whether China is invest-
able.

Syme: China has no democracy anywhere within its gover-
nance. Human and property rights are at the whim of
Communist party leaders and that was fine until it wasn't.
The last few years have seen some extremely unfriendly
market policies imposed and they have affected domestic
confidence and global investors' views. Bear in mind, much
of the outperformance was due to levering up the economy,
which resulted in a huge increase in debt to GDP. Policy
makers finally stopped and growth has reacted accordingly.

Schmitter: For some 20 years China had strong returns
driven by avery deep pool of talented and extremely
hardworking entrepreneurs who have written remarkable
success stories. Historically, 15 percent of our private equity
program was in emerging markets and about 60 percent of
that was China. We're in a very different situation now, the
most important element being geopolitical. At least tempo-
rarily, we have reduced our exposure to emerging markets
and specifically to China.

Bennett: Raj, given two choices, opportunity or tail risk,
where would you fall on the China question?

Venkatesan: Tail risk for sure. It's not that you can't have a
trade, but on a long-term basis | agree with what's been said.
Two points: We can debate whether the debt-to-GDP ratio
is 250 percent, 300 percent or whatever. It's not clear. But
it's a big number and it makes U.S. debt seem pretty low.
Second, the bulk of that debt is in renminbi and we don't
know how much in aggregate will be in U.S. dollars. | think it
could play out to be 20 years of Japanese-type growth and
that's a difficult environment in which to make money.
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A generational shift in
Japan has managers running
businesses with a focus on
return on invested capital

— Raj Venkatensan,
Trinity Alps Capital Partners

JAPAN

Bennett: Turning to a story that’s more optimistic, alot
hasbeen going on in Japan. Raj, what’s happened to turn it
around?

Venkatesan: You still can't make an investment case based
on growth, but you are seeing corporate debt coming down a
lot. Productivity has improved for a number of reasons. The
working age population is still a problem, but generation-
ally the managers who became CEOs post-war were very
operationally focused but not so much financially focused.
That's because they had such high returns on capital. Then
the bubble burst and companies just wanted to survive. As a
result, decisions were not great for long-term equity holders.
Now, you have a generational shift where managers in their
40s and 50s are running businesses with much more of a
focus on return on invested capital.
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Schmitter: We have always liked Japan, but for a long time it
was generally overlooked. There's a limited manager set but
the quality is high and there is not too much capital pushing
into the market. As well, Japan has historically been a value
play where you can pick up companies for four to six times
EBITDA ... perhaps a bit higher now, but below anywhere
else. Speaking to generational transitions, there are many
attractive succession or carve-out situations in Japan.
Managers are also trying to diversify away from China,
meaning that capital has been going to Japan and India.

INDIA

Bennett: India has areputation of emerging as the next
big thing every five or six years but failing to deliver. To
Miriam’s point, though, lately it has been receiving more
capital. James, what are your thoughts about India?

Syme: India has benefited from some deep structural
reforms, particularly in the implementation of digital tech-
nologies and in the intersection of society, government

and business and these factors have opened pathways for
growth. The vulnerabilities that India has faced in the past,
its current account balance and inflation, now look benign.
The challenge with investing there is that valuations are very
high. If you pay 70X for a consumer company in India you're
relying on a very long pathway of growth to get to a sensible
valuation. We're talking seven to nine years. The potential
is there in terms of unfulfilled growth and the addressable
market. But it's unlikely that India can grow at its current
pace without hitting some of those historic vulnerabilities.
We had been overweight India but currently we're back to
neutral.

Schmitter: India has disappointed somewhat, and a large
reason is that the public markets there accommodate fairly
small companies. So, the Indian public market prices its
companies quite high and private equity managers either
can't close a deal or the price is just too high. There have
been some niches, like healthcare, that have done reason-
ably well. On the venture side we have seen more success.
Obviously, there's a lot of innovation coming out of India and
some incredible talent there.

EUROPE

Bennett: Miriam, Europe has been a destination for capi-
tal for a great many years. What does the opportunity set
therelook like from a private equity perspective?

Schmitter: Europe remains in an environment of low GDP
growth. That said, there are lots of companies growing at a
much faster pace than the very large, mature companies. In
contrast to the U.S., Europe is very fragmented. But if you're
a private equity investor in the small and middle market
space you can take advantage of that fragmentation. Legacy
management teams are often not able to scale across
borders, banking practices vary, and there are language and
cultural barriers. We have been working with local managers
to uncover off-the-beaten-path opportunities. As a broader
theme, software in general and software-as-a-service,
which lags the U.S., is an opportunity to add value. There are
always special situations and carve-outs in particular are
having a moment as larger companies want to sell some of
their orphaned assets.
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A weaker U.S. dollar will
have a hugely stimulative
effect on emerging economies

— James Syme,
JO Hambro Capital
Management Group
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ELECTIONS AND TAIWAN

Bennett: This is a calendar year crowded with elections—
including the U.S. and U.K. James, what do you see for
emerging market elections where there's generally lower
awareness inthe U.S.?

