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In brief

= Market analysts often highlight that the last time the MSCI EAFE outperformed the
S&P 500 was pre-GFC. While accurate, it’s not helpful information.
= Performance depends on earnings.

= Anew era of higher spending and prices is setting the stage for a new paradigm of
EAFE outperformance.

Knowledge is a process of piling up facts; wisdom is the ability to simplify those facts. Take the
old adage about the tomato: Knowledge is knowing it’s a fruit; wisdom is knowing not to put itin
afruit salad. This distinction has never been more apt in a world where the constant and growing
flow of information often obscures simple truths.

Consider the recent emphasis by market pundits that the last time the MSCI EAFE Index
outperformed the US market was pre-global financial crisis (2008). This piece of knowledge,
while accurate, often fuels unhelpful narratives; it’s not particularly relevant on its own.
Outperformance, whether by a region, asset class, industry or a stock, does not die of old age.
Knowledge is knowing the extent of performance differentials; wisdom is understanding why
and, more importantly, what can change.

The Earnings-Driven Truth

The MSCI EAFE outperformed the S&P 500 from 2000 to 2008 because EAFE companies
outearned their US counterparts (Exhibit 1). Since a stock represents the residual value of a
company’s assets and cash flows, EAFE’s superior earnings per share during this period was the
source of outperformance versus the S&P 500.

Exhibit 1: Cumulative Earnings Per Share Growth 2000-2008
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Source: Bloomberg. Annual data from 31 December 2000 to 31 December 2008. Earnings per share are
last-twelve-months.
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Conversely, earnings are the same reason why EAFE stocks lagged over the past 15 years—weaker
earnings (Exhibit 2).

Exhibit 2: Cumulative Earnings Per Share Growth 2009-Present
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Source: Bloomberg. Annual data from 31 December 2008 to 31 December 2024. Most recent data point is
through 31 July 2025. Earnings per share are last-twelve-months.

After we exhaust ourselves analyzing index concentration, duration and magnitude versus past
periods, the simple takeaway is it’s always about earnings. Index concentration and market cycles are
merely symptoms of earnings, not causes.

While the specific conditions of these two vastly different periods in the past (almost) 25 years might
seem irrelevant to the current moment, they offer valuable context:

= 2003-2008: The Global Growth Engine: This period saw the global economy in a robust growth
phase, driven by the emergence of China and other developing markets, alongside a burgeoning
US housing bubble. This fueled immense demand for capital, labor and commodities, which
disproportionately benefited EAFE companies. Their businesses, relative to US companies, have a
higher revenue multiplier to GDP, and when juxtaposed against a more fixed cost basis, generate
greater profit torque to changes in economic growth. This works in reverse too when growth is
slowing. This dynamic is much like how value companies often outearn growth companies during
periods of rising growth — because they are more mature businesses that have greater revenue
sensitivity to the economy versus those with secular growth characteristics seeking to take share
from market incumbents. The economic environment enabled EAFE companies to outearn US
companies, and stock prices followed suit.

= Post-2008: The Era of Secular Stagnation: Following the 2008 recession, global banks curtailed
lending, consumers tightened their belts, developed companies cut expenditures and shifted
manufacturing to Asia, and China/emerging markets began a deceleration that combined for
one of the weakest business cycles in over a century. This environment benefited companies,
predominately US technology firms, less dependent on the overall economy or business cycle.
These businesses were adept at taking market share from “melting icebergs and cubes” and
evolved into massive oligopolies, monopolies and monopsonies, thriving and aggregating profits
even amidst broader economic stagnation.
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Outlook: The Winds of Change for Earnings
Looking ahead, we believe that conditions are ripe for another shift.

GDP growth is fundamentally a function of spending and prices. Both are currently higher than during
the 2009 to 2020 period and are likely to remain so as demand for tangible fixed investment should

be higher versus the 2010s. For example, for years, global supply chains were increasingly prioritized
for efficiency and return. However, COVID, a land war in Europe, fighting in the Middle East and, more
recently, tariff policies have reprioritized resiliency over cost minimalization. Additional demands for
capital stem from the buildout of artificial intelligence, increasing energy demands, national security,
defense and more.

At the same time, an era of abundance has ended. Everything from capital, labor and goods needed
for production costs more than it did in the post-2008 years.

While economic growth may decelerate due to other factors, the combination of new investment
cycles across different sectors, higher input prices and new businesses emerging for market share
combines for potential earnings headwinds for US businesses relative to EAFE companies.
Together with the valuation discount, we believe this forms a compelling algorithmic case for
EAFE outperformance.

Conclusion

The wisdom derived from the knowledge of past cycles points us squarely to earnings as the ultimate
driver. As the global economic landscape shifts, so too will the fortunes of different market segments.
In our view, investors focused on the underlying fundamentals — with a vast research infrastructure
that can help differentiate between the growing avalanche of noise and financially relevant truths —
will likely be best positioned to navigate the path ahead. 4
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MSCI EAFE (Europe, Australasia, Far East) Index (net div) - a market capitalization-weighted index that is designed to measure equity market performance in the developed markets,
excluding the U.S. and Canada.

Standard & Poor’s 500 Stock Index - a market capitalization-weighted index of 500 widely held equity securities, designed to measure broad U.S. equity performance.

Index data source: MSCI. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI
data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed or produced by MSCI.

“Standard & Poor’s” “ and S&P “S&P" “ are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”) and Dow Jones is a registered trademark of Dow Jones Trademark
Holdings LLC (“Dow Jones”) and have been licensed for use by S&P Dow Jones Indices LLC and sublicensed for certain purposes by MFS. The S&P 500" is a product of S&P Dow Jones Indices
LLC, and has been licensed for use by MFS. MFS’s Products are not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, or their respective affiliates, and
neither S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective affiliates make any representation regarding the advisability of investing in such products.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE
Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.
Distributed by: U.S. - MFS Investment Management; Latin America - MFS International Ltd.

Please note that in Europe and Asia Pacific, this document is intended for distribution to investment professionals and institutional use only. In Canada, this document is intended
for distribution to institutional clients only. In Qatar this document i strictly for sophisticated investors and high net worth individuals only.

Note to readers in Canada: Issued in Canada by MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International
(UK) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business
by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland)
readers: Issued in Europe by MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and
which both provide products and investment services to institutional investors and is registered office is at S.a . 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material
shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such
reliance or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty
Ltd (“ MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK

is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities

and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World
Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.; Japan - MFS Investment
Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust Association, Japan and the Japan
Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, the total amount nor
the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount invested. Investors should obtain
and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments ; For readers in Saudi Arabia, Kuwait,
Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth individuals only. In Bahrain, for sophisticated institutions only: The
information contained in this document is intended strictly for professional investors. The information contained in this document, does not constitute and should not be construed as

an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken

to ensure that the information contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You
may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international U.K. Ltd (“MIL UK”). The information contained in this document is for information
purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the public. The information contained in this document, may contain statements that are not
purely historical in nature but are “forward-looking statements” These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements are based
upon certain assumptions, some of which are described in other relevant documents or materials. If you do not understand the contents of this document, you should consult an authorised
financial adviser. Please note that any materials sent by the issuer (MIL UK) have been sent electronically from offshore. South Africa - This document, and the information contained is not
intended and does not constitute, a public offer of securities in South Africa and accordingly should not be construed as such. This document is not for general circulation to the public in South
Africa. This document has not been approved by the Financial Sector Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.
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