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Capital markets have been remarkably upbeat in the face of some daunting headlines.
Stock prices posted gains during the first quarter. even as political rebellions spread
across northern Afi ica and the Middle East, oi l  prices sl lrged to ntore t l ian Sl00 abarrel,
a series of devastating earthqr-rakes and tsunamis battered.lapan. and the LJ.S. got
involved in a mil i tary operation in [- ibya. What cor-r lcl possibly motivate progress in the
stock market while there is so much unccrtainty around the globe? In a word. profl ts.' I 'he 

search lbrthose prol i ts has increasingly taken companies beyond [J.S. borders.

The 2008 credit crisis pLrt a choke hold on business activity. causing profi ts to col lapse
and fbrcing layof f!  that spikcd our natior-r 's uncrrployrnent rate to around ten percent. As
order was eventually restored 1o the capital nrarkets. cor-npanies began to regain their
lboting. Comparries init ial ly fbcused on aggressive cost cr,rtt ing and. eventually. revenue
growth to restore prolrtabi l i ty. Corporate prol i ts havc now cl imbed back to their pre-
crisis levels and appcar to be headccl into record terri tory this year. In spite of al l  the
difficr,rlties and headwinds posed by troubling news events, thc rebouncl in corporate
profi ts has propellecl strong gains in the stock market during the past couple years.

Bven though the stock rnarket has bounced back. i t  has not actually lblt  l ikc nruch of an
economic recovcry. Job creert ion has only recently begun 1o pick up here in thc U,S., and
ntany people are st i l l  having a harc' l  t ime f inding work. In the meantimc. their home
equity has becn dcpleted by thc rcal estate slurrip. [Jnl ike previous recoveries that were
lccl by i trproving condit ions at homc. this rccol 'er '1 has been f irelecl by l lster-growing
emerging niarket countries. Sales to custonrers oLrtsiclc thc U.S. now.lccoLurt lbr nearly
50 percent 01'the total revcnuc for companies that comprisc thc S&P 500 lndcx. 

' l 'hat

figr"rre has grown fiom around 30 percent.jLrst a dccade ago. In ordcr lirr a company to be
worth more to invcstors over t ime. i t  nccds to grorv i ts sales and profi ts. Increasingly,
companies are fincling thal opporlunity lbr gnru'th is more firvorable or-rtside the LJ.S., a
trend which seenrs l ikely to continue in the ycars ahead.

The tJ.S. is not alone in the pursuit o1-cmerging market business. Most of the developed
nations around the globe currently l lnd themselves in a similar predicament, with
sluggish economic activity and heavy sovereign debt br"rrdens. Cfompanies are adapting
to the situatiort by foousing their eflbrts in geographies that off-er brighter prospects.
Pursuing business in fbreign markets might require a new approach. Ilere in the [J.S.,
consllmers are ofien incl ined to "buy American" ou1 o1-a sense of patriot ism. but that is
not the case when companies venture abroad. CultLrral issues. trade and tariff agreements
between countries, cLlrrency exchange rates. transportation costs, and a variety of other
factors ofien become irnportant parts of tlie equation. International business is more like
the Olympics. in which the best organizations from around the world are competing to
win new customers.



Li.S. tax policy is cl-rallenged to deal with the growing importance of multi-national

business, and we expect ihe topic of repatriation of foreign-earned profits will become a

more widely debatei national policy issue. The expansion of international business

activit ies has resulted in LJ.S. companies accumulating roughly $l tr i l l ion of cash

overseas. Bringing those funds back to the U.S. would allow companies to hire

additional domestic workers and make other investments in U'S' based projects'

l{owever, repatriating fbreign-earnecl profits often sub.iects thenr to additional iJ'S'

taxatiorr. based uponlh. ditfbrence in tax rates betweeu the [J.S. and the country where

the prol i ts were originally generated and alrcady taxed. 
' l 'he 

U'S' has one of the highest

corporate tax rates of all ieveloped nations. l-here mav not be much popular sllpport lbr

giuing big corporations a "tax break," although a lot of ptrbl ic policy priori t ies could be
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companics to bring fr-rnds back to the U'S and invest them here'

Enrerging market countries l iave lccl this economic recovery. That has highlighted the

in.r.^eJ role ol 'government in developing ancl cotrmercial izing relations with fbreign

countries. as well as sctt ing tax policies that recognizc the itnportance ol-competing

effectively in international business. It also lltcalls that problet-us an,vwhere in the worlcl

can havc an impact on sales and prol i tabi l i ty ol-the cotrpatries rvc owtr in our porlfbl io'

The lbrtr.rnes of people everywhere on thc planct alc lllol'c itlterconnected than ever'

As peoplc. wc watch thc news w'i th concen.r lbr al l  the troubling events happening in the

worlcl.  Howevcr. as investors. we count on conlpanies adapting to the environment and

fincl ing ways to cxpand their busincss activit ies. Even in cl i l frcult t irnes. iunovation and a

rising p<lpulation ol 'cot-tsLtnlers aroltncl thc globc create prol i t  opportr-rnit ies'

I'ast perJbrmattce is not indi.atite ol./i.tture results. 
'l 
he itl.fornotion containecl in lhis reporl is bttsed on inletnal research derived

fronrtarrct t rsscturcesanr l t loesnotpl r rport tobestatenlent l jo la l l  
nnter id l . fuc lsrel (1t i t lg ta lhei tenlsnenl tonet l  Theinfornat ion

vhile not guaranteetl as Io (lccurac)'nr conqtletettess, has been obtained-frctm sottrces \1e believe to be reliable Opinions expressed

herein are sublecl to change trilhottl nolice.


