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Key takeaways
• During the second quarter, the International Value ADR strategy underperformed

the MSCI EAFE Index — where the information technology sector generated its
highest returns since 1999.

• Relative to the EAFE benchmark, the strategy benefited from security selection
and an overweight to financials; however, relative performance was pressured by
security selection and an underweight in information technology, particularly
semiconductor and hardware companies.

• Our outlook for international equities remains positive, supported by continued
European infrastructure spending and ongoing improvements to Japanese
corporate governance, though persistent inflation, uncertain energy trends and
ongoing U.S. tariff threats present meaningful headwinds.

Market review
Following a weak start to the year, global stock markets rebounded in the second quarter,

with major U.S., European and Japanese markets reaching new all-time highs. Despite higher

oil prices, rising inflation and an ongoing Iran conflict, equity and bond markets remained

relatively sanguine, buoyed by hopes of a June interim peace agreement. Higher rates also

helped boost the U.S. dollar, which strengthened modestly against major currencies, creating

a slight headwind for USD-based EAFE investors as the yen declined 2.4% to ¥162.55/USD

and the euro declined 1.5% to €1.14/USD.

All major developed market indexes posted positive returns during the quarter, although

oil-rich Norway was negatively impacted by lower oil prices. Emerging markets were

especially strong, rising 24%, backed by robust technology returns in South Korea

and Taiwan. China and Hong Kong posted negative returns amid continued weak

economic sentiment.

Information technology, especially semiconductor-related stocks, drove markets higher

amid a broad global expansion in capital expenditures for data center investments, with

widespread company commentary citing chip shortages and expected price hikes. Nearly half

the quarter's returns were driven by a small number of stocks; however, the EAFE Index

remains far less concentrated than the S&P 500 among its top contributors. MSCI EAFE

Growth outperformed Value by more than 700 basis points, rising 14.5% compared with the

Value index's gain of 7.5%. Large cap stocks also meaningfully outperformed mid and

small cap names.

Commodities prices gave back many of their earlier gains as the market shifted between

above-target inflation and expectations of an end to the Iran conflict. WTI crude ended down

31.5% to $69.50 per barrel, followed by gold and silver, which fell 13.7% and 20%,

respectively. Copper was one of the few commodities to finish higher during the quarter,
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rising 11.4% to $6.25 per pound, as market participants 
reported a tight market with inventory shortages driven by 
strong demand from data centers and infrastructure 
projects. While the Strait of Hormuz appears to be slowly 
reopening relative to the start of the conflict, oil inventories 
continue to decline and may lead to higher prices in the 
future.

Corporate earnings proved relatively strong despite higher 
inflation and interest rates. MSCI EAFE Index earnings 
growth rose 17.2% in the first quarter of 2026, and 
consensus expects a modest deceleration in the second 
quarter to 15.8% year over year. The primary drivers were 
energy, financials and technology. European purchasing 
managers' indexes (PMIs) were also stable around 50 during 
the quarter, while Japan continued to show signs of 
expansion with PMIs averaging 52.

Despite improved earnings, market multiples remained 
depressed by persistent inflation and fears of higher interest 
rates. Both the Bank of Japan (BoJ) and the European 
Central Bank (ECB) announced policy rate increases in 
June. The BoJ raised its short-term policy rate by 0.25% to 
1%, bringing the rate to its highest level since 1995. The ECB 
raised its three key interest rates by 25 basis points, with the 
benchmark deposit facility rate standing at 2.25%. U.S. 
10-year Treasury yields remained broadly steady during the 
quarter, rising approximately 14 basis points to 4.44%, as 
the new Federal Reserve chair Kevin Walsh signaled a more 
hawkish stance on U.S. inflation at his first meeting in June.

Portfolio review
During the quarter, International Value ADR strategy 
underperformed the MSCI EAFE benchmark on a gross and 
net of fees basis. The primary drivers of underperformance 
versus the EAFE benchmark were the strategy's relative 
underweight and selection in the information technology 
sector, particularly semiconductor and hardware 
companies, though this was partially offset by an 
underweight to software companies. Additionally, security 
selection in materials, especially gold, detracted from 
relative performance, though this was partially offset by 
strong stock selection and an overweight position in 
financials.

Contributors
Infineon Technologies benefited from strong demand for 
semiconductors, where it holds a leadership position across 
power technologies and materials, including silicon, silicon 

carbide and gallium nitride, and where its diversified 
manufacturing footprint enables it to provide substantial 
supply without adding further capacity. The company is 
benefiting from both a non-artificial intelligence (AI) 
end-market recovery and the ramp-up of AI-related 
revenue, including strong data center demand driven by 
CPU requirements for agentic AI applications. Additional 
revenue upside could result from the opening of new 
Dresden smart power fab plant.

