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			Oysters in a Dishwasher

			Every adventure begins with an inspiration.
 This adventure was inspired by a dishwasher.

			In the fall of 1995, I set out to become a global investor, convinced that limiting my investments to the U.S. stock market, though certainly home to some of the world’s truly great corporations, restricted the opportunities to profit from the growth of companies building the products, selling the goods, and providing the services responsible for the economies expanding beyond America’s shores. After all, more than 320 of the Fortune Global 500 are based outside the United States, and tens of thousands of smaller companies never show up on radar back in America. As such, overseas existed opportunities unavailable at home on the New York Stock Exchange or the Nasdaq Stock Market. Overseas traded the stocks of local companies most Americans never heard about—in places most Americans rarely considered.

			I am not a professional investor. Nor am I a mutual-fund manager, hedge-fund trader, or research analyst. I am a journalist—an average investor, with access to the same tools available to every other average investor, namely, the Internet and an e-mail account. And I am convinced that as great as the opportunities are in America, they are not the only opportunities the world provides. I am convinced that the U.S. dollar, despite its supremacy and global reach, is not the world’s only worthy currency. That conviction, in turn, compels me to seek out opportunities in stock markets far removed from New York City.

			At the time this adventure begins—1995—international investors had no Lonely Planet guide to going global with your greenbacks; no Fodor’s guide to the stock exchanges of the world. Stateside brokerage firms offered no real options either. Those that would transact in foreign stocks either demanded large purchases to justify their effort, or marked up the price of the stock sharply to cover their costs for trading overseas and converting dollars into whatever local currency the transaction demanded. Neither option appealed to a small-time investor unable to trade multi-thousand-share blocks and unwilling to pay usurious up-charges.

			No, if I wanted to go native—that is, if I wanted to trade as the locals do, on local stock exchanges, in local currencies—I’d have to bushwhack the trail myself.

			So I did, ultimately opening accounts over the years in New Zealand, Australia, Hong Kong, Singapore, and Canada that, combined, provide access to more than a dozen stock exchanges. In more recent times, I have begun to explore accounts that will allow me to own shares directly in places such as Vietnam, Egypt, the Middle East, and Eastern Europe.

			And now the obvious question: Why?

			Think back to Wall Street in the 1990s. U.S. stocks were rocking, the Standard & Poor’s 500-stock index seemed incapable of disappointing. Stock-market profits flowed freely, barbershops became centers of investment counsel, and “playing the market” grew into a game that anyone could win. The U.S. indices racked up double-digit gains seemingly yearly and seemingly with little effort, some years posting returns of nearly 40%. And here’s the irony: Not once in that decade did the S&P 500 top the list of the world’s best-performing stock markets. In 1995, the year the S&P posted a monumental total return topping 38%, Switzerland moved up nearly 45%. Two years later, when the S&P notched an equally impressive 34% showing, Turkey put up a 118% gain. In 1998, the S&P’s otherwise muscular 31% surge shriveled next to the performance registered by South Korea, which lit up the tote board with a 141% return.

			The current decade is little changed. In 2003, when the S&P bounced back from three consecutive years of bear-market losses with a 29% gain, Thailand improved by 145% while Australia, Austria, Brazil, Canada, Denmark, Germany, Greece, Israel, New Zealand, Spain, and Sweden—among others—all powered ahead with gains of between 50% and 115%. When the S&P eked out a tiny, single-digit return in 2005, more than 40 other countries’ stock markets performed better, led by Egypt, which roared ahead 161%.

			The fact is, the U.S. stock market, as measured by the S&P, has never led the list as the world’s top performer. In years the S&P flagged, any of a variety of other markets flourished. And in years the S&P flourished, any of a variety of other markets flourished more.

			America, thus, is not the only land of opportunity. To find more of what the world has to offer, you must, like Australia’s native Aborigines, set off on a walkabout, a journey of exploration. That, then, is the reason behind The World Is Your Oyster. Just as you need a little guidance crossing borders when you travel, so too do you need guidance when crossing borders as an investor. As traveler or investor, dangers and opportunities abound; you just have to know where to go and how to get there and what to be on the lookout for once you arrive. Thus, consider this guidebook your travel companion for buying and selling stocks around the world.

			Other books make a great case for investing globally, but then tell you how to size up U.S.-based mutual funds or U.S.-listed foreign stocks as your investment options. That’s akin to telling you how much fun it is to fish…then setting you loose on a koi pond. This is not that guidebook—though we’ll certainly address in an early chapter the various ways to own foreign investments within the confines of the U.S. markets if you don’t yet feel comfortable enough to wire thousands of dollars to a brokerage firm you’ve never heard of, in a country you’ve never visited.

