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After reducing Europe to neutral last month, we take another step and cut 
Europe to underweight and move UK to a mild overweight. Relative revisions 
have weakened further for Europe but have improved for the UK, alongside 
relative returns.

We remain significantly overweight the US and Japan, and maintain our 
underweights in Emerging Markets, Canada, and Asia ex Japan. We discuss 
Japan’s local-currency strength in earnings and returns and its weak currency, 
which may be trying to stabilize.

Regional Pair Favored

Emerging vs 
Developed Developed

N. America vs 
EAFE N. America

Europe vs Asia Asia

US vs Canada US

Eurozone vs UK UK

Japan vs Asia ex 
Japan Japan
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Exhibit 1 below and at right shows our updated regional allocation 
framework and our current recommendations. Our hierarchical 
framework highlights a set of pair-wise regional allocation decisions that 
capture most of the key decisions that clients are making. It allows for 
flexibility by providing both simple independent binary (i.e., in or out, over- 
or underweight) decisions at several levels, as well as a complete set of 
recommended allocation weights for those looking to see how all of the 
recommendations combined can fit together.

The benchmark (neutral) weights are based partly on relative capitalization 
weightings, but simplified and adapted for our purposes. In particular, no 
region has a benchmark weight less than 10% regardless of the actual cap 
weighting. Our recommended weights, however, can vary more and will 
generally be kept in increments of 5%, including zero weights potentially. 

At right is a summary list of the views shown below.

Regional allocation recommendations

Source: Mill Street Research, Factset, Bloomberg

Exhibit 1:  We reduce Europe ex UK further to underweight and raise UK to overweight. We remain overweight the US and 
Japan, and underweight in Canada, EM, and Asia ex Japan.

Emerging Markets 

10% (20%)   

Developed Markets
 

90% (80%)

North America

35% (30%)   

US

35% (20%)   

Canada

0% (10%)   

EAFE Markets

55% (50%)   

Europe

25% (25%)   

Asia

30% (25%)   

Eurozone

10% (15%)   

UK

15% (10%)   

Japan

25% (15%)   

Asia ex Japan

5% (10%)   

Recommended allocations are shown in bold in each box, neutral (benchmark) weightings shown in italics 
in parentheses. Favored regions within each pair are highlighted in green.

Regional Pair Favored

Emerging vs 
Developed Developed

N. America vs 
EAFE N. America

Europe vs Asia Asia

US vs Canada US

Eurozone vs UK UK

Japan vs Asia ex 
Japan Japan
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Global analyst estimate activity has been edging 
lower lately, with more activity likely as Q3 earnings 
reports are now coming out.

Japan maintains its spot as the strongest region on 
our equal-weighted revisions breadth readings (lower 
chart, right). It continues to do well domestically but 
faces persistent weakness in the yen, complicating 
matters for non-Japanese investors (p. 8).

The US has weakened recently, now showing slightly 
negative revisions but still somewhat above the global 
average. The results of Q3 earnings reports will likely 
be important for the near-term direction of analyst 
revisions activity, particularly with bond yields jumping 
higher recently.

Canada has held up, helped by higher crude oil and a 
bounce in precious metals prices. This leaves it now 
second among our regions on an equal-weighted 
basis, but Canada is still well below average on a cap-
weighted basis.

The UK has also improved substantially recently on 
revisions metrics, and the cap-weighted readings are 
likely also helped by higher oil prices. (p. 7).

Europe has continued to see its revisions metrics 
deteriorate, as we have noted in recent reports. So 
after downgrading Europe to neutral last month, we 
move to a mild underweight this month (p. 6).

China remains the weakest region once again alongside 
Developed Asia ex Japan. There have been few signs 
of improvement in China itself on our metrics, and 
some weakening of the cap-weighted readings (p. 5). It 
is only the slipping of other regions’ revisions that has 
allowed relative readings for China and Asia ex Japan 
to hold up.

Tighter monetary policy in many areas, China’s 
weakness, and increased unrest in the Middle 
East have been headwinds, partly offset by the US 
economy’s persistent strength and higher oil prices for 
some regions.