Syme: | think a lot of them will play out as expected. There's
a particular risk around South Africa, which appears to be
attempting to throw its weight in with Russia and China. But
for a country that enjoys a preferred trading relationship
with the U.S. that could be a big mistake. There's the Mexi-
can presidential election coming up. We have seen some
transitions among popular parties in Latin America where
they become more difficult under their second leader. It's
possible that Claudia Scheinbaum replaces Andrés Manuel
Lopez Obrador, referred to as AMLO, and that Mexico
becomes more politically difficult over the next few years.

Bennett: Speaking of elections, Taiwan had elections
earlier this year, but it doesn’t seem to have ramped up
tensions with China.

Syme: What | would say in one sentence about Taiwan is
that since 1953 North Korea has been poised to attack South
Korea and if, in 1953, you had decided not to invest in South
Korea for that reason you would have missed what | think
may be the single best economic story in the world since
that time. China may attack Taiwan. It may never attack
Taiwan. To assume that it's inevitable and invest accordingly
is, | think, a mistake. | suspect the next geopolitical shock,
one that we didn't see coming, won't be in the South China
Sea. It will more likely be in the Middle East or North Africa.

Venkatesan: We've talked to a number of generals, retired
military, foreign policy and CIA people and those discus-
sions have made it pretty clear that invading Taiwan—having
an actual amphibious assault—is extremely difficult. We
have continuously heard that if China were going to do that

it would need about four years to prepare, and the experts
haven't seen anything that suggests that level of training and
preparation. It doesn't mean it won't happen. But China's
military, large as it is, doesn't seem on the verge of an effi-
cient invasion of Taiwan.

Bennett: Many thanks to our panelists for their insights
into global investing—what’s been happening and what we
may want to look out for going forward.




Tour de World: Global Equity Investing Now

This page intentionally left blank




Important Notes

Certain information contained herein has
been obtained from or is based on third-party
sources and, although believed to be reliable,
has not been independently verified. Such
information is as of the date indicated, if
indicated, may not be complete, is subject to
change and has not necessarily been updated.
No representation or warranty, express or
implied, is or will be given by The Common
Fund for Nonprofit Organizations, any of

its affiliates or any of its or their affiliates,
trustees, directors, officers, employees or
advisers (collectively referred to herein as
“Commonfund”) or any other person as to the
accuracy or completeness of the information
in any third-party materials. Accordingly,
Commonfund shall not be liable for any direct,
indirect or consequential loss or damage
suffered by any person as a result of relying
on any statement in, or omission from, such
third-party materials, and any such liability is
expressly disclaimed.

All rights to the trademarks, copyrights, logos
and other intellectual property listed herein
belong to their respective owners and the use
of such logos hereof does not imply an affili-
ation with, or endorsement by, the owners of
such trademarks, copyrights, logos and other
intellectual property.

To the extent views presented forecast market
activity, they may be based on many factors
in addition to those explicitly stated herein.
Forecasts of experts inevitably differ. Views
attributed to third-parties are presented to
demonstrate the existence of points of view,
not as a basis for recommendations or as
investment advice. Market and investment
views of third-parties presented herein do not
necessarily reflect the views of Commonfund,
any manager retained by Commonfund to
manage any investments for Commonfund
(each, a "Manager") or any fund managed

by any Commonfund entity (each, a “Fund"”).
Accordingly, the views presented herein may
not be relied upon as an indication of trading
intent on behalf of Commonfund, any Manag-
er or any Fund.

Statements concerning Commonfund's views
of possible future outcomes in any investment
asset class or market, or of possible future
economic developments, are not intended,
and should not be construed, as forecasts or
predictions of the future investment perfor-
mance of any Fund. Such statements are also
not intended as recommendations by any
Commonfund entity or any Commonfund
employee to the recipient of the presenta-
tion. It is Commonfund's policy that invest-
ment recommendations to its clients must
be based on the investment objectives and
risk tolerances of each individual client. All
market outlook and similar statements are
based upon information reasonably available
as of the date of this presentation (unless an
earlier date is stated with regard to particular
information), and reasonably believed to be
accurate by Commonfund. Commonfund
disclaims any responsibility to provide the
recipient of this presentation with updated
or corrected information or statements. Past
performance is not indicative of future results.
For more information, please refer to Import-

ant Disclosures.
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