			This guidebook takes a novel approach: that individual investors want their money to interact directly in local economies, bypassing Wall Street altogether. As such, this guide dispenses the practical advice you need for finding the overseas brokerage firms willing to work with you; how to fund the account; the oddities you’ll encounter with the way foreign companies report their financial results; the tax issues involved with owning accounts overseas; the challenges of being so far removed from your investments; and how to research and track the companies you buy and those you might want to buy.

			This book will teach you about the risks of owning assets denominated in foreign currencies—everything from the geopolitical risk of governmental actions to the effects of currency fluctuations. It will detail in easy-to-understand language why currencies ebb and flow in relation to one another, how that affects your investments, and how to convert dollars to yen…and back again. Don’t fret, though; currency conversion isn’t nearly as complex as it might seem—plus, I’ll take you to the websites that will convert the numbers for you instantly.

			Inside you’ll also learn how, and why, to tie a foreign bank account to a foreign brokerage account—a necessity for several reasons, not the least of which concerns dividends. Trust that your foreign shares are much more likely to pay a dividend than are your U.S. holdings, and trust that the bank teller down the block will look at you with the most dumbfounded expression when you ask if the bank can convert into dollars a dividend check denominated in Thai baht, even if that bank is a huge global institution in New York City or Los Angeles that offers currency conversion services to its customers.

			You’ll also find a chapter each devoted to China and Turkey, a case study in how to think long term about overseas profit potential, how to find and research companies in a foreign land, and the inherent risks you face once you leave home.

			The best part: You don’t need a passport. You can own the world from the comfort of home—no matter if home is a financial capital such as Boston, or the capital of trout fishing: Cotter, Arkansas. Regardless of where you live, these days you can buy and sell stocks from Tokyo to Cairo, Auckland to London to Shanghai, in the middle of the night, wearing your pajamas.

			The message here is that for all the attention afforded Wall Street and its storied history, and despite the U.S. stock market’s vaunted position as the world’s preeminent financial marketplace, American stocks are simply not the be-all, end-all to investing. The New York Stock Exchange may in fact sit upon an island, but it’s surrounded by a wide, wide world of investment opportunities unrelated to America.

			That’s what I went looking for in 1995—and found a dishwasher…

			Fisher & Paykel is not a company many Americans knew about in the mid-1990s. However, as the maker of kitchen and laundry appliances it was a leader in its home country, New Zealand, and was a growing presence in Asia, where people have been increasingly moving into middle-class ranks, ushering in a ravenous desire for the same Western conveniences—i.e., electric dishwashers—enjoyed by consumers in industrialized nations. Investors specifically searching for consumer-oriented Pacific Rim companies likely to benefit from Asia’s multi-decade economic expansion would likely stumble upon Fisher & Paykel (rhymes with Michael).

			Yet even if they did, Fisher & Paykel was not a stock investors could easily buy in America circa 1995. To own Fisher & Paykel shares at the same price New Zealanders paid required transacting on the New Zealand Stock Exchange, nearly 9,000 miles (as the crow flies) from the New York Stock Exchange. Accomplishing that would necessitate a local brokerage account, funded with New Zealand dollars.

			Equipped with a slow laptop computer and an even slower dial-up Internet connection, I trolled the Web for several weeks, dispatching e-mails to brokerage firms Down Under, asking if they might accommodate an American investor. Most responded with courteous missives informing me that they couldn’t. A few never replied.

			One—just one—welcomed me: New Zealand’s now-defunct Ord Minnett Securities, where a local broker helped me open an account via e-mails and applications faxed across 17 time zones.

			“All that remains,” he ultimately wrote, “is wiring your funds” to a particular account number, routing it through a particular bank…on the other side of world…to a country I’ve never even visited.

			Eagerly I complied.

			Then heard nothing.

			For days.

			My enthusiasm waned; worry swelled. Was my trust misplaced? Had this seemingly affable broker really opened the account? Might he have just pocketed my thousands of dollars, assuming I’d never track him down, given the vast distance separating us?

			Four days later, the notice arrived by fax: The broker, who had been out of the office for several days, had received the money, had funded the account, and had purchased for me shares in Fisher & Paykel and another company, a brewer, Lion Nathan Ltd., as I’d requested. And, he informed me, the sum of money I’d wired into my account was precisely 10 New Zealand dollars too few. On my very first overseas transaction, I had muffed my first currency conversion.

