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What's Driving the Strength in Global Equities?

Macroeconomic and industry-specific trends are providing tailwinds. Given the scope of the opportunity
set, we think selectivity will be the key to investment success.

Yuriy Minchuk
Investment Strategist

Global equity markets have continued their strong showing through the third quarter of 2024, building on the rally that began in
late 20283. Year to date through September 30, the S&P 500° Index advanced 22%, while the MSCI ACWI (All Country World
Index) climbed 19%. Here, we’ll look at some of the factors driving that strong performance and offer some insights about how
investors might approach the asset class in the fourth quarter and beyond.

One development supporting markets in 2024: The global disinflation narrative is intact. The annualized August U.S. core
consumer price index (which excludes food and energy prices) decreased to 3.3%, year over year, in September after peaking at
6.1% in September 2022. Many economies overseas are ahead of the U.S. on this front, with headline inflation in the Eurozone,
Germany, the U.K., and Canada now at 1.8%, 1.6%, 2.2%, and 2.0%, respectively. (All inflation data are sourced from
government agencies of the respective areas.)

This moderation in inflation has allowed central banks globally to begin easing monetary policy, with the U.S. Federal Reserve
notably cutting rates by 50 basis points (bps) on September 18, the European Central Bank delivering two 25-bp cuts in the last
three months, and the Bank of Canada cutting rates three times since June, with more cuts expected.

Meanwhile, economic growth is expected to moderate but stay positive in most developed markets, while maintaining a stronger
profile in emerging markets (see Figure 1), bringing a so-called “soft landing” into view. Historically, this type of environment tends
to be positive for risk assets, as evidenced by the performance of the major indexes referenced above. (There can be no
assurance that such conditions will continue in the future.)
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Figure 1. GDP Data Point to a Soft Landing in Developed Markets, Strong Growth in Emerging Markets
Real (inflation-adjusted) gross domestic product growth, year-over-year for indicated periods
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Source: International Monetary Fund World Economic Outlook (July 2024 update). E=Estimated. For illustrative purposes only.

In a setting where yields are declining, European companies—having a larger share of floating-rate debt—are positioned to gain, as
the interest payments on this debt periodically adjust according to current market interest rates. Reduced interest expense should
lead to improved profitability and enhanced cash flow for corporate borrowers, freeing up capital that can be used to reduce debt,
reinvest into the business, or return to shareholders through dividends and buybacks.

While we believe the U.S. equity market rally still has momentum, given a resilient U.S. economy and the continued investment in,
and increasing adoption of, generative artificial intelligence (Gen Al), it is prudent to look at non-U.S. equity markets as well for their
diversification benefits, cyclical and secular tailwinds. International markets are much more diverse, providing potential opportunities
for active managers to win in different environments.

That diversity is evident when one looks at the composition of major equity indexes. The U.S. equity market has, over the years,
become very tech-concentrated, resulting in an equity allocation that is skewed toward growth and dominated by just a handful of
the biggest companies. In fact, the S&P 500’s five largest stocks make up over a quarter of the market capitalization of the index (as
of September 30) and are all technology-related. This growth skew has been a key driver of returns in U.S. markets recently. On the
other hand, the five largest stocks in the MSCI EAFE make up less than 10% of the index and represent multiple industries and
regions (see Figure 2), while also being significantly more value-oriented. We think a diversified portfolio of U.S. and international
equities makes a lot of sense given the widely differing composition of these markets.
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Figure 2. Diversification Across Geographies Can Present Opportunities for Equity Investors
Composition data for indicated indexes as of September 30, 2024
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Source: Factset. Past performance is not a reliable indicator or guarantee of future results. The historical data shown in the chart above are for
illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett. Indexes are unmanaged, do not reflect the deduction of fees
or expenses, and are not available for direct investment.