Siemens also contributed during the quarter, benefiting 
from record order intake of €24.1 billion, up 18% on a 
comparable basis, driven by triple-digit growth in data 
centers and strong rail infrastructure wins. Smart 
Infrastructure and Digital Industries delivered robust 
results, supported by a recovering automation market in 
China and resilient U.S. electrification demand. A new
€6 billion share buyback program and continued progress 
toward the 2027 spin-off of Siemens Healthineers further 
bolstered investor sentiment. With a record €124 billion 
backlog, we believe Siemens is well positioned to capitalize 
on structural demand for industrial AI and grid 
modernization through fiscal year 2027.

UBS Group benefited from rising capital market activity, 
driving positive EPS revisions through stronger assets under 
management and fee income. The company's revenues show 
a high correlation with global equity indexes, supporting 
performance across the Investment Bank and Global Wealth 
Management divisions. Fears that political pressure would 
force the company to overcapitalize and provision against its 
foreign subsidiaries have yet to materialize, which could 
provide further uplift to shareholder returns. A recent Swiss 
National Bank report concluded that UBS is already 
sufficiently well capitalized to meet proposed tougher 
capital requirements, which are at the heart of broader 
efforts to strengthen banking regulation following Credit 
Suisse's collapse in 2023.

Detractors
Agnico Eagle Mines was negatively impacted by the decline 
in gold prices during the quarter. Gold production has been 
relatively stable, supported by rising output at existing 
mines including Meliadine and Malartic, as well as the 
anticipated ramp-up of Hope Bay. In the short term, 
geological challenges may lead to a shortfall at the Malartic 
operations, though we expect this to be resolved as 
operations normalize.
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Shell was negatively impacted by the 31% decline in oil 
prices during the quarter, despite relative resilience in 
natural gas prices. The company's 7.8-year proved reserve 
life and 1% production growth CAGR over 2024-2030 were 
also a concern given lower prices. On the other hand, the 
company's $16.4 billion acquisition of ARC Resources, 
announced in April 2026, could provide a meaningful lift to 
future production levels. Shell also reduced its 
second-quarter buyback to $3 billion from $3.5 billion to 
strengthen its balance sheet. With healthy second-quarter 
cash flow taking gearing ratios below 20%, we believe the 
company is now well positioned to resume increasing 
shareholder returns.

Alstom's shares came under pressure early in the quarter as 
the company guided to lower-than-expected operating profit 
margins and free cash flow, reflecting weaker-than-expected 
production linked to high-speed and regional train 
platforms in Germany. While new orders and backlog 
remain at all-time highs, the weaker cash flow raised 
questions about the company's ability to manage its 
relatively high debt levels. The appointment of new CEO 
Martin Sion, who brings a strong engineering background, 
is encouraging, and could refocus the company on improved 
operational execution and cost discipline. With the stock 
trading at historically low multiples, we believe the market 
has fully priced in current challenges, and any signs of 
improvement could drive a meaningful re-rating.

Portfolio positioning
We initiated a position in Novo Nordisk, the Danish 
pharmaceutical company specializing in diabetes and 
obesity treatements, which represent  93% of sales, with a 
focus on insulins and GLP-1 analogues. Ozempic, a 
once-weekly GLP-1 analogue for type-2 diabetes, received 
FDA approval in December 2017, followed by Wegovy, a 
weekly injectable approved for obesity and weight loss in 
June 2021. Despite the success of these drugs, the market 
has been focused on the company's loss of market share to 
Eli Lilly's Zepbound and Mounjaro, expecting Novo Nordisk 
to cede further ground in the newly launched oral weight 
loss segment. With the stock trading at historically low 
valuations, we saw an attractive opportunity, given the 
positive risk/reward profile.

We initiated a position in French firm Sodexo, one of the 
world's top-three contract catering and facilities 
management companies. As an outsourced provider, the 

company serves a diverse client base, including 
corporations, schools, hospitals, leisure facilities and remote 
sites, across 45 countries. Valuations have fallen to 
multi-year lows after the company warned that contract 
losses and operational challenges have weighed on renewal 
rates, and it has been unable to make up for these losses 
with new opportunities. We are optimistic that new 
management, including incoming CEO Thierry Delaporte, 
could turn around operations, particularly in the United 
States, where performance has been most challenged.

We also initiated a position in German health care 
conglomerate Merck, which we believe will benefit from a 
new CEO driving a more focused portfolio strategy. The 
share price had been weak as previous management 
struggled to revitalize the pharmaceutical division, which 
experienced slowing Erbitux revenue growth across cancer 
and multiple sclerosis indications. We see near-term upside 
in the Electronics division (17% of sales), which is benefiting 
from semiconductor chemicals (nearly 80% of Electronics 
revenue) and expansion into smart glasses. Merck is also a 
leader in life sciences, a structurally growing segment.

