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	— Actively managed exchange-traded funds (ETFs) allow individual investors to 
benefit from the expertise offered by professional management through an active 
strategy that typically seeks to outperform the target benchmark index.

	— Reasons to consider an actively managed ETF include differences in the quality of 
the relevant benchmarks, the depth and breadth of analyst coverage, the complexity 
of international markets, and the limitations common to many passive indexes. 

	— T. Rowe Price offers investors several potential advantages when it comes to 
investing in international stocks, including long-term experience in the asset class 
and broad research coverage supported by our proprietary global research platform. 

Key Insights

L ike with mutual funds, 
exchange-traded funds (ETFs) can 

be actively or passively managed. With 
an active ETF, portfolio managers take an 
active role managing the fund’s pooled 
assets, typically making decisions about 
what securities to include and at what 
relative weighting, based on the fund’s 
predetermined strategy or set of criteria. 
Investors can invest in a diverse pool of 
securities that are managed professionally 
on behalf of all shareholders according to 
a stated objective or investment strategy. 
Both active ETFs and active mutual funds 
allow individual investors to benefit from 
the expertise offered by professional 

management through an active strategy 
that typically seeks to outperform the 
target benchmark index.

Why active management 
makes a difference in 
international equities

In the realm of investment strategies, the 
debate between active management and 
passive indexes is ongoing, and it has 
started to enter the conversation with 
international equities. We believe there 
are a number of compelling reasons 

why investors should consider actively 
managed portfolios over passive options. 

Reason #1: Quality 
of benchmarks 

A fundamental difference between 
domestic and international benchmarks 
lies in the criteria for inclusion. The S&P 
500 Index, a widely recognized benchmark 
for large-cap U.S. equities, requires listed 
companies to demonstrate “financial 
viability.” This criterion mandates that the 
sum of the most recent four consecutive 
quarters’ earnings be positive, using 
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generally accepted accounting principles 
(GAAP), as should the most recent 
quarter. This requirement seeks to 
ensure that the S&P 500 Index comprises 
financially stable companies, making it a 
higher-quality benchmark.

In contrast, common international 
benchmarks tend to be less stringent, 
potentially leading to the inclusion of less 
financially robust companies. This aspect 
becomes especially apparent in times 
of stress, such as the global pandemic 
drawdown. For example, the percentage of 
companies reporting negative earnings in 
the MSCI EAFE Index, a common benchmark 
for international developed market equities, 
peaked at 24% during 2020, compared with 
15% for the S&P 500 Index.

This quality discrepancy underscores the 
potential value of active management 
in international markets, where passive 
options may be more likely to reflect the 
lower-quality financial characteristics of 
their respective benchmarks (see Fig. 1).

Reason #2: Analyst coverage 
and insights

The disparity in analyst coverage between 
U.S. and international stocks presents 
another compelling argument for active 
management. For example, as of May 31, 
2025, the top 10 stocks in the S&P 500 

Index had 68 analysts covering them on 
average, providing extensive research and 
insights. On the other hand, the MSCI EAFE 
Index averaged only 34 analysts for its top 
stocks. The gap persists as one moves 
down in market capitalization size. 

This significant difference in coverage 
suggests that international stocks may be 
less scrutinized, offering active managers 
greater opportunities to uncover insights 
and generate alpha. Active managers can 
leverage their research capabilities to 
identify undervalued stocks and capitalize 
on market inefficiencies that may be 
overlooked by passive strategies.

Reason #3: Complexity of 
international markets 

International markets are inherently more 
complex than domestic markets, presenting 
both challenges and opportunities for 
investors. The S&P 500 Index, for example, 
operates within a single monetary policy 
regime, fiscal policy regime, and currency. 

In contrast, managers benchmarked to 
the MSCI EAFE Index must navigate five 
monetary policy regimes, 21 fiscal regimes, 
and 12 currencies. This complexity provides 
active managers with a broader landscape 
to potentially generate alpha by exploiting 
differences in economic conditions, policy 
changes, and currency fluctuations. 