			“But no worries,” he wrote. “I’ll cover that cost for you. Welcome to New Zealand.”

			With that, I was an international investor. A financial globe-trotter.

			Certainly, you don’t have to cross borders physically with your money to gain international exposure. You can own mutual funds and exchange-traded funds (ETFs) in America that hold foreign securities—and there are many. Or, you can buy any of the hundreds of American depositary receipts, so-called ADRs, the U.S.-listed shares of foreign companies such as Sony, Toyota, British Airways, and Nokia that trade on various exchanges in the states. Or, as some investors do, you can buy shares of big, U.S. multinational companies such as Coca-Cola, Wal-Mart, Citicorp, and even Starbucks, expecting that their presence in foreign markets will translate into meaningful exposure to overseas economies in your portfolio.

			All those strategies are worthwhile, and we will explore each. Yet while certainly convenient, such strategies lack purity. All too often, buying international mutual funds, ETFs, and ADRs in the United States means owning the biggest companies in a country or region, companies—again: Sony, Toyota, British Airways, Nokia—that already are large, well-known global corporations. That’s not necessarily bad, but there is a problem: Large, well-known global corporations typically already have a sizable portion of their business tied to the U.S. consumer, making them as much a bet on America as on local economies. The same holds for multinational American firms. Sure, they generate bushels of sales overseas, but they are first and foremost American companies, more often tied to movements in the U.S. economy and the U.S. stock market.

			No, to profit from expanding local economies requires owning the small-and medium-sized companies intimately tied to those local economies, and that rarely have ties to the U.S. marketplace. And the way to own those companies is to invest directly in their individual home markets—in essence, to send your dollars packing.

			When I first ventured overseas in 1995, that effort took time. Today those opportunities are easier to pursue and as convenient as trading stocks in America. Opening brokerage accounts and bank accounts in such places as Hong Kong, Singapore, Australia, and even Vietnam is generally no more difficult than ordering a book from an online retailer. With widely available high-speed Internet access, you can download account applications from brokerage and bank websites and, often, scan the completed document into your computer, attach it to an e-mail, and dispatch it to the other side of the globe in seconds. Wire transfers make funding an account equally easy, and online trade execution means you can exchange shares in Eastern Europe before New York’s awake, sell on Sydney’s open just as the American markets close, and trade through the night, if you wish, from Jakarta to Cairo.

			As for researching and tracking foreign companies you own or might want to own…well, consider this: Ten years ago, when I opened that account in New Zealand, researching companies required nothing more than a slow Internet connection and e-mail. I’d sit in my office for an hour or two after work, plugging phrases such as “South Africa and brewery and shareholders” into a search engine, trolling for beer stocks on the Johannesburg exchange. The next day it would be “banks and Scandinavia,” searching for financial firms in Norway and Sweden. I’d search for hometown newspapers with online content in places such as Auckland, Wellington, and Queenstown, New Zealand; or Sydney, Melbourne, and Perth, Australia, reading the local business section as a way of unearthing publicly traded companies and their business operations. To those that seemed promising or merely interesting, I’d shoot an e-mail to the company’s investor-relations department, requesting the most recent few years’ worth of annual and semiannual reports, which would dutifully arrive a few weeks later in the mail.

			Today that process is magnitudes easier and faster, if only because the quantity of information available on the Web has exploded exponentially. Almost all public companies—in some of the most random countries—have a presence on the Web these days, and annual and semiannual reports are often available right there on the home page, easily downloaded, so that there’s no more waiting on the mail. Research in various forms is available all over the Internet, ranging from brokerage firms, independent research houses, and financial websites to blogs, industry trade associations, the world’s various stock exchanges, and the individual companies themselves. Each of these options can provide a wealth of investor-friendly information, as well as links to other useful sites.

			Only one tool remains missing: the definitive guidebook to help you navigate your way from one country to the next.

			Until now, that is.

			Turn the page—the journey begins….

		

	
		
			                                    CHAPTER 1                                    

			POSTCARDS FROM THE EDGE
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			Five Reasons to Go Global

			Why go global?

			When all is said and done, the answer defines this book.