The appeal of a broader geographic exposure becomes evident when one considers the many secular drivers that are positioned
to benefit companies outside the United States. For example, the increasing adoption of Al could benefit Al-adjacent companies in
Japan, many of which are smaller concerns that play in other parts of the supply chain outside of chip manufacturing. The increasing
use of GLP-1 drugs to treat both diabetes and obesity could provide a boost to global pharmaceutical firms. There are also
companies benefiting from the shifting of global supply chains in a post-pandemic world. In fact, according to Morgan Stanley
Research, the percentage of U.S. imports from China has come down from a peak of just over 20% in 2018 to approximately

12% in 2024.

Mapping a Global Equity Strategy

As we have observed, both cyclical and long-term factors make a compelling case for global equities. But what is the most effective
way to invest in this asset class? While index investing is a common approach in U.S. equity markets, it may not be the best fit for
international markets. Given the vast array of options, “owning the entire market” in a broader geographic universe also means
holding companies with weak fundamentals, such as low returns on invested capital, negative earnings, poor or stagnant earnings
growth, and high debt levels.

Therefore, we advocate a more selective approach to global equity investing, one that emphasizes identifying businesses with
sustainable competitive advantages. These strengths enable firms to demonstrate robust quality indicators, including high returns on
invested capital (ROIC), free cash flow, and healthy margins—traits that are characteristic of companies with a strong competitive
“moat.” In fact, we have found that over the last decade, the top decile (top 10%) segment of the MSCI ACWI ex-USA Index, based
on annual ROIC growth, outperformed the bottom decile by 57.4% (see Figure 3).
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Figure 3. Companies That Display a Key Measure of Competitive Strength Have Outperformed

Performance of top- and bottom-decile companies on the MSCI All Countries World Index
(ex-U.S.) based on return on invested capital (ROIC), September 30, 2014-September 30, 2024
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Source: FactSet. Return on invested capital, a measure of how effectively a company is creating value through its investments, is calculated by dividing
a company’s net operating profit after taxes by its total invested capital. Past performance is not a reliable indicator or guarantee of future results.
The historical data shown in the chart above are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

One final observation: Active management teams with deep and broad research and security valuation capabilities may be
particularly well positioned to capitalize on the trends that could drive future growth across global equity markets.
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Glossary & Index Definitions
Disinflation is a decrease in the rate of inflation.

Macroeconomics is the study of large-scale or general economic factors
and how they interact in economies.

Market capitalization is the total value of a company’s outstanding shares
of stock, which include publicly traded shares plus restricted shares held
by company officers and insiders.

A “moat” is a type of sustainable competitive advantage that makes it
difficult for a business’ rivals to erode its market share.

Return on invested capital is calculated by taking into account the cost
of the investment and the returns generated. Returns are all the earnings
acquired after taxes but before interest is paid. The value of an investment
is calculated by subtracting all current long-term liabilities, those due
within the year, from the company’s assets.

The MSCI ACWI (All Country World Index) is a free float-adjusted,
market capitalization-weighted index that is designed to measure the
equity market performance of developed and emerging markets.

The MSCI EAFE Index is an equity index which captures large and mid
cap representation across 21 Developed Markets countries around the
world, excluding the US and Canada. With 732 constituents, the index
covers approximately 85% of the free float-adjusted market capitalization
in each country. The MSCI EAFE Ex-U.S. Index excludes shares in the
United States.

The S&P 500° Index is widely regarded as the standard for measuring
large cap U.S. stock market performance and includes a representative
sample of leading companies in leading industries.

Indexes are unmanaged, do not reflect the deduction of fees or expenses,
and are not available for direct investment.

Important Information

Unless otherwise noted, all discussions are based on U.S. markets, U.S.
monetary and fiscal policies, and U.S. dollar-denominated index and
return data.

Asset allocation or diversification does not guarantee a profit or protect
against loss in declining markets.

No investing strategy can overcome all market volatility or guarantee
future results.

The value of investments and any income from them is not guaranteed
and may fall as well as rise, and an investor may not get back the amount
originally invested. Investment decisions should always be made based on
an investor’s specific financial needs, objectives, goals, time horizon, and
risk tolerance.