Varying qualities of investment benchmarks highlights the potential 
value of active management
(Fig. 1) Quality Comparison: S&P 500 Index versus MSCI EAFE Index, Quarterly, 
June 2019 to June 2024

S&P 500 MSCI EAFE

Average % of companies reported negative earnings 4% 9%

Peak % of companies reported negative earnings 15 24

Average % of companies reported Return on Equity 
less than 8% 23 36

Peak % of companies reported Return on Equity 
less than 8% 34 51

Past performance is not a guarantee or a reliable indicator of future results. Index performance is 
for illustrative purposes only and is not indicative of any specific investment. Investors cannot invest 
directly in an index.
Sources: Standard & Poor’s, MSCI (see Additional Disclosures). Analysis by T. Rowe Price.

Active managers 
can leverage their 

research capabilities to 
identify undervalued 
stocks and capitalize on 
market inefficiencies 
that may be overlooked 
by passive strategies.
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Active managers can tailor their strategies 
to capitalize on these diverse factors, while 
passive indexes remain static and less able 
to adapt to changing conditions.

Reason #4: Limitations of 
passive strategies 

Passive investing is inherently backward 
looking, as it relies on historical data to 
construct indices. This approach can 
lead to significant risks, as evidenced 
by historical events. For instance, Japan 
peaked at 60% of the MSCI EAFE Index in 
1989, just before that country’s investment 
bubble burst. 

Similarly, financials comprised over 
30% of the index in 2007, preceding the 
global financial crisis (GFC). Since their 
trough in 2021, passive indices have been 
underweight financials and have largely 
missed a tremendous opportunity as 
global interest rates rose higher in recent 
years and financial stocks recovered. 

1 Morningstar U.S. Fund Foreign Large Blend category comprised 80% active strategies as of 
June 25, 2025.

These examples highlight the inability 
of passive indices to anticipate market 
shifts and adjust accordingly. In contrast, 
active managers have the flexibility to 
overweight or underweight sectors and/
or regions based on forward-looking 
insights, allowing them to navigate 
extreme dislocations or regime shifts 
effectively. This is likely why, for example, 
the Morningstar U.S. Foreign Large Blend 
category, which is composed of mostly 
active strategies, recovered faster from 
the GFC drawdown than the passive MSCI 
EAFE index (see Fig. 2).1

Exchange-traded funds 
continue to expand into 
international equities

Before the launch of the first broad-based 
ETF focused on international developed 
markets in 2001, U.S. investors could only 
gain exposure to international equities 
through more traditional mutual funds 
or by trading in individual securities. The 
introduction of international equity ETFs 

Active managers collectively recovered faster from the global financial 
crisis (GFC) than the passive MSCI EAFE Index1 
(Fig. 2) Post-GFC drawdown and recovery (monthly), December 2006 to October 2017
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Past performance is not a guarantee or a reliable indicator of future results.
Sources: MSCI, Morningstar (see Additional Disclosures). Analysis by T. Rowe Price.

1 Morningstar U.S. Fund Foreign Large Blend category comprised 80% active strategies as of 
June 25, 2025.

T. Rowe Price 
began investing 

in international 
equities in 1980 
with the launch of 
an international 
growth strategy.
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transformed access by providing intraday 
liquidity, enhanced tax efficiency, and 
lower costs.

Until recently, however, most of the ETF 
exposure was delivered through passively 
managed index-tracking ETFs. As of June 
2025, there are 59 passive global ex-U.S. 
ETFs compared with 48 active ones—
60% of which launched in 2023 or later.

While the ETF structure now offers more 
opportunities for active management, 
there remains a significant gap between 
the number of active ETFs and active 
mutual funds. According to ETF Action, an 
independent investment analytics platform, 
mutual funds still dominate in terms of 
product count as of June 2025, with 585 
actively managed mutual funds versus just 
48 active ETFs. Despite this, active ETFs 
generally offer the opportunity of more 
cost-efficient international exposure, with 
average expense ratios about half those of 
comparable active mutual funds (see Fig. 3).

A unique feature of the ETF is that it allows 
investors to gain exposure to international 
stocks intraday during U.S. market hours, 
even when the underlying international 
markets are closed. We believe that 
active management combined with the 
convenience, flexibility, and cost efficiency 

of ETFs create a compelling argument for 
international active ETFs.

Not all active managers 
are created equal: The 
T. Rowe Price difference

When considering active management, it is 
important to remember that not all active 
managers are created equal. T. Rowe Price 
offers investors several potential 
advantages when it comes to investing in 
international stocks.