We eliminated Nutrien as the share price reached our target 
valuation, supported by meaningfully higher fertilizer prices 
driven by the Iran conflict. The closure of the Strait of 
Hormuz removed approximately 30% of exportable global 
fertilizer supply originating from Saudi Arabia, Qatar, 
Bahrain and Iran and prices moved up sharply in response. 
On the other hand, fertilizer volumes have been weighed 
down by wet weather in Canada and lower phosphate and 
nitrogen use in the United States, resulting in an estimated 
10% decline in retail volumes. We were concerned that 
higher prices and lower volumes could negatively impact 
medium-term earnings.

We eliminated Taylor Wimpey over concerns about the 
impact of higher U.K. rates on homebuilder volumes. U.K. 
house price growth has failed to keep pace with inflation, 
with prices expected to rise only 1-2% in 2026-2027, well 
short of the double-digit increases builders would need to 
restore margins to 2018 levels and offset higher 
construction costs. While there is hope the new Labour 
government will introduce policies to address the housing 
shortage, tight fiscal constraints make it difficult to believe 
there will be meaningful new subsidies in the near term.

We eliminated Sanofi to fund the Merck purchase, as we are 
concerned that Sanofi's pipeline will take longer to mature 
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than previously expected. Despite a strong commercial 
engine anchored by blockbuster Dupixent, a period of R&D 
disappointments leaves the company in continued 
transition. New CEO Belen Garifjo Lopez may be compelled 
to pursue acquisitions to boost the pipeline; however, given 
broad sector-wide demand for assets, deals could be 
expensive and may not deliver the anticipated benefits.

We also eliminated SAP in favor of a better risk/reward with 
Merck. While SAP may continue to benefit from the 
migration of its flagship software from on-premises to the 
cloud, we are concerned that the growth of new AI software 
could displace several of its specialty offerings over time. In 
the near term, we also see risk of downside guidance 
adjustments driven by customer spending cutbacks amid 
the ongoing conflict in the Middle East.

The portfolio ended the period with overweights in the 
financials, industrials, materials and energy sectors while 
remaining predominantly underweight in the defensive 
sectors of the market such as health care, utilities and real 
estate, as well as information technology, consumer 
discretionary and communication services.

From a country perspective, the portfolio maintained 
overweights in the Netherlands via securities such as ING 
Groep and Technip Energies, and Germany, including 
Siemens and Deutsche Post. The portfolio also kept 
out-of-benchmark positions in the emerging market of 
Brazil through positions in Embraer and Vale, and Canada 
through Agnico Eagle Mines. Meanwhile, the portfolio's 
most notable country underweights at quarter end were in 
Japan and Australia.

Outlook
As we enter the third quarter, international markets are 
navigating a tug of war between positive earnings 
momentum and modest economic activity on one hand, and 
a range of meaningful headwinds on the other, including the 
ongoing Iran conflict, elevated inflation, higher oil prices 
and approaching U.S. midterm elections. The overall 
earnings trend has remained positive through 2026, with 
earnings expectations rising approximately 2% since 
January and full-year growth projected at approximately 
17% year over year. This constructive momentum extends 
into 2027, where expectations have similarly increased 
about 2.5% since the start of the year, with growth projected 
at around 11% year over year. While tariff uncertainty and 

macro headwinds have weighed on expectations, equity 
markets have generally been correlated with earnings 
trends. Emerging market earnings have risen 27% year to 
date, while S&P 500 earnings have increased around 11%.

The concentration of growth in cyclical, commodity-linked 
and recovery-driven sectors suggests that EAFE's 2026 
earnings outlook carries meaningful sensitivity to global 
growth and commodity price assumptions. Energy, 
consumer discretionary, materials and information 
technology are the standout contributors to MSCI EAFE's 
2026 earnings growth, while defensive sectors are broadly 
flat. Financials (+4.8%), health care (+4.9%), consumer 
staples (+5.5%) and industrials (+7.2%) are contributing 
modestly — yet these sectors collectively represent a large 
share of EAFE's index weight, which explains why the 
index-level growth of +17.2% is well below the averages of 
the top-performing sectors.

Despite this strong earnings backdrop, we do not believe 
international equities have been fully re-rated to reflect their 
valuation discount relative to the U.S. market. MSCI EAFE 
currently trades at around 14.7x P/E for 2027, compared 
with 18x for the S&P 500. We see several catalysts that could 
narrow this valuation gap, including rising factory 
automation demand in China, an area where we expect to 
benefit through holdings such as Mitsubishi Electric, SMC 
and Nidec. Japanese banks and European insurance 
companies should also benefit from rising yields and 
improved pricing.

