Home / Store / International Investing Guide: Add Global Diversification to Your Portfolio /
Complete Guide

Complete Guide

International Investing Guide: Add Global
Diversification to Your Portfolio

International investing is the part of diversification many U.S. investors say
they believe in and then quietly skip. This guide shows how to add global
exposure without turning the portfolio into a cluttered geography experiment.
You will learn why home-country bias is real, how developed and emerging
markets play different roles, when a one-ticket fund such as VXUS is enough
and when a VEA plus VWO split makes sense, how currency risk actually
shows up in returns, why many investors keep 20% to 40% of their equities
abroad, how rebalancing manages long performance cycles, and where
international dividends create tax drag or foreign-tax-credit opportunities.

1. Foundation

Global diversification means owning businesses where they operate, not only where you
happen to live. U.S. investors already consume U.S. news, work for U.S. employers, earn
wages in U.S. dollars, and often own homes in the same domestic economy. That creates
a natural home-country bias before the portfolio is even considered. Adding international
stocks widens the economic base of your equity portfolio to include Europe, Japan,
Canada, Australia, Taiwan, India, Brazil, and many other markets. Sometimes the United
States leads for years. Sometimes international markets do. The point is not to predict
which region wins next. The point is to avoid tying every future spending goal to a single
country’s market leadership continuing indefinitely.

Home-country bias feels comfortable because familiar companies dominate the
mental landscape. U.S. investors see Apple, Amazon, Costco, and Nvidia every day, so
a U.S.-heavy portfolio feels normal. But global market-cap indexes usually place roughly
35% to 40% of investable public equities outside the United States. A portfolio with 0%
international is therefore making an active regional bet, even if the investor thinks they
are being neutral. You do not have to mirror the global market exactly, but you should
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recognize what it means to underweight international stocks. Many disciplined investors
choose a practical compromise by keeping 20% to 40% of equities abroad—enough to
matter, but not so much that the portfolio feels unrecognizable.

Developed and emerging markets are not interchangeable buckets. Developed
markets include countries with mature financial systems and relatively stable
institutions: Japan, the United Kingdom, France, Germany, Switzerland, Australia, and
others. Emerging markets include faster-growing but often more volatile economies such
as China, India, Brazil, Taiwan, South Africa, and Mexico. Developed markets often
resemble slower-growth, lower-volatility equity exposure. Emerging markets bring higher
political, currency, governance, and economic risk, but also more potential for a different
return path than U.S. or developed markets. A total international fund such as VXUS
bundles both together. A split approach using VEA for developed markets and VWO for
emerging markets lets you control the weights more directly.

Currency risk and tax drag are real, but they are usually reasons to understand
international exposure, not avoid it. When the dollar strengthens, foreign returns
translated back into dollars can look worse. When the dollar weakens, foreign returns can
get a translation tailwind. Over long periods, currency moves are noisy and hard to
forecast, which is why many long-term investors simply accept them rather than paying
extra for hedging. Taxes are more concrete. International stock funds often have slightly
higher dividend yields than broad U.S. funds, and foreign governments may withhold
some taxes before the dividend reaches the fund. In taxable accounts, part of that
withholding may be recoverable through the foreign tax credit. In retirement accounts,
that credit usually is not available. That means international funds can create both extra
tax drag and, in taxable, a partial offset. Good placement decisions balance those
tradeoffs with simplicity.

2. Step-by-Step System




Measure your current U.S. bias before adding anything

Start by listing all equity holdings across every account. Many investors think they
already own international because they have a target-date fund in one account or
because a U.S. multinational sells products worldwide. That is not the same as
holding non-U.S. stocks directly. Look through the actual funds. If your combined
stock allocation is 90% or 100% U.S., write that down plainly. The number matters
because it reveals whether you are making a conscious decision or drifting into
home-country concentration by default.

Be especially careful with overlap. A 401(k) target-date fund may already own a
meaningful international sleeve, while your taxable brokerage may be entirely U.S.
stock. The correct adjustment depends on the household-wide portfolio, not on one
account in isolation. International investing gets easier when you view all accounts
as one balance sheet.

Set a practical target for ex-U.S. equities

You do not need to jump from zero to the global market-cap weight overnight. A
practical target range for many investors is 20% to 40% of equities abroad.
Someone with strong U.S. career and real-estate exposure may prefer the higher
end because their life is already economically concentrated in one country.
Someone who knows they will quit if international lags for years may choose the
lower end as a behavioral compromise. Either can be sensible if it is written down
in advance.

What matters is consistency. If your rule is “30% of stocks will be international,”
then a portfolio that is 80% stocks overall would translate to 24% of the full
portfolio in international equities. Write the target both ways so rebalancing later is
easier. Vague goals such as “I want some global diversification” are not enough.
Numbers create discipline.




Choose implementation: one-fund VXUS or split VEA plus VWO

A one-fund solution such as VXUS is appealing because it owns both developed and
emerging markets in one package and automatically keeps their relative weights
close to the global market. It is the easiest answer for investors who value low
maintenance. A split approach using VEA for developed markets and VWO for
emerging markets gives you more control. For example, if you want your
international sleeve to be roughly three-quarters developed and one-quarter
emerging, you can set those weights directly and rebalance them over time. That
can be useful if you believe a broad all-in-one fund over- or underweights one part
of the market for your taste.

The tradeoff is complexity. VXUS means one ticker, one dividend stream, one line to
rebalance. VEA plus VWO means two funds, extra decisions, and the temptation to
tweak regional weights based on recent performance. Most investors do not need
the extra moving parts. Use the split approach only if you truly want control over
developed versus emerging exposure and are willing to maintain it for years.




Decide where international funds belong and account for tax drag

International funds can work in both taxable and tax-advantaged accounts, but the
tradeoffs differ. In taxable, the higher dividend yield and foreign withholding can
create more visible annual tax drag than a U.S. total-market fund. The upside is
that you may be able to claim the foreign tax credit for eligible taxes paid through
the fund, which partially offsets the drag. In a Roth IRA or traditional IRA, the credit
usually is not available, but the yearly dividend taxation is not an issue either
because the account itself is sheltered. The “best” location depends on your tax
bracket, other holdings, and your tolerance for recordkeeping.

A practical beginner rule is to place international funds wherever they fit best
inside the overall household allocation and then refine later if balances justify more
precision. Do not let the perfect tax location delay diversification for years. A good
allocation in a slightly imperfect account usually beats no allocation at all.

Rebalance when performance cycles stretch the allocation

International investing is hardest when U.S. stocks have dominated for a long
period, because adding or maintaining international exposure can feel like buying
the laggard. That is exactly why rebalancing matters. If your target is 30% of
equities abroad and a long U.S. bull run pushes the actual weight down to 22%,
rebalancing directs money into the underweight sleeve without requiring a heroic
prediction. If international then has a strong cycle and rises to 36%, you trim back
toward target. The rule does the thinking for you.

Set either a calendar rule, such as reviewing every January, or a drift rule, such as
rebalancing when the international sleeve moves more than 5 percentage points
away from target. In tax-advantaged accounts, rebalancing by selling and buying is
straightforward. In taxable, try to use new contributions and dividends first so you
minimize realized gains.




Stay rational about currency moves and long dry spells

Currency headlines can make international funds look mysterious, but the practical
question is whether they change your long-term plan. Usually they do not. A
stronger dollar can hurt near-term translated returns; a weaker dollar can help
them. These moves are part of owning foreign assets. If you start reacting to every
exchange-rate swing, you will turn diversification into a macro trading strategy, and
most individual investors are not equipped to win that game.

Also expect long periods when international underperforms U.S. stocks or vice
versa. Diversification works because leadership rotates unpredictably. The
discipline is to keep a sane allocation through those cycles, not to chase whichever
region just had a good decade. If your international sleeve feels unbearable, the
problem is usually that the allocation was never behaviorally realistic in the first
place. Adjust once with intention, not every year with regret.

3. Key Worksheets & Checklists

Fill these out across all accounts, not just one brokerage. International exposure is easy
to mis-measure if you look at each account separately and forget the total household
mix.




1. Global Allocation Worksheet

Total stock
allocation

Current
international weight

Target international

weight

Developed/emerging
split

Account location

Rebalancing trigger

Write the percentage of the full portfolio invested in
stocks before splitting U.S. and international.

Add the international sleeve from every account and
express it as a percentage of total equities.

Choose a practical range, typically 20% to 40% of
equities abroad, and write the exact target you will
rebalance to.

If using separate funds, note the intended split such
as 75% developed / 25% emerging within the
international sleeve.

Record where the international holdings will live and
whether foreign-tax-credit considerations influenced
the choice.

Example: annual review or 5-percentage-point drift
from target.




2. VXUS vs. VEA + VWO Comparison

Approach

VXUS or similar all-in-
one ex-U.S. fund

VEA + VWO split

IXUS or other broad ex-
U.S. alternatives

Strength

One fund, automatic
developed/emerging
weighting, easy
maintenance

Custom control over
developed and
emerging allocations

Comparable broad
coverage with another
provider

Tradeoff

Less control over the
developed/emerging
split

More moving parts,
more rebalancing, more
temptation to tinker

Check index
methodology, expense
ratio, and tax behavior
before switching

If you do not have a strong reason to customize, the one-fund route is usually the

cleaner long-term choice.




3. International Execution Checklist

Calculate household-wide international exposure before buying more funds.

Choose one target percentage for ex-U.S. equities and write it down.

Decide whether you want a one-fund international sleeve or a

developed/emerging split.

If taxable, note whether the foreign tax credit may apply and keep tax

documents organized.

Expect somewhat higher dividend tax drag than a pure U.S. stock sleeve.

Use new money first when rebalancing in taxable accounts.

Do not let currency headlines turn a long-term allocation into a short-term trade.

Review whether other holdings, such as target-date funds, already contain

international stocks.

Judge the allocation over full market cycles, not a single good or bad decade.

4. Common Mistakes

Assuming U.S. multinationals
already replace international
exposure

Apple selling phones overseas does
not mean your U.S. stock fund is the
same as owning non-U.S. companies
directly. Revenue exposure and stock-
market exposure are not identical.

Abandoning international after a
long U.S. winning streak

The temptation to drop ex-U.S.
holdings is strongest after years of
underperformance. That is usually
when diversification discipline is being
tested, not disproven.




Overcomplicating the Ignoring dividend tax drag and
international sleeve withholding details

Most investors do not need country- International funds can distribute
by-country funds. A broad ex-U.S. more taxable income and may involve
fund or a simple developed/emerging foreign withholding. If you hold them
split is normally enough. in taxable, keep records so you do not
miss the credit that may be available.

5. Next Steps

Finish by writing one sentence that defines your international rule: target ex-U.S.
percentage, chosen fund structure, preferred account location, and rebalancing trigger.
Then implement the next contribution according to that rule instead of waiting for a more
comfortable headline environment. If the change affects your broader retirement
projections, rerun them with the FIRE Calculator and keep all free tools available for
future reviews. International exposure is most useful when it becomes an ordinary
permanent part of the portfolio rather than a tactical side bet.
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