Global revisions slip slightly, Japan leads while Europe weakens, China still lags

Exhibit 2: Global estimate revisions have slipped a bit 
as Q3 earnings reports get underway. Japan is still the 
leader, while the US has slipped. Canada has improved 
along with the UK, while Europe has weakened further.

Source: Mill Street Research, Factset, Bloomberg
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Regional ETF Ranking and Top-Ranked Global Large-Caps
Exhibit 3 at right shows the cap-weighted aggregate 
MAER ranking for the constituents of the seven ETFs that 
track the major regions that we follow. While there can be 
a tendency for the aggregate rankings to cluster near the 
neutral 50% level at times due to the broad, heterogeneous 
composition of these indices, we can get a feel for where 
there are areas of bottom-up strength and weakness based 
on our six-factor composite MAER ranking model. 

The regional ETF ranking shows Japan still leading the 
list, now followed by the UK and US. Europe is now only 
mid-table. Pacific ex Japan is once again weakest though 
its aggregate rank has improved lately.

Exhibit 4 below is a list of the top 25 largest global stocks 
that rank within the top decile of the combined universe of 
all  constituents of the seven ETFs shown here. Thus these 
stocks are some of the most attractive names in our work 
globally that are also heavy weights in the cap-weighted 
indices (ETFs). The US again still has heavy representation, 
along with a few Japanese listings. Cyclical sectors and 
Financials dominate the list this month.

Source: Mill Street Research, Factset, Bloomberg

Exhibit 4: Top-ranked large-cap stocks globally based on our multi-factor MAER ranking model

Exhibit 3: Cap-weighted aggregate MAER ranking of 
constituents of key regional index ETFs.
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Below are updates of our cap-weighted regional revisions breadth aggregates based on the benchmark regional index ETF 
constituents, and our own global cap-weighted sector revisions breadth aggregates. While the broad patterns are typically 
similar to those seen in the equal-weighted data, there can be notable differences. Cap-weighted revisions in aggregate 
edged slightly lower for the ACWI index, with developed markets remaining stronger than Emerging Markets.

Japan and the US are still the leaders, though the US has eased somewhat while Japan held steady since last month, 
allowing Japan to take the top spot. The Eurozone dipped notably while the UK improved, reversing the earlier relative 
strength of Europe over the UK. Pacific ex Japan got less negative, now roughly tied with Canada at the bottom of the list. 
China weakened since last month but EM ex China improved somewhat.

Communication Services is still at the top of the global cap-weighted sector revisions, but has dipped since last month 
in absolute terms. Consumer Discretionary is again second but also lower than last month, while Energy has jumped up to 
third thanks to higher oil prices. Technology and Industrials remain positive but somewhat less so.

Materials is again the weakest in the global sector table, along with Real Estate. Real Estate deteriorated since last 
month while Materials was little changed. Health Care was a bit better but remains below average, while Financials saw its 
cap-weighted revisions dip notably since last month, as did Utilities.

Cap-weighted revisions for regions and global sectors

Source: Mill Street Research, Factset

Exhibit 4: Based on cap-weighted benchmark regional ETFs, Japan and the US are leaders again. UK improved while 
Europe weakened. Communication Services and Consumer Discretionary lead among sectors, but less so, while Energy 
saw improvement. Materials and Real Estate remain the weakest sectors.
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After downgrading Europe to neutral last month, we take 
another step and move Europe to a mild underweight.

While Europe still looks cheap on its relative forward 
earnings yield, our equal-weighted relative revisions metrics 
have gone from well above average a few months ago to 
slightly below average now (second section, top chart at 
right).

And the same can be said for cap-weighted revisions too. 
The lower chart at right shows the revisions indicators for 
the cap-weighted MSCI Eurozone index on an absolute 
basis, and the downturn is clearly visible. While global (MSCI 
ACWI) revisions have dipped somewhat, Europe’s readings 
have weakened faster lately.

At the same time, relative return momentum has weakened, 
also reversing earlier relative strength. This is true not 
only for our broad, equal-weighted relative return data (top 
section and third section of chart at right), but also for the 
cap-weighted MSCI Eurozone index.