Market forecasts and projections are based on current market conditions
and are subject to change without notice. Projections should not be
considered a guarantee.

Specific investments described herein do not represent all investment
decisions made by Lord Abbett. The reader should not assume that
investment decisions identified and discussed were or will be profitable.
Specific investment advice references provided herein are for illustrative
purposes only and are not necessarily representative of investments that
will be made in the future.

Mentions of specific companies are for reference purposes only and are
not meant to describe the investment merits of, or potential or actual
portfolio changes related to, securities of those companies.

Equity Investing Risks

The value of investments in equity securities will fluctuate in response to
general economic conditions and to changes in the prospects of
companies and/or sectors in the economy. While growth stocks are
subject to the daily ups and downs of the stock market, their long-term
potential as well as their volatility can be substantial. Value investing
involves the risk that the market may not recognize that securities are
undervalued, and they may not appreciate as anticipated. Smaller
companies tend to be more volatile and less liquid than larger companies.
Small cap companies may also have more limited product lines, markets,
or financial resources and typically experience a higher risk of failure than
large cap companies.

This material may contain assumptions that are “forward-looking
statements,” which are based on certain assumptions of future events.
Actual events are difficult to predict and may differ from those assumed.
There can be no assurance that forward-looking statements will
materialize or that actual returns or results will not be materially different
from those described here.

The views and opinions expressed are as of the date of publication, and
do not necessarily represent the views of the firm as a whole. Any such
views are subject to change at any time based upon market or other
conditions and Lord Abbett disclaims any responsibility to update such
views. Lord Abbett cannot be responsible for any direct or incidental loss
incurred by applying any of the information offered.
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This material is provided for general and educational purposes only. It is
not intended as an offer or solicitation for the purchase or sale of any
financial instrument, or any Lord Abbett product or strategy. References to
specific asset classes and financial markets are for illustrative purposes
only and are not intended to be, and should not be interpreted as,
recommendations or investment advice.

Certain information contained herein has been obtained from third party
sources and such information has not been independently verified by Lord
Abbett. No representation, warranty, or undertaking, expressed or implied,
is given to the accuracy or completeness of such information by Lord
Abbett or any other person. While such sources are believed to be reliable,
Lord Abbett does not assume any responsibility for the accuracy or
completeness of such information. Lord Abbett does not undertake any
obligation to update the information contained herein as of any future date.

Please consult your investment professional for additional information
concerning your specific situation.

This material is the copyright © 2024 of Lord, Abbett & Co. LLC. All Rights
Reserved.
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NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE

Important Information for U.S. Investors
Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS,
CONTACT YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT
DISTRIBUTOR LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.
COM FOR A PROSPECTUS, WHICH CONTAINS IMPORTANT
INFORMATION ABOUT A FUND’S INVESTMENT GOALS, SALES
CHARGES, EXPENSES AND RISKS THAT AN INVESTOR SHOULD
CONSIDER AND READ CAREFULLY BEFORE INVESTING.

The information provided is not directed at any investor or category of
investors and is provided solely as general information about Lord Abbett’s
products and services and to otherwise provide general investment
education. None of the information provided should be regarded as a
suggestion to engage in or refrain from any investment-related course of
action as neither Lord Abbett nor its affiliates are undertaking to provide
impartial investment advice, act as an impartial adviser, or give advice in a
fiduciary capacity. If you are an individual retirement investor, contact your
financial advisor or other fiduciary about whether any given investment
idea, strategy, product, or service may be appropriate for your
circumstances.




The representations and opinions of Lord Abbett herein are their own and are not the opinions or
views of Freedom Advisors. The information is believed to be reliable but is neither guaranteed by
Freedom Advisors nor any of its affiliates. Freedom Advisors and Lord Abbettare not affiliated.
This document and the information contained herein is intended for informational purposes only. It
does not constitute investment advice or a recommendation with respect to investment. Investing

in any strategy should only occur after consulting with a financial advisor. Freedom Advisors does
not provide tax or legal advice.
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