
October 2024

BRANDES.COM  |  PAGE 1

Value Exposure May Benefit a Diversified 
Portfolio’s Long-Term Risk and Return Profile
Dear Clients and Friends,

Having been in the asset management business for over half a century, we’ve observed several notable market phenomena, 
one of which is that investment styles tend to cycle in and out of favor. The duration of each cycle may vary and the 
catalysts for shifts in style leadership can be unpredictable, but as the famous quote often attributed to Mark Twain says: 
“History doesn’t repeat itself, but it often rhymes.” Indeed, over the past 50 years, we’ve seen investment styles fall in and 
out of favor numerous times. 

In our opinion, the cyclicality of investment styles underscores the importance of diversification. In this letter, we explore 
how the Brandes Global Equity Strategy could influence the risk and return profile of a diversified portfolio across various 
cycles. To illustrate this, we created a hypothetical equal-weighted portfolio consisting of the MSCI World Growth Index, the 
MSCI World Quality Index, and the MSCI World Momentum Index. We then added the Brandes Global Equity Strategy to this 
portfolio (allocating 25% to each component) to compare its risk and return profiles before and after the addition. 

During the “long winter” for the value investment style—from 12/31/06 to 9/30/20, which marked the longest and largest 
underperformance of MSCI World Value relative to MSCI World Growth since their inception—many investors decided to 
abandon value due to its disappointing performance. While having value exposure (represented by Brandes Global Equity) 
over this period did diminish the hypothetical portfolio’s returns (see Exhibit 2), maintaining a consistent value exposure 
over the long term helped enhance returns and reduce tracking error (see Exhibit 4). 

Prior to Global Financial Crisis: Value-Led Cycle (2/29/00 to 12/31/06)
After a period of largely ignoring valuations, especially for tech-related businesses, investors started paying attention again 
to company fundamentals post-tech bubble, prompting a value-led cycle (MSCI World Value vs. MSCI World Growth) that 
lasted nearly seven years. Adding the Brandes Global Equity Strategy to the hypothetical diversified portfolio would have 
enhanced return by 339 basis points annually during this period, while reducing tracking error. 
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Exhibit 1 – Returns and Tracking Error (2/29/00 to 12/31/06) 

As of 6/30/2024; Source: Morningstar. 100 = 02/29/2000. Hypothetical Portfolio consists of MSCI World Growth, MSCI World Quality, and MSCI World Momentum; with equal weighting 
to each component (one-third each) as of the chart’s starting date (rebalanced semi-annually). Hypothetical Portfolio + Brandes Global Equity consists of MSCI World Growth, MSCI 
World Quality, MSCI World Momentum, and Brandes Global Equity Strategy; with equal weighting to each component (25% each) as of the chart’s starting date (rebalanced semi-
annually). Brandes performance is net of fees. Past performance is not a guarantee of future results. Please note that all indices are unmanaged and are not available for direct 
investment. This hypothetical example is for illustrative purposes only and does not represent any specific investment. Actual results will vary. Click here for the Brandes Global Equity 
GIPS Report. 
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Hypothetical Portfolio 1.22% 4.06%

Hypothetical Portfolio + 
Brandes Global Equity 4.61% 2.58%

MSCI World 3.06% 0.00%

Annualized total return as of June 30, 2024 1-year 5-year 10-year
Brandes Global Equity Composite (net) 20.65% 11.14% 6.64%
Brandes Global Equity Composite (gross) 21.17% 11.71% 7.21%
MSCI World Index 20.19% 11.76% 9.15%
Past performance is not a guarantee of future results. One cannot invest directly in an index. Returns include reinvestment of all 
dividends and are reduced by any applicable foreign withholding taxes, without provisions for income taxes, if any. 

https://www.brandes.com/docs/librariesprovider3/default-document-library/publication/performance-report/brandes-global-equity-gips-report-emea-emea
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As of 6/30/2024; Source: Morningstar. 100 = 12/31/2006. Hypothetical Portfolio consists of MSCI World Growth, MSCI World Quality, and MSCI World Momentum; with equal 
weighting to each component (one-third each) as of the chart’s starting date (rebalanced semi-annually). Hypothetical Portfolio + Brandes Global Equity consists of MSCI World 
Growth, MSCI World Quality, MSCI World Momentum, and Brandes Global Equity Strategy; with equal weighting to each component (25% each) as of the chart’s starting date 
(rebalanced semi-annually). Brandes performance is net of fees. Past performance is not a guarantee of future results. Please note that all indices are unmanaged and are not 
available for direct investment. This hypothetical example is for illustrative purposes only and does not represent any specific investment. Actual results will vary.
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Hypothetical Portfolio 9.05% 3.75%

Hypothetical Portfolio +  
Brandes Global Equity 7.04% 2.45%

MSCI World 5.59% 0.00%

 

The Long Winter for Value: Growth-Led Cycle (12/31/06 to 9/30/20)
The low-growth economic environment, growing popularity of index investing, and easy money made available by central 
banks worldwide led to a willingness among investors to “pay up” for any growth potential. Amