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Source: US. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business, July 2002; and
the Federal Reserve Board, Flow of Funds Accounts of the United States, various issues,
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‘Evog tpdmo¢ moGoTIKOmoineNg TS OVVATOTNTOC
OLOPOPOTOINGNC EIVOL O GLVTEAEGTIG GUGYETIONC

Correlations among International Stock Returns’ (in U.S. Dollars)

ckMarket AU | FR GM JP NL SW UK US
Australia (AU) 0.586
France (FR) 0.286  0.576
Cermany (GM) 0.183 0.312 0.653
Japan (JP) 0.152 0.238 0.300 0.416
Netherlands (NL) 0.241 0.344 0509  0.282 0.624
Switzerland (SW) 0.358 0.368 0.475 0.281 0.517 0.664
United Kingdom (UK 0.315 0.378 0.299 0.209 0.393  0.431 0.698
United States (US) 0.304  0.225 O AR 0 L 171 RN o £ R i . 0.439

The exhibit provides the average pairwise correlations of individual stock returns within each country in the diagonal cells and the average pairwise
-orrelations between countries in the off-diagonal cells. The correlations were computed using the weekly returns from the period 1873-1982.

Source: C. Eun and B, Resnick, “Estimating the Correlation Structure of International Share Prices,” Journol of Finance, December 1984, p. 1314.

Onmg NTav avauevouevo, 1n oebving GucyETion ivar
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O kivovvog umopet va petmBel OpacTiKd,
1010UTEPA Y10 KPES YDPES

’ m Risk Reduction: Domestic versus International Diversification’
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“Portfolio risk (%) represents the variance of portfalio returns divided by that of a typical individual stock.

Source: Reprinted with permission from Francial Analysts Journal, JulyiAugust 1974, ® 1974, Financial Analysts Federation, Charlottesville, VA, All
rzhts reserved.
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Oum¢ cuoyEtion aAAACEL LE OIKOVOUKEC GLVOTKEC

Correlations During U.S. Business Cycle Phases
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Correlationswith U.S Conditional on U.S. Returns
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Correlationswith U.S. Conditional on U.S Returns
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Evolution of Correlation with U.S.
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AVTIKTUTTOC LEIMO™NG KIVOOVOL GE ATTOOOGELC

EXHIBIT 11.4 Summary Statistics of the Monthly Returns for 12 Major Stock Markets: 1980.1-2001.12
11. (All Statistics in U.S. Dollars)

Correlation Coefficients
: Mean SD
Stock Market AU CN FR GM HK IT JP NL SD SW UK (%) (%) B SHP® (Rank)
Australia (AU) 1.05 7.07 094 0071 (10)
Canada (CN) 0.60 088 578 0.99 0.057 (1)
France (FR) 037 0.46 1.19 629 1.00 0.102 (6)
Germany (CM) 0.34 042 0.69 1.09 6.26 0.91 0.086 (9
Hong Kong (HK) 0.46 047 0.31 0.36 155 958 110 0402 (6]
Italy (IT) 025 035 050 043 0.29 126 7.62 089 0093 (g
Japan (JP) 033 033 041 033 026 037 091 699 120 0.052 (12
Netherlands (NL) 0.44 058 066 071 047 044 042 1,38 515 092 0i16F (1]
Sweden (SD) 0.44 049 049 054 039 044 039 054 171 728 108 0159 (3
Switzerland (SW) 038 046 061 067 034 035 041 070 049 1.13 540 085 0.107 (5)
United Kingdom (UK) 0.54 057 057 050 048 038 042 070 051 059 1:25 555 058 0123 (4

United States (US) 047 074 050 045 041 029 031 062 049 051 058 126 443 086 0.160 (2)

*B denotes the systematic risk (beta) of a country's stock market index measured against the world stock market index,

"SHP denotes the Sharpe performance measure, which is R - RV, where R, and o are, respectively, the mean and standard deviation of returns to the ith markel. Ranking of each market in terms of Lhe
Sharpe performance measure is provided in parentheses. The monthly risk-free interest rate, Ry, 15 0.55%, which is the average monthly U S. Treasury bill rate during the sample period 1980-2001.

Source: Returns on MSCI stock market incexes are from Dalastream.

SNUOVTIKEC OLOPOPES GE LEGOVGS, TUTTIKEC amokAicels, beta kot SHP
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Selection of the

Optimal International
Portfolio

Mean return (per month)
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EXHIBIT 11.6

Stock Market

Australia

Canada

France

Germany

Hong Kong 0.0533 0.0331 0.0696 0.0447 0.0209 0.0161 0.0362

Italy 0.0262 0.0510 0.0380 0.0114 0.1105

Japan 0.0472

Netherlands 0.2679 0.2853 0.6242 0.6193 0.3219 0.5541 04777 0.6081 0.4575 (5508 0.4349 0.2996 0.1987

Sweden 0.3036 0.2392 03078 0.2541 0.3000 0.3546 0.3560 0.2571 0.2806 0.2618 03318 0.2645 03966

Sw!!zerland 0.0185 0.0742 0.0776 0.0362 0.1813

Un!ted Kingdom 0.0465 0.2098 0.0857

United States 0.2574 0.4162 0.0484 0.0523 0.3085 0.0403 0.0744 0.0573 0.1202 0.0061 0.0235 0.4084 0.1601
Total 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000 1.0000

Risk-free rate (%)® 0.8145 0.6858 0.7447 0.4945 0.8005 0.9835 0.3486 05112 0.6902 0.3704 0.7651 05502 0.5502

*LC column provides the composition of optimal international portfolio without considering exchange rate changes,

"The risk-free lrate denoles the average risk-lree interest rate faced by investors domiciled in the carresponding country over the period 1980-2001. It is proxied by Lhe one-month Treasury bill rate or
eurocurrency interest rate. '

BéAtiota yopTo@LALKIO OLOPEPOVY OPKETA UTTO YOPU GE YOPU

ApKeTEC YOpeS 0ev cvumeptAauavovtal kabdrlov o kKdmola
YOPTOPLAGKIN

2VVOAAOYLaTIKOG Kivouvog ennpedlel moAv ta yaptoeuAdkia (BA. LC)




OpEAN aTTo OL0POPOTOINoN

EXHIBIT 11.7 Gains from International Diversification by Investor's Domicile (Monthly Returns: 1980-2001)
Domestic Portfolio Optimal International Portfolio Gains from International Investment

Investor’s Domicile Mean (%) SD (%) SHP Mean (%) SD (%) SHP (%) ASHP (A%)? AR(%)" (%p.a.)
Australia 1.25 5.72 0.076 1.76 4.67 0.202 0.126 (166) 0.72 (8.64)
Canada 0.96 S:l 2 0.054 1.54 4.16 0.205 0.151 (280) 0.77 (9.24)
France 1.40 5.93 0.110 1.76 5.24 0.194 0.084 (76) 0.50 (6.00)
Germany 1.14 585 0.1 1.59 5.02 0.218 0.107 (96) 0.63 (7.56)
Hong Kong 1.68 Qa7 0.095 1.63 4,68 0.178 0.083 (87) 0,77 (9.24)
Italy 1.62 1.49 0.086 1.92 5.25 0.178 0.092 (107) 0.69 (8.28)
Japan 0.60 5.61 0.045 1.3] 5.85 0.179 0.134 (298) 0.75 (9.00)
Netherlands 1.49 5.09 0.191 1.60 5.03 0.216 0.025 (13) 0.13 (1.56)
Sweden 2.06 1.26 0.188 1.85 482 0.241 0.053 (28) 0.38 (4.56)
Switzerland 1.12 4.89 0.154 1.51 5.20 0.219 0.065 (42) 0.32 (3.84)
United Kingdom 1.36 4,85 0.122 1.67 5.01 0.180 0.058 (48) 0.28 (3.36)
United States 1.26 4.43 0.161 1.42 451 0.193 0.032 (20) 0.14 (1.68)

“The number provided in parentheses represents the percentage increase in the Sharpe performance measure relative to that of the domestic portfolio, i.e., [ASHP/SHP(DP)) x 100, where ASHP denotes the
dilference in the Sharpe ratio between the optimal international portfolio and the domestic portfolio.

"This column provides the extra return accruing Lo the optimal international portfolio at the domestic-equivalent risk level.

“This column provides the annualized extra refurn accruing to the optimal international portfolio.

* Olhot mperovvTal
e Kdmoror meprocotepo (J,Au, Ca), kdmoror Myotepo (US, UK, Sw, Ne)
e HITA dev xepdilel modd axduo kot e moAd ueyairo dciypata (A DMS)



Epunveia 16TOpIK®V GTOLYEI®MV

XopTOPLAAKLIO KOl OQEAN LTOAOYICOVTOL LE GTOLYEL Yid
LEGEC AMOOOGELC, OLOKVUAVOELS KOl GUGYETIGELS TOL OO0
YIVOVTUL YVOGTA €K TV VGTEPOV

To peyédn avtd propodv va tpoPAeptoidv ue
TEPLOPIGUEVT] akpifeia

Apa To OQEAN GTNV TPAEN ElvVOL OPKETA MIKPOTEPO.

Oumc 6t0 HEALOV UTOpPEL TO TPAYUOTA, VO OAAACOLV...



U.S. Has Become a Riskier Global |nvestment

 The U.S. has become much more risky
— High sensitivity to some GPRs
— Disagreement on strength of economy
— Financial information less credible

* These factors suggest shifting exposures
from equity to safer fixed income




U.S. Has Become a Riskier Global |nvestment
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U.S. Has Become a Riskier Global |nvestment
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U.S. Has Become a Riskier Global |nvestment
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U.S. Has Become a Riskier Global |nvestment

Risk Ratings May 2001

Netherlands 96.5 |Portugal 90.0 |Chile 81.0
Finland 95.0 |Norway 90.0 |Slovak Rep. 81.0
L uxembourg 95.0 |Singapore 89.5 |Uruguay 81.0
Denmark 935 |Germany 88.0 |[Brune 80.5
|celand 93.0 |Japan 88.0 |France 80.0
Sweden 93.0 JAustrdia 87.0 |Qatar 80.0
Switzerland 93.0 |Belgium 870 |UALE. 80.0
United Kingdom 925 |Madta 87.0 |Hong Kong 79.5
Canada 91.0 |Bahamas 84.5 [Poland 79.5
Ireland 90.5 |CostaRica 83.5 |Botswana 79.0
New Zealand 90.5 |[ltay 83.0 |Cyprus 79.0
Austria 90.0 |Span 82.0 |Czech Rep. 79.0
United States 90.0 |Slovenia 815 |Greece 79.0

Datafrom PRS



U.S. Has Become a Riskier Global |nvestment

Risk Ratings December 2002

L uxembourg 945 |Netherlands 88.5 |Bahamas 84.5
Finland 94.0 |Singapore 88.5 |Span 83.0
Ireland 925 |Portugd 87.5 |Hungary 82.5
Switzerland 92.5 [Audtralia 87.0 [France 81.0
|celand 92.0 |Belgium 87.0 |ltaly 81.0
Sweden 915 |Japan 87.0 |Slovenia 81.0
Denmark 91.0 |United Kingdom 87.0 |Brunei 80.5
New Zealand 91.0 ([Mata 86.5 [United States 80.0
Austria 90.5 [Canada 86.0 [Bahran 79.5
Norway 90.0 |Germany 86.0 |Poland 79.5

Datafrom PRS



U.S. Has Become a Riskier Global |nvestment

Higher risk means equity investors require a higher rate of return
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[160G0 onuUavTIKOC Vol 0 GLVUAAOY LOTIKOC
Kivouvog;

(1+R)(1+e)-1=
= Var(R*)=Var(R)+Var(e)+2Cov(R,e)+AVar

R+e+Re

Dcllarsf’ (Mor‘uthly Da‘ca 1978.1-1989.12)

Decomposition of the Variance of International Security Returns in U.S.

EXHIBIT 11.8

i R I Components of‘\far ER;s]b

i L Var(Rg) .;ﬂfgr{ﬂ,} (R Manted il il gev
Bonds
Canada 15.29 10.82 (70.76%) 1.72 (11.25%) 2.67 (17.46%) 0.08 (0.52%)
France 16.48 2.82 (17.11%) 12.74 [17.31%) 0.60 (3.64%) 0.32 (1.94%)
Germany 21535 2.59 (12.03%) 13.84 [(64.28%) 4,91 (22.81%) 0.19 (0.88%)
Japan 24,70 3.03(12.27%) 15.13 (61.26%) 6.09 (24.66%) 0.45 (1.82%)
Switzerland 21.16 1.14 [5.39%) 17.64 (83.36%) 2.34 (11.06%) 0.04 (0.19%)
U.K. 27.67 8.88 (32.09%) 12.39 (44.78%) 6.08 (21.97%) 0.32 (1.16%)
U.S. 10.24 10.24 (100.00%) 0.00 (n.a.) 0.00 (n.a.) 0.00 (n.a))
Stocks
Canada 37.70 30.58 (81.11%) 1.72 (4.56%) 5.37 (14.24%) 0.03 (0.08%)
France 59.75 43.03 (72.02%) 12.74 (21.32%) 3.75 (6.28%)]) 0.23 (0.38%)
Germany 43.82 29.27 (66.80%) 13.84 (31.58%) 0.00 (0.00%) 0.71 (1.62%)
Japan 41.47 19.45 (47.24%) 15.13 (36.48%) 5.83 (14.06%) 1.06 (2.56%)
Switzerland 34.81 20.07 (57.66%) 17.64 (50.68%)]) —3.76 (—10.80%) 0.86 (2.47%)
U.K. 40.96 29.27 (71.46%) 12.39 (30.25%) —1.52 (—3.71%) 0.82 (2.00%)
L S] 21.16 21.16 (100.00%) 0.00 (n.a.) 0.00 (n.a.) 0.00 (n.a.)

AThe portfolio variances are computed using the moenthly percentage returns.

'The relztive contributions of individual components to the total partfolic risk appear in parentheses,

Source: Reprinted by permission, C. Eun and B. Resnick, "International Diversification of Investment Portfolins: U.S. and Japanese Perspectives,”
Management Science, Vol 40, Na_ 1, January 1994. ® 1994, The Institute of Management Sciences {currently INFORMS), 250 Westminster Street,

Providence, BRI 02903 USA.




IHapatnpnoeic

2VVOAAOY LOTIKOG KiVOUVOC Efvon YEVIKG
LEYAAVTEPOC OO KIVOUVO OLOAO YWDV
Oetiky GLVOLLKVUOVGT] LE ATTOOOGELC OLOAOY®V

2VVOAAOY LOTIKOG KIVOUVOC ALYOTEPO CTIULOVTIKOC
OTIG LETOYIKEG EMEVOVGELG

Apvntiky GUVOLOKOUOVOT LE KATOES OTTOOOGELG
LLETOY OV



O@EAN 0O 010 POPOTOINGT LE
o1edvn apoiPaia kePaiono

International Mutual iR e R e B T A |
Funds: A Performance ASA 175 11.88 0.80 0.08 0.084 |
Evaluation (Monthly Canadian Fund 0.91 4.64 0.75 0.47 0.035 |
Returns: International Investors 2.34 10.09 072 0.09 0157 |
1977.1-1986.12) Japan Fund 1.72 Ti020 0059 OIS 0.138 |
Keystone International 1.14 4.29 0.69 0.47 0.091 |
Merrill Lynch Pacific 1.82 5.45 0.32 0.06 0.196 |
New Perspective 1.47 3.99 0.80 0.73 0.179 |
Oppenheimer Global 1.94 65185 1.02 0.47 0.186 |
Putnam International 1.64 5.91 0.62 0.20 0.150 |
Scudder International 1.46 4,23 0.50 0.26 0.168 |
Sogen International 1.48 3.36 0.70 0.78 0.217
Templeton Growth 1.48 4.13 0.84 0.74 0.176 |
United International Growth 1.41 5.86 0.71 0.61 0.172
Average 1.58 578 0.69 0.39 0.150
U.S. MNC Index 1.34 4,38 0.98 0:90: #1085
S&P 500 117 4.25 1.00 1.00 0.099
MSCI World Index 1.46 3.80 0.70 0.61 0.186

iThe Sharpe measure is computed using the risk-free rate of 0.752%, which is the average monthly Treasury bill
rate during the sample period.
Source: C_ Eun, R. Kolodny, and B. Resnick, *U.5 -Based International Mutual Funds: A Performance Evaluation.”

This copyrighted material is reprinted with permission from the Journal of Portfelic Management. 488 Madison
Avenue, New York, NY 10022



[Tapatnpnoeic:

e Beta<1

e Xaunid R"2

= 2TNUOVTIKES OVVOTOTNTEC OLOUPOPOTTOINGTG

e Y& avtifeomn pe ApEPIKAVIKEC TOAVEBVIKES
(USMNC)

e Wnid SHP (10/13 > HITA)



} EXHIBIT 11.11

i Performance of
| International Mutual
| Funds: 1977.1-1986.12

Mean return (%oper month)

2.5

World CML

2 4 6 8 10 1%
Standard deviation (% per month)

Note: Each international fund is denoted by a round dot [#). The risk-free rate (RF) is .752%, which is the average
T-0ill rate during the sample period. W and US, respectively, denote the MSCl World Index and the 5 & P 500,

e MoOvo 3 auotPaic KAT® omd AUEPIKOVIKT YPOLLLY]

KEQAAOLAYOPAC

e AMG Ko Lovo 2 mévo amo ToyKOGULo,




2.€ TL OPEIAETOL 1] LEPOANYIO TTPOG TIC
tomikéc ayopéc (home bias),

The Home Bias in
Equity Portfolios:
December 1987

|| Shareinthe Proportion of Domestic Equities
Country World Market Value (%) = inthePortfolio(%)
France 2.6 64.4
Germany 3.2 15.4
ltaly 1.9 91.0
- Japan 43.7 86.7
Spain 1.1 94.2
Sweden 0.8 100.0
United Kingdom 10.3 78.5
United States 36.4 98.0
Total = 100.0

Source; an Cooper and Evi Kaplanis, "Home Bias in Equity Portfolios, Inflation Hedging, and International Capital
Market Equilibrium,” Review of Financial Studies 7 [1994) pp. 45-60. Reprinted by permission of Oxford

University Press.




Figure 1. U.5. Home Bias,1973-2000
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2 avtiotabuion TAn0mploTiKoy Kivouvov;

e Av Cov(R,IT)>>0, tote | nepoinyio Oo Ty
AOYIKT|

Opumc:
— Cov(R, IT)<=0
—EAAlenyn Cnomng yuo oudAoyol PE aKivouvo

TPOYUOTIKO ETITOKLO OELYVEL OTL TANOWPLOoTIKOG
KIVOLVOC 0€V €ival TOGO GTIUOVTIKOG



2. TEPLOPICUOVS GE KIVNOELS KEQAAUIWV;

e Ta eumooln 6TIC 01EDOVEIC EMEVOVGELS
uetafarrovror onuavtika otov 200 cumva

(vouixda, Osopirxa, YWoyoroyikd, opot, KOGTN
CUVOAAOYDV KO TAPO@Opnong)

e [owitepa ynAa petado III1 ko 1970

o XtV apyn tov 2000 alOVe ETITEOO EEVODV
EMEVOVGEWMV NTAV OPKETA YNAO!
— HB: 23-51%
— I'oaAia: 32%
— I'eppovia: 46%



Koot mAnpopopnonc

[TocOtnTa KOl AmO00GT) ETEVOVGEMV GE CEVT YOPU
ennpedleTol amo:

e AmoOocToon
e ['A\owocca

o Kepalatomoinom yopac mov cuvariaccetol o€ ADR
(Y10 Apepikovoig ETEVOVTEG)

[Hap' OA0 OV CEVOL ETEVOVTEG UTOPEL VAL ETEVOVOVV
KaAvTepa / MyodTEPO 01G1OO0EOL AT EYYDPIOVE GTNV
eYYOPLU



o Eumelpikd, HElmon TEPLOPICUOV 0ONYEL OE:
— AVEnon TiHov
— Meimon mpu ktvovvov katd 1-2%
— Amotiunon Pdon beta ue mayxdouia ayopd

— ANAG TEPAGTIO LEPOANYIN OTTO TOTTIKOVC
enevouTtéC (Oa Empeme va, emevoLOLY KVPIWES EKTOC)



=>

OA\ot1 TepUEVoLY Leimon HepoANyioc 6To
LEAAOV

AMGL.....



[IpopAnpata pe v ecnynon Paon
TEPLOPLG LDV

Mepornyia 0gv Lel@VETOL TOL TEAEVTOIO YPOVLX
Tepaotiec poéc and Auepikn +1,376010 — 1,364016
(2000 ém¢ Xem) acOuPotec ue onuocio eUTodi®V
Ynooetyuota Onmwc KAIIM pe k6otn npoPAEmovv
TOAV LKPOTEPN UEPOANVYi

Euneipikd, emevovcelc avtiopoiVv Alyo G€
CUYKEKPIUEVES LEUMGELS EUTOOIMV



Mepikég eEnNyNeeElg

e Aueptkavoli 0ev ETEVOVOVV EKTOC AOY®
OPUNTIKOTNTOG KOl KOAMV ATO0OGEMV
TOTILKQL

e ZEVOL OEV ETEVOVOVV Y1OTL EMIOIMKOVV
ELEYYO ETOUPELDV
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