			Why, indeed, go to all the effort of putting money to work in places outside your home country when an abundance of opportunities to invest in some of the world’s finest public companies exists right here in the fruited plains of the U.S. stock market? After all, in the world of 2007 more than 5,100 public companies carried the Made in America label, including some of the biggest, globally branded firms—McDonald’s, Coca-Cola, General Motors, Wal-Mart, Exxon, and Boeing, to name but six. Own such companies and some portion of your money is at work in Asia, Europe, the Middle East, Africa, and elsewhere. A Pakistani buys lemon-and-spice-flavored fries for lunch at a Mickie D’s in Karachi, and you profit. An Argentine buys the family’s household supplies while shopping at the Wal-Mart Supercenter in Mendoza, and you profit. The United Arab Emirates’ flag carrier, Etihad Airways, orders five Boeing 777 jets, as it did in September 2004, and you profit. Sure, such transactions are infinitesimal on your individual account. Yet spread across millions and millions of global transactions, those infinitesimal slivers of profit mass into real dollars over time.

			And here in the states, you’re not limited to just American companies with global tentacles. You also have access to a few thousand foreign companies whose stocks are listed in various American markets. Many of these foreigners carry names equally well regarded stateside: Honda, Vodafone, Air France, and Unilever, among them. Indeed, you can collect a vast assortment of so-called American depositary receipts, the U.S.-traded shares of foreign firms, from dozens of nations (including Malawi, the Dominican Republic, and Sri Lanka) without ever leaving American shores. Moreover, you can trade these companies’ shares through a U.S.-based brokerage account as quickly and easily as you do American icons such as Apple Computer and Microsoft.

			Venturing abroad, then, would seem an entirely unnecessary, if not extravagant, exercise.

			Only it’s not.

			The world has entered an age increasingly absent the financial barriers that once derailed the flow of investment dollars across borders. U.S. companies today buy competitors in Germany; British companies buy in America; those in Japan cross into South Korea. U.S mutual funds, hedge funds, and pensions routinely invest a large portion of the money they manage in stock markets all around the world. And today we individual investors—the mom-and-pop investors, as Wall Street calls us—can ship our money off to work in far more locales than we’ve ever had access to. Good reason exists for doing so: Those 5,100 companies that are Made in America represented just 10% of the roughly 50,000 publicly traded companies listed on the world’s various stock exchanges in 2007. Ten percent. In that context the American market, despite its prominence globally, seems a fairly constrained investment universe.

			Certainly, many of the world’s publicly traded companies aren’t worth the effort. They trade in countries racked by war or political corruption or both; they trade on stock exchanges so small that you assume unacceptable trading risks, particularly when stock prices are falling; they exist in countries where you face limitations or restrictions on repatriating your money whenever you want; their corporate governance, assuming it exists, is questionable at best, leaving your investment in great jeopardy. Some are still owned in large part by various government entities and have about the same profit-making incentive as did those old Soviet collective farms. Managers aren’t running such businesses to benefit private shareholders so much as they’re running a business to preserve their job by keeping some lethargic, bloated, bureaucratic government agency content.

			Vast numbers of others, however, are strong, viable, entrepreneurial companies, or those with decades of profitability in their past, trading in long-established markets, in long-stable countries with a long history of sound securities regulation. They sell proven products and services, with immense and expanding prospects to continue growing their business at home and abroad. Their corporate governance is robust and their managers and executives awake each day trying to make the company a little bigger and a little better for themselves and their shareholders.

			The only “not” on their list: a presence in the USA.

			If you want to own these companies—and there are very good reasons why you should—you have to go to them, because they’re not coming to you.

			Think about it in terms of, say, Japan’s culinary staple, miso soup. You can shop your local hyper-super-megamart just around the corner from home and, though the store has thousands of items for sale, you’re not likely to find two key ingredients: the miso paste itself and packets of bonito flakes, from which comes the soup’s base. While the American hypermart will assuredly offer a few Asian selections along one-quarter of an aisle—if that much—it generally doesn’t stock all that you need to cook up many of the truly authentic dishes. For that you’ll need to shop at the Asian market on the other side of town, where the grocer stocks all the ingredients you need, commonly multiple selections in various quantities and quality grades, all the genuine brands sold back in the motherland. Plus, the Asian grocer’s prices are frequently lower, since for the hypermart these are specialty items worthy of a marked-up price, whereas for the grocer’s clientele, local Asians, these are everyday staples. And the locals are not about to overpay for everyday staples. Sure, the transaction across town takes more effort and more time, and you risk not being able to read the label and may even struggle to communicate with the shopkeeper. But the Asian grocer can answer your questions, point you toward a better product, and offer tips on how the locals really use the ingredients.

			All in all, you’re better off shopping where the locals do—despite the added sweat in doing so.

			Grocery markets and stock markets aren’t so dissimilar. For all the companies you can buy on the American hyper-megamart of stock exchanges, so many more that you might want to own are simply unavailable where U.S. investors typically shop. Though thousands of 7-Eleven convenience stores populate North America, for instance, you had better operate from a brokerage account with access to the Tokyo Stock Exchange if you want to own shares of the Japanese company controlling the chain—Seven & i Holdings Co. Want to profit from China’s rapidly expanding market for home ownership? Better have an account in Hong Kong to trade China Vanke Co., a Shenzhen-based residential property developer in major Chinese cities. You’ll need the ability to trade stocks in Milan if you want to own the leading tour operator—Gruppo Ventaglio S.p.A—that Italians call on when they’re planning a holiday.

			And why would you care to own the leading tour provider in Italy…or a Japanese convenience-store operator…or a Chinese property developer? That answer goes to the soul of this book—to what it means to be a global investor: People the world over do exactly the same things we Americans do, they just demand their services and products from local businesses that cater to and profit from local needs. Just as we Americans like to vacation, so, too, do Europeans; in fact, each August it’s as though the entire continent is on holiday. Whether it’s Italians tanning on a Sri Lankan beach, Norwegians sunning on a ship trolling the Greek isles, or Brits jetting off to splash in the waters off the Balearic Islands, the cumulative billions of euros and pounds they’re spending are pooling on the bottom line of publicly traded companies in their homeland, not American firms.

			Tens of thousands of foreign companies simply have nothing to do with America. They don’t sell their products here, they don’t operate stores aimed at U.S. consumers, they don’t run their factories here. They don’t power American homes, they don’t fly their planes, book their hotel rooms, or run their overnight-delivery operations here. They don’t provide services that Americans in large numbers seek. And their shares don’t trade on any of the stock markets in New York City. They are homegrown, purposefully built to prosper in their local economies, and they purposefully choose to list their shares in their home market, where local investors know the brand. To prosper alongside these companies—to participate in those economies that businesses and consumers just like you are propelling outside the United States—you must shop where the locals do.

			As such, that initial question—Why go global?—might best be answered with a rhetorical question: Why limit your portfolio to the single lot of consumers and businesses that exists in America—to just 10% of what the world has to offer?

			Of course, within that answer lies the problem—that whole “going global” thing.

			For the most part, Americans reflexively balk at things foreign. Sure, we’ll buy a German car, and a Japanese DVD player, and a bottle of Chilean cabernet, but those products are so ubiquitous throughout every strata of American society these days that they seem as much American as they are foreign. Likewise with the German and Japanese and Chilean stocks that list in American markets. Though foreign by birth, they’re an acceptable American investment because they trade in New York—and in dollars—giving them an air of respectability. Plus, trading on the New York Stock Exchange, we know from experience, is easy. Trading in Tokyo, Frankfurt, and Santiago? Well, that seems not so easy. And besides, it’s not America!

			As a nation, we simply aren’t given to looking too far beyond our own shores to satisfy our interests unless it fits some national frivolity at the moment—say, a U.S. World Cup soccer victory on foreign soil even though the world’s game isn’t really a game we pay much attention to on the whole. Statistics bear this out: The Pew Research Center, a nonpartisan organization in Washington, D.C., that studies the attitudes and trends shaping America and the world, reports that between 1997 and 2002, only 20% of Americans traveled abroad, while only a quarter telephoned or corresponded with people overseas…and you have to wonder how many of those folks were hyphenated-Americans visiting and communicating with relatives back in their home country. Outside of New York City, Miami, and a very small lot of über-urban population centers in America, when is the last time you saw a currency-exchange booth around town? They’re a common site across most of the world, even in some of the smallest, most remote towns and villages.

			Here’s another point of reference: When a foreign company uses its foreign stock to acquire a U.S. competitor, meaning it pays American investors with its own foreign shares, we Americans generally sell the shares of the foreign firm quickly, a stock-market phenomenon known as “flow back,” in which the foreign shares flow back to the acquiring company’s home market.

			Part of our foreign aversion is our isolated geography; aside from Canada, Mexico, and some all-inclusive beach resorts in the Caribbean, we Americans have no peripheral recognition that other countries exist as anything more than vacation playgrounds, threats to our apple-pie existence, or enemy combatants during Olympic moments.

			Part of it is our history; for much of the past century, America has served as the world’s dominant force culturally, politically, socially, militarily, and financially, characteristics that have imbued Americans with a wrongheaded superiority complex, perhaps best expressed by a BusinessWeek article in 2000 that made the case for owning U.S. multinational stocks instead of foreign shares by announcing that “American companies…aren’t likely to be bested by foreign rivals.”

			Really?

			Apparently, that little ray of sunshine never made it to Japan’s Toyota Motor Corp., which has been besting Detroit’s General Motors and Ford Motor Co. for years. And what of all those defunct makers of American electronics in an age when high-quality South Korean and Japanese brands fill store shelves and lead the sales rankings? Or all the long-dead and dying textile makers on the East Coast, losing ground to global players who produce the same or better quality at cheaper prices? Or what about the oceangoing shipping companies? Hang out around ports in Long Beach, California; Seattle, Washington; and Newark, New Jersey, and take note of the names stenciled on the cargo containers and ships’ hulls: All the biggest players are based in northern Europe and Asia. Even cartoons have lost out to Asia, as any cursory amount of time in front of Cartoon Network will bear out. Cartoon production for America, meanwhile, is now big business in India, home to the world’s second-largest entertainment industry, Bollywood. The upshot of our red, white, and blue mentality is that we mistakenly view the U.S. dollar as largely the only real currency, we mistakenly view U.S. companies as largely the only real innovators, and we mistakenly assume that U.S. markets represent the world’s beacon of economic freedom (the reality: in 2006 we ranked ninth, behind leader Hong Kong and nations such as Singapore, Ireland, Denmark, the United Kingdom, and even Estonia).

			Part of it is that we’re not schooled in world affairs beyond noting our participation in certain wars, leaving us ignorant in a global context and out of step with much of the rest of the planet, since most countries are surrounded by various neighbors, some belligerent at certain points throughout time, and what happens just beyond the border has historically been relevant for any number of economic, military, and self-preservation reasons.

			Basically, as Americans it comes down to this: Unless it affects us directly, we tend not to care what transpires over there.

			That’s unfortunate. Because what happens over there can be very profitable for your portfolio back here.

			It just takes opening your eyes to the opportunities that exist beyond America. So, let’s start this book by examining the five reasons you might want to go global with your greenbacks….

			WHY GO GLOBAL, REASON 1: BECAUSE YOU CAN.

			History is destined to record 1989 as a watershed year for freedom. Soviet citizens in early spring voted for the first time ever in parliamentary elections that unseated many Communist party officials, what the government newspaper Izvestia welcomed as a new era of “the dictatorship of democracy.” In late spring, democratic-minded Chinese students occupied Beijing’s Tiananmen Square, marking what has been described as the greatest challenge to the Communist state since China’s 1949 revolution and spurring, in some part, today’s expanding freedoms awarded to Chinese citizens and the country’s economy. By late autumn, East and West Germans were hacking to pieces the famed Berlin Wall, marking the eventual end of Communist East Germany, the reunification of a divided nation, and the eventual fall of communism throughout the Soviet Bloc.

			That year—1989—investors wanting to own stocks around the world had 56 markets to choose from. Combined, they offered intrepid globe-trotters access to fewer than 26,000 listed companies.

			And today?

			More than double the number of countries now operate stock exchanges, upon which trade the shares of those roughly 50,000 listed companies.

			As economies have sloughed off the oppression of central planning and embraced capitalism in some form and its market-based logic, and as countries have cleaved apart to reemerge as multiple nations seeking capital to survive and grow, stock markets have germinated all over the globe, often in spots Americans don’t consider unless some tragedy makes the evening news: Kazakhstan, Palestine, Macedonia, Sudan, Lebanon.

			Wherever stock markets have opened, brokerage firms have sprouted, too, some with an online presence of some sort, many eager to assist foreigners, including Americans, in opening and funding a brokerage account. Some firms have no online trading access, just an online presence announcing their services and contact information. Dealing with those firms requires that you fax and e-mail your account application, as well as any buy and sell orders. But that’s not much of a problem; that’s the way my first account began—the one in New Zealand—and the way it operated for several years before it ultimately progressed to online accessibility.

			Whatever the method of order transmission (online, e-mail, or phone), the fact is that as an American investor sitting in front of your computer in any U.S. city, you can open local brokerage accounts to buy and sell securities in markets in Canada, China, Hong Kong, Japan, Australia, New Zealand, Thailand, Vietnam, Malaysia, the Philippines, Singapore, Taiwan, Russia, Spain, Greece, France, Finland, Poland, Estonia, Hungary, the United Kingdom, Portugal, Egypt, and Botswana. Oh, and Tajikistan, too. And that’s the short list…the really short list.

