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Summary
The Coronavirus crisis will eventually subside and the world
will return to normalcy. How should American investors
allocate capital overseas in an cipa on of the post-crisis era?
Our international investment universe is split between
countries that managed the health crisis effectively and
followed conservative financial policies, and others that
suffered major disruptions to their economies and were forced
to cast aside financial orthodoxy. The former are mostly in
developing Asia; the latter are mostly in the developed world.
This split reinforces our view that for long-term investors, the
most a rac ve geographic region outside the United States
remains developing Asia, where the Coronavirus crisis is
oﬀering an a rac ve entry point in a secular growth story.
As one industry professional recently pointed out, “A shi
in the economic balance, away from the west and towards
Asia, was well under way before Covid-19. The pandemic just
accelerated it.”

Asia (ex-Japan)
For the most part, governments in Asia (ex-Japan) have
chosen not to “mone ze the Covid crisis”. Unlike the United
States, Europe and Japan, which have merged their ﬁscal and
monetary policies and massively inﬂated their money supplies
along with their debt levels, the majority of countries in Asia
(ex-Japan) have followed rela vely orthodox, conserva ve
policies. Even when they engaged in s mulus programs
or government-guaranteed lending schemes, these were
rela vely restrained.
The growth of the major central banks’ balance sheets tells
the story (see Chart 1).
For the most part, governments in Asia (ex-Japan) have
also managed the health crisis more eﬀec vely, with fewer
cases, lower mortality rates and in par cular in North Asia,
fewer economic disrup ons. Even in the countries where the
virus spread has not yet been contained, such as India, the
Philippines and Indonesia, the death rate is rela vely low. Asia
is back to work.
When the health crisis eventually subsides, in contrast with
developed markets, Asia (ex-Japan) will likely return to its

pre-crisis state and the next normal will be the old normal:
the drivers of the investment opportunity will remain.
Investors will be able to structure por olios around economic
developments, with the main drivers of growth s ll in place
and a rac ve stock returns poten ally available in many
sectors. Fundamental investment principles will con nue to
apply.

Chart 1: Central Banks’ Balance Sheets
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In fact, we believe that developing Asia’s a rac veness as an
investment des na on will increase because global investors
will seek in the region the secular growth that they cannot
easily ﬁnd in their home markets.
Our investment strategy will focus on secular growth
opportuni es in New Asia rather than value opportuni es
in Old Asia, favoring companies that beneﬁt from the socioeconomic transforma ons taking place around the region
over state-owned businesses and old-economy stocks. Valueoriented strategies that rely solely on tradi onal valua on
metrics, however well executed, may be unsuccessful in
developing Asia because the market forces and mechanisms
used to close the value gap in Western markets do not always
exist or are not culturally or poli cally acceptable. One goes to
developing Asia to seek secular growth that is not eﬃciently
priced by the markets, quality companies that oﬀer a good
margin of safety and are run by talented entrepreneurs whose
interests are aligned with those of their shareholders.
Source: Financial Times, “Covid crisis has accelerated big trends in
China’s favour” (September 2020).
Source: Gavekal Research, “The past is another country” (August
2020). In local currency, rebased at 100 in August 2019.
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Chart 2: % of Market Cap by Sales Growth
Expected in FY3

Developed Markets: Europe and Japan
In many cases, developed economies have suﬀered more
signiﬁcantly from the health crisis, with higher death rates,
more damaging lockdowns, and now the threat of more
disrup ve “second waves” of cases.
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In contrast to developing Asia, they have also engaged in
massive money prin ng to limit the economic impact of the
crisis. Interest rates in Europe and Japan were close to zero
or nega ve before the crisis, and given the unprecedented
amount of s mulus, in our opinion, it will be hard to normalize
monetary policy. There will likely con nue to be more capital
than demand for capital, and rates could remain abnormally
low for a while. While low rates may keep governments
solvent, they have many nega ve eﬀects:
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• .They have a nega ve impact on banks, which ﬁnd it more
diﬃcult to earn a spread. It is hard for a region to build a
healthy economy with unhealthy banks.
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earnings. This will jus fy the high valua ons of growth
companies that we have seen in the recent past. What is rare
becomes more valuable. If earnings growth remains hard to
ﬁnd, we believe it will remain very valuable.

• .They have a nega ve impact on industry and business, as
low rates allow industrial projects with low poten al growth
and low marginal returns to get ﬁnanced, crea ng zombie
companies that ruin margins for their en re sector. Capitalism
does not work well without a hurdle rate for investments.

We plan on con nuing to invest more in Asia (ex-Japan) than in
Europe and Japan. We will have exposure to these developed
economies through managers able to focus on niche,
underappreciated growth sectors or on companies crea ng
value through business and governance improvements.
We believe that concentra on will be key and we will try to
avoid mechanical factor strategies leading to very diversiﬁed
por olios. Careful stock selec on will likely become even
more important given that the overall trends will not be
favorable. Thus, we will con nue to focus on managers with
a very deep understanding of what they own and why they
own it.

•..They have a nega ve impact on investments and
produc vity. Low rates induce companies to prac ce ﬁnancial
engineering and buy exis ng assets rather than invest in new,
produc ve ones.
Thus, the crisis will probably further restrict economic growth
and in turn, for Europe and Japan, the next normal may
not be normal. Growth was already hard to ﬁnd in Europe
and Japan before the crisis. As shown in Chart 2, companies
accoun ng for just 13% of STOXX 600 market cap were
expected to grow sales by 10% or more in FY3 on consensus
forecasts while the S&P 500 had three mes as much.

While inﬂa on does not seem to be a threat in the short
term, one has to acknowledge that a new dynamic is now in
place in developed economies. The government-guaranteed
bank lending programs and the mone za on of ﬁscal deﬁcits
appear to be resul ng in an unprecedented growth of the
money supply. In the long term, this new dynamic may lead
to a change in investment regime and a shi in the rela ve
performance of growth versus cyclical or value stocks. This
is not a source of concern for now but we believe it bears
monitoring.

Our investment strategy in these developed economies
aims to revolve around managers able to ﬁnd
opportuni es in a challenging economic context. We
believe that if rates remain “lower for longer”, growth
stocks will remain extremely valuable because lower
rates will increase the discounted value of their future

Source: Goldman Sachs Research (May 2020).
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Disclosures
The Colony Group, LLC (“Colony”) is an SEC Registered Investment Advisor with oﬃces in Massachuse s, New York, Maryland, Virginia, Florida, Colorado,
Connec cut, California, and New Hampshire. Registra on does not imply that the SEC has endorsed or approved the qualiﬁca ons of Colony or its respec ve
representa ves to provide the advisory services described herein. In Florida, Colony is registered to do business as The Colony Group of Florida, LLC. Colony
provides individuals and ins tu ons with personalized ﬁnancial advisory services.
This whitepaper represents the opinions of The Colony Group, LLC (“Colony”). Although recently updated for non-substan ve purposes, it originally was
authored prior to August 1, 2021 – when New Providence Asset Management, L.P. merged into and with Colony. Informa on provided herein is general and
educa onal in nature. it is not intended to be, nor should be construed as, speciﬁc planning, tax, or investment advice. Market condi ons can vary widely over
me and can result in a loss of por olio value.
Colony’s investment advisory services are provided only pursuant to an advisory agreement with the client. Colony’s Form ADV Part 2A, 2B, Form CRS, and
Privacy Statement will be provided on request and as required by law. For a descrip on of fees payable for investment advisory services, please see Colony’s
Form ADV Part 2A.
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