Experience

T. Rowe Price began investing in 
international equities in 1980 with the 
launch of an international growth strategy. 
Since then, T. Rowe Price has steadily 
expanded its investment lineup and now 
offers more than 30 global, international, 
and emerging markets strategies covering 
a wide variety of regions, styles, and 
market capitalization ranges.

Coverage

As of June 30, 2024, T. Rowe Price has 32 
portfolio managers covering international 
and global equities with an average 20 

years’ investment experience. In addition, 
we have 46 dedicated investment analysts 
with an average of 13 years’ experience. 
Our investment professionals are on the 
ground around the world, combining 
global expertise with local insights to 
uncover opportunities that others might 
miss. We believe this broad coverage 
gives us a better understanding of 
international businesses and market 
dynamics, including knowledge of 
competitive landscapes, industry 
nuances, regulatory regimes, and a host 
of other key factors.

The bottom line: While passive indices 
can offer simplicity and cost advantages, 
active management provides distinct 
benefits for international equity 
exposure. The higher quality of domestic 
benchmarks, the potential for insights 
due to less analyst coverage, the 
complexity of international markets, 
and the forward-looking nature of active 
strategies all contribute to the case for 
active management. Investors seeking 
to maximize returns and manage risks 
in international markets should consider 
the advantages of active management, 
leveraging the expertise and adaptability 
of an actively managed ETF from 
T. Rowe Price to navigate the intricacies of 
global investing.

Lower expense ratios than comparable mutual funds suggest that active 
ETFs may offer more cost-efficient exposure to international equities
(Fig. 3) Average expense ratio of active mutual funds versus active ETFs as of June 2025

0.00% 0.20 0.40 0.60 0.80 1.00 1.20

Active ETFs

Active Mutual Funds 1.05%

0.54%

Source: ETF Action.
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Additional Disclosures
© 2025 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may 
not be copied or distributed; and (3) is not warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible 
for any damages or losses arising from any use of this information. Past performance is no guarantee of future results.

MSCI and its affiliates and third-party sources and providers (collectively, “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. Historical MSCI data and analysis should 
not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. None of the MSCI data is intended to constitute 
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”), and has been licensed for use by 
T. Rowe Price. Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”); 
Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). T. Rowe Price’s products are not sponsored, endorsed, 
sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates and none of such parties make any representation regarding the advisability of 
investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the S&P 500 Index. 

CFA® and Chartered Financial Analyst® are registered trademarks owned by CFA Institute.

Important Information
Consider the investment objectives, risks, and charges and expenses carefully before investing. For a prospectus or, if available, 
a summary prospectus containing this and other information, call 1-800-564-6958 or visit troweprice.com. Read it carefully.

ETFs are bought and sold at market prices, not NAV. Investors generally incur the cost of the spread between the prices at which shares are bought 
and sold. Buying and selling shares may result in brokerage commissions that will reduce returns.

Risk Considerations
All investments are subject to market risk, including the possible loss of principal. Active investing may have higher costs than passive investing and 
may underperform the broad market or passive peers with similar objectives.
Diversification cannot assure a profit or protect against loss in a declining market.
International investments can be riskier than U.S. investments due to the adverse effects of currency exchange rates, differences in market structure 
and liquidity, as well as specific country, regional, and economic developments. These risks are generally greater for investments in emerging markets.
Past performance is not a guarantee or a reliable indicator of future results. All charts and tables are shown for illustrative purposes only.
The views contained herein are those of authors as of June 2025 and are subject to change without notice; these views may differ from those of other 
T. Rowe Price associates. This material is provided for general and educational purposes only and not intended to provide legal, tax, or investment 
advice. This material does not provide recommendations concerning investments, investment strategies, or account types; it is not individualized to the 
needs of any specific investor and not intended to suggest any particular investment action is appropriate for you. T. Rowe Price group of companies, 
including T. Rowe Price Associates, Inc., and/or its affiliates, receive revenue from T. Rowe Price investment products and services. 
T. Rowe Price Investment Services, Inc., Distributor. T. Rowe Price Associates, Inc., and T. Rowe Price Investment Services, Inc., are affiliated companies.
© 2025 T. Rowe Price. All Rights Reserved. T. Rowe Price, INVEST WITH CONFIDENCE, the Bighorn Sheep design, and related indicators 
(see troweprice.com/ip) are trademarks of T. Rowe Price Group, Inc. All other trademarks are the property of their respective owners.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.