			Now, you certainly have no need to fund a brokerage account in every country that cracks open a stock market. Although some of the world’s exchanges are exceedingly large and busy, each day trading billions of shares worth tens of billions of dollars, other exchanges…well, not so busy, really. On an otherwise average Wednesday in early 2006, all of eight different companies traded on the Abidjan Stock Exchange in West Africa’s Côte d’Ivoire. The cumulative value of all 3,091 shares that changed hands that day: less than $290,000, roughly on par with what Miami Heat basketball star Shaquille O’Neal earned for a single night’s work on the hardcourt. Some economies, meanwhile, are just too small and too dependent upon one or two industries, putting them—and by extension, your portfolio—at risk if ever those industries falter. In some markets, the volume of shares that trade every day is so shallow that your dollars are at risk in the event a crisis erupts that inhibits your ability to sell your stocks quickly. This is what Wall Street calls an “illiquid” market. That’s not likely to present a huge challenge on the front end, when you’re buying shares, because you’re generally not in a rush and, as an individual investor, you’re generally not trading huge blocks of shares. However, getting out of a stock, or stocks, particularly in an emergency, can be difficult since not enough buyers and sellers exist to trade enough shares (the Abidjan Stock Exchange is a quintessential example of illiquid). The upshot of such a situation is that the price for the shares you want to sell may have to fall sharply before any buyers emerge, leaving you nursing potential losses before you can exit, or at least shrinking your profits markedly.

			Events in Lebanon in July 2006 offer a sober example. After Hezbollah, a radical Islamic group based in Lebanon, kidnapped two Israeli soldiers, Israel responded with a sustained attack from land, air, and sea, which begat Hezbollah raining a battery of rockets onto northern Israeli towns—in essence an undeclared war that ultimately stretched on for weeks. Israel’s attacks decimated Lebanese infrastructure, including Beirut’s international airport; Israeli warships blockaded Beirut’s harbor. Until the bombs and missiles began to reshape the Lebanese landscape, Lebanon was a fragile democracy rebuilding its economy after years of civil war. In the relative peace after that civil war, beachside Beirut had taken up the mantle as playground to the Middle East. Tourism was driving the nascent economy, accounting for an estimated 15% of Lebanon’s gross domestic product, according to the United Nations.

			The exchange of bombs between Hezbollah and Israel changed that, leaving in the lurch those investors who owned Lebanese shares as a way to benefit from the country’s economic rebirth.

			Blasts started tearing through Beirut on a Wednesday. By Friday’s market close on the Beirut Stock Exchange, Lebanese shares as a group had lost 13% of their cumulative value—a painful, fast plunge. Worse for investors: The market’s close that Friday was, quite literally, the market’s close. Lebanese exchange officials clamped off trading the following Monday. Had you rushed to get out when news broke of the hostilities, fearful that maybe the Lebanese exchange would close, you would have sold into a free-falling market, rarely a wise notion since you have no idea what price you’ll receive. Yet, had you waited, the unexpected closing of the stock exchange meant your opportunity to sell vanished, leaving you to sit on losses, wondering when the market might reopen and how much lower investors would price the shares when it did. Beirut ultimately reopened the exchange two and half weeks later, and Lebanese shares did indeed fall further, losing an additional 4% that day.

			Beyond acts of war, some otherwise peaceable countries impose currency controls or limits on foreign investors’ ability to own local stocks. As such, you might not be able to buy what you want to own, or, if you can buy it, you might not be able to repatriate your money when you wish. You’ll uncover this through your research, which we’ll delve into in Chapter 3, or by asking the firms you contact in the various markets in which you have an interest. China’s currency, the yuan, was not freely tradable as of 2007 and you cannot own so-called Chinese A shares, which are priced in yuan and which account for the bulk of Chinese listed companies. (You can, however, own the relatively small lot of B shares, priced in Hong Kong or U.S. dollars, but much more on China in a later chapter.)

			Meanwhile, in other markets the consumer class, or what exists of one, is too worried about the basics of day-to-day sustenance to funnel idle cash into discretionary purchases—much less invest in local publicly traded companies. Without a real class of individual consumers and investors to drive the economy and buoy a market, a local stock exchange is lopsided in its dependence on institutional investors, a notoriously fickle lot that, when it comes to emerging and frontier markets in particular, flits from one stock exchange to the next without warning and, sometimes, without any obvious rationale. Those paper profits you might accumulate in a tiny market like, say, Côte d’Ivoire can vaporize quickly if the institutional folks suddenly decide they must send their money to Azerbaijan because, for whatever reason, it’s hip to be investing on the Baku Stock Exchange.

			Then again, small can be lovely, indeed.