The Japanese shareholder return story continues to 
strengthen. Share buybacks by Japanese listed companies 
hit ¥16.2 trillion in the January–May period, up 34% year 
over year, against a near-record ¥17.7 trillion for full-year 
2025. These buybacks are aimed at unwinding 
cross-shareholdings and improving capital efficiency, and 
we expect the trend to continue. Separately, the Japanese 
government plans for households to allocate 40% of their 
financial assets into stocks, investment trusts and bonds by 
2040, up from 23% at the end of 2025, encouraging a 
meaningful structural shift away from cash savings. Our 
portfolio is well-positioned to benefit from this initiative, 
which aligns with the Japanese government's focus on 
investment across 17 strategic fields, including AI.

As we construct the portfolio from the bottom up, we 
remain constructive on our overweight positions in 
financials, industrials and materials. Within financials, we 
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Minimum investment is $100,000.

Important information on risk
All investments carry a certain degree of risk, including possible loss of principal, and there is no 
assurance that an investment will provide positive performance over any period of time. Equity 
investments are subject to market risk or the risk that stocks will decline in response to such 
factors as adverse company news or industry developments or a general economic decline. This 
strategy may invest in American Depositary Receipts (ADRs). ADRs do not eliminate the currency 
and economic risks for the underlying shares in another country. U.S. companies with a significant 
portion of their assets and/or operations located outside of the U.S. are also eligible for investment. 
Investing internationally presents risks such as political risk, exchange rate risk and inflationary 
risk, which includes the risk of economic change, social unrest, changes in government relations 
and different accounting standards. Investing in securities of developing countries involves greater 
risk than, or in addition to, investing in developed foreign countries. Value style investing presents 
the risk that the holdings or securities may never reach their full market value because the market 
fails to recognize what the portfolio management team considers the true business value or 
because the portfolio management team has misjudged those values. In addition, value style 
investing may fall out of favor and underperform growth or other style investing during given 
periods.
This material is not intended to be a recommendation or investment advice, does not constitute a 
solicitation to buy, sell or hold a security or an investment strategy, and is not provided in a fiduciary 
capacity. The information provided does not take into account the specific objectives or 
circumstances of any particular investor, or suggest any specific course of action. Investment 
decisions should be made based on an investor's objectives and circumstances and in consultation 
with his or her financial professional.
The views and opinions expressed are for informational and educational purposes only as of the 
date of production/writing and may change without notice at any time based on numerous factors, 

such as market or other conditions, legal and regulatory developments, additional risks and 
uncertainties and may not come to pass. This material may contain "forward-looking" information 
that is not purely historical in nature. Such information may include, among other things, 
projections, forecasts,estimates of market returns, and proposed or expected portfolio composition. 
Any changes to assumptions that may have been made in preparing this material could have a 
material impact on the information presented herein by way of example. Performance data shown 
represents past performance and does not predict or guarantee future results. All information 
has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is 
no representation or warranty as to the current accuracy, reliability or completeness of, nor liability 
for, decisions based on such information and it should not be relied on as such.

Glossary
The MSCI ACWI ex USA Index captures large and mid cap representation across 22 of 23 
Developed Markets (DM) countries (excluding the US) and 23 Emerging Markets (EM) countries. 
The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization 
index that is designed to measure the equity market performance of developed markets, excluding 
the United States and Canada. The MSCI Emerging Markets Index is a free float-adjusted market 
capitalization index that is designed to measure equity market performance of emerging markets. 
The MSCI Europe Index captures large- and mid-cap representation across 15 developed markets 
countries in Europe. The MSCI China Index is designed to capture large- and mid-cap segments 
with H shares, B shares, red chips, P chips and foreign listings (e.g., ADRs) of Chinese stocks.The 
MSCI China Index represents approximately 85% of China free float-adjusted market capitalization 
and evolves to reflect the changingequity market. The S&P 500® Index is widely regarded as the 
best single gauge of large-cap U.S. equities. The index includes 500 leading companies and 
captures approximately 80% coverage of available market capitalization. It is not possible to 
invest directly in an index. Clients should consult their financial professional sregarding unknown 
financial terms and concepts.
Nuveen Asset Management, LLC is a registered investment adviser and an affiliate of Nuveen, LLC.
CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.
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are attracted to banks with low valuations and strong CET-1 
capital ratios, which give them ability to increase buybacks 
and potentially benefit from a higher rate environment. We 
also view consolidation within the European financial 
industry as a potential longer-term catalyst. In insurance — 
where we are more overweight and view the earnings profile 
as more defensive — pricing remains broadly supportive for 
property and casualty results, even as market conditions 
have moderated.

 

 

 