The decline in European fundamental momentum has been 
led by deterioration in the large Industrials and Consumer 
Discretionary sectors, along with the smaller Technology 
sector. Improvement in Energy and Communication Services 
have been partial offsets recently.

Macroeconomic reports have also been weaker recently, 
with the Citigroup Economic Surprise index for the Eurozone 
having been in solidly negative territory (meaning data 
coming in below consensus expectations) since May. While 
it is well off its July lows, it remains negative and below the 
corresponding readings for the US, UK, and Japan.

The euro has also reflected the concerns about Europe, 
particularly relative to the strong US dollar. So while the 
MSCI Eurozone index has been relatively steady in recent 
months versus the global MSCI ACWI index in local currency 
terms, it has been lagging when viewed in US dollar terms 
due to the weakness of the euro.

Europe still faces energy and inflation worries and exposure 
to China’s weakness, as well as the ongoing lack of 
coordinated fiscal policy. So with bottom-up fundamental 
indicators weakening alongside price, the weight of the 
evidence argues for underweighting Europe now.

Moving Europe to underweight as revisions activity weakens

Exhibit 5:  Deterioration in relative revisions and returns 
argues for underweighting Europe now

Source: Mill Street Research, Factset, Bloomberg
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Raising UK to mild overweight

Exhibit 6:  UK revisions have improved, helping relative returns 
do likewise. Sector weightings help explain some of the shift. 
We now favor UK over Europe.

Source: Mill Street Research, Factset, Bloomberg

Alongside our downgrade of Europe ex UK, we move 
the UK to a mild overweight as relative fundamentals 
and return trends favor the UK over continental 
Europe now.

While Europe’s relative revisions metrics have been 
deteriorating lately, those of the UK have been 
improving from earlier weak readings. Our equal-
weighted UK universe shows revisions breadth now 
notably above the global average (top chart, right), 
marking a reasonably sharp reversal in the last two 
months. 

At the same time, relative returns for the UK have 
improved as well. The middle chart at right shows the 
MSCI UK index relative to the MSCI ACWI ex-USA index 
(to remove the dominant effect of the heavily weighted 
US market). We see that relative returns have turned up 
after earlier underperformance in both local currency 
and US dollar terms (more so in local terms).

We have noted previously that the MSCI UK index has 
some relatively heavy sector weighting differences 
compared to other regions (table, right). The two 
biggest sectors are Financials and Consumer Staples 
(each 18-19%), followed by Energy with nearly 15% of 
the weight.

So one result of the recent rise in crude oil prices has 
been to support the overweighted Energy sector in the 
UK index. Note, though, that only three of the 82 index 
constituents (and only nine of the 221 UK stocks in our 
MAER universe) are Energy stocks, but two of them 
(Shell and BP) are extremely large and thus have heavy 
market-cap weights.

At the other end of the table, we see that the UK 
index has almost no Technology exposure (only two 
stocks with less than 1% weight combined), and little 
Communication Services weight. These sectors have 
been much weaker on revisions and returns in Europe 
and UK than in the US recently, so their low weight has 
been a net benefit lately.

For now at least, the relative fundamental and price 
trends favor the UK over Europe, so we shift our 
allocation preferences accordingly.
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We maintain our overweight in Japan, with the focus 
still on local-currency holdings given the persistent 
weakness in the yen relative to the US dollar.

As shown in the four-panel chart at right, relative revisions 
for Japan are quite strong, completely reversing the drop 
earlier this year. Relative returns for our equal-weighted, 
local currency indices have improved alongside the 
earnings picture, with strong six-month relative returns. 
The picture is similar when viewing Japanese revisions 
and returns on a cap-weighted basis in local currency 
terms.

And while relative valuations (purple line) have deteriorated, 
they are still well within their range over the last decade, 
and cheaper than the full 20+ year average.

The bigger concern for non-Japanese investors for some 
time now has been the weakness in the yen. The yen’s 
weakness has been most dramatic relative to the US 
dollar, which has strengthened versus most currencies 
this year (left chart below), but has been visible relative to 
the euro as well (right chart below).

Most recently, though, there are some signs that the 
yen’s weakness versus the euro has at least paused, 
and may be slowing down versus the dollar after talk of 
currency intervention by the Bank of Japan. Interest rate 
differentials remain extremely wide in favor of the US 
versus Japan, but may be near their peak if the Fed is 
done tightening and could cut later next year.

If the yen can at least stabilize, non-yen-based investors 
would find it easier to participate in the local currency 
strength of Japanese equities.

Japan still doing well locally but facing persistent yen weakness

Source: Mill Street Research, Factset, Bloomberg

Exhibit 6: Japan’s earnings trends are strong, as are 
returns in local currency. The yen remains a concern, but 
could be trying to stabilize soon.
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Hypothetical Performance Tracking

Returns based on MSCI indices corresponding to each region using total returns in local currency terms.

Note: Results shown here do not reflect any actual trading and are for informational purposes only. They do not include important 
considerations such as transactions costs, taxes, fees or other expenses. Past performance is no guarantee of future results.

Below we show hypothetical performance tracking results for the regional allocation recommendations as published in this 
report (page 2). See important disclosures below and on the following page.

The allocation weightings were first published July 16th, 2019. Results after March 18th, 2020 will reflect the revised 
regional framework used in this report. 

Source: Mill Street Research, Factset, Bloomberg

Returns based on ETFs corresponding to each region using total returns in US dollars.
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buy or sell any securities discussed herein in any jurisdiction where such offer or solicitation would be prohibited. The 
securities mentioned in this report may not be suitable for all types of investors. This report does not take into account 
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consider this report as only a single factor in making an investment decision and should not rely solely on investment 
recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the merits and 
risks of investments.  Mill Street has no actual, implied or apparent authority to act on behalf of any issuer mentioned in 
the report. Employees of Mill Street may have positions in securities mentioned in this report, disclosures are available 
on request. Before making an investment decision with respect to any security recommended in this report, the recipient 
should consider whether such recommendation is appropriate given the recipient’s particular investment needs, 
objectives and financial circumstances. We recommend that investors independently evaluate particular investments and 
strategies, and encourage investors to seek the advice of a financial advisor.  Mill Street will not treat non-client recipients 
as its clients solely by virtue of their receiving this report. Past performance is not a guarantee of future results, and no 
representation or warranty, express or implied, is made regarding future performance of any security mentioned in this 
report. The price of the securities mentioned in this report and the income they produce may fluctuate and/or be adversely 
affected by exchange rates, and investors may realize losses on investments in such securities, including the loss of 
investment principal. Mill Street accepts no liability for any loss arising from the use of information contained in this report.

All information, opinions and statistical data contained in this report were obtained or derived from public sources 
believed to be reliable, but Mill Street does not represent that any such information, opinion or statistical data is accurate 
or complete (with the exception of information contained in the Important Disclosures and Certifications section of this 
report), and they should not be relied upon as such. All estimates, opinions and recommendations expressed herein 
constitute judgments as of the date of this report and are subject to change without notice. Nothing in this report 
constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any reference in this 
report to the impact of taxation should not be construed as offering tax advice on the tax consequences of investments. 
As with any investment having potential tax implications, clients should consult with their own independent tax adviser. 
This report may provide addresses of, or contain hyperlinks to, Internet web sites. Mill Street has not reviewed the linked 
Internet web site of any third party and takes no responsibility for the contents thereof. Each such address or hyperlink 
is provided solely for the recipient’s convenience and information, and the content of linked third party web sites is not 
in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow such 
hyperlinks do so at their own risk. The market indices mentioned in this report are unmanaged, hypothetical portfolios 
of securities that are often used as a benchmark in evaluating the relative performance of a particular investment, as 
constructed by the index providers. Index return figures do not reflect any fees, expenses or taxes. An index should only 
be compared with a mandate that has a similar investment objective. An index is not available for direct investment, 
and does not reflect any of the costs associated with buying and selling individual securities or management fees.  This 
report or any portion hereof may not be reprinted, sold, or redistributed without the prior written consent of Mill Street.
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