			Despite a relatively large populace, Romania is not a European juggernaut. With per-capita income of roughly $8,400 in 2005, according to the CIA World Factbook, the Eastern European country ranks well behind such powerhouses as Croatia, Latvia, and Slovenia. Nevertheless, the wide boulevards and narrow alleys of old Bucharest, once deemed the Paris of the East, teem with fashionable clothing and electronics boutiques, and cafés spilling out young Romanians jabbering into über-modern cell phones. The country may not stand as the epitome of wealth, as defined by Western standards, but Romania exemplifies what emerging Europe is all about: integrating once-archaic and now increasingly dynamic economies into the maw of Western European modernity. And, in turn, it exemplifies what international investing is all about: owning local and regional companies intimately tied to local and regional economies as those economies expand.

			Romania’s stock exchange, housed in a tall, modern redbrick and glass structure on a leafy avenue in Bucharest, is young by most standards; it reawakened in 1995 after 50 years of slumber under a Communist blanket. The Bucharest Stock Exchange, however, reflects what can happen when the rest of the world catches on to a country’s potential.

			In 2000, Romanian leaders opened negotiations with Western Europe about the country’s potential accession into the European Union. That year, the 114 companies listed on the Bucharest exchange traded at a combined price-to-earnings ratio of just 3.98—blindingly cheap. Those shares also paid dividends yielding nearly 7.5%, an elephant-sized rate by dividend standards and sometimes, though not always, an indication that a stock or, in this case, an overall stock market is priced inexpensively.

			By the end of 2005, Romania was no longer cheap. Investors had flooded in, lured by Romania’s European Union push. That low price/earnings ratio for Romanian shares had soared to more than 35, while the market’s overall dividend yield had dwindled to 1.5%—both fueled by rapid appreciation of stock prices driven by increasing investor demand for Romanian companies. That demand largely grew from the country’s preparations for entry into the European Union in 2007, an accession that required Romania to strengthen its economy and banking, legal, and judicial systems, and put in place measures to help keep a rein on inflation and other economic nasties. The nation struggled with that along the way, as have many entrants into the EU. Nevertheless, an economy once stifled under central planning and Communist corruption improved, as did the financial, legal, and judicial systems, all of which ultimately make any country a relatively safer place for an investor. And when investors consider a country a safer place, or see the improvements in action, they generally move in to buy shares of local stocks. All that demand pushes stock prices higher, which in turn creates more demand from other investors who see stock prices moving higher in a country with improving fundamentals. Avirtuous cycle.

			Circling back around to the rationale that you should go global because you can, American investors looking for ways to participate in the emergence of Eastern Europe have direct, online access to Romania through multiple brokerage firms—just as they have access to a host of up-and-coming economies. We’ll get into this more in Chapter 3, but here’s one example of what’s available when you seek your own global footprint: InvestorsEurope.com accepts U.S. investors and allows you to trade directly on stock exchanges stretching across Europe, from England to Latvia, Russia to Greece. It’s one of the more encompassing brokerage firms for European trading, and provides access to parts of Asia as well.

			Best of all, investors with a global appetite will find firms like InvestorsEurope in every region of the world.

			WHY GO GLOBAL, REASON 2: OPPORTUNITY.

			Consider this list: German auto giant Volkswagen; French retailer Carrefour, the second-largest retailer in the world behind a certain Bentonville, Arkansas, chain; Germany’s global retailer Metro; British grocery chain Tesco, with food stores stretching from Ireland to Japan to California; Japan’s Tokyo Electric Power; Swiss food giant every kid knows, Nestlé French-based global electricity firm Électricité de France; German global energy firm RWE.

			These publicly traded companies—most of which you’ve probably never heard of, save for Volkswagen and Nestlé—share two common traits: 1) They each reside amid the Fortune Global 100, the list of the largest companies in the world; and 2) you will not find any of these shares trading on the New York Stock Exchange or the Nasdaq Stock Market (as of 2007).

			Many of the world’s largest companies are simply not American, though they assuredly benefit, just as General Motors and McDonald’s do, from selling their goods to consumers and businesses around the globe. Some are huge players in America itself, yet have no presence on U.S. stock exchanges. BMWAG is one. The iconic German car company—maker of the eponymous BMW autos, as well as the hip Mini Cooper and the posh Rolls Royce—generated nearly a quarter of its revenues in North America in 2006. But you have a long drive to find BMW shares; they trade on Deutsche Börse, the German stock exchange.

			

			[image: image]

			THEY MIGHT BE GIANTS…

			America can certainly boast of growing some of the world’s biggest companies. But it doesn’t own the market for “large.” Two-thirds of the 100 global firms, as measured by Fortune Magazine, resided outside the United States in 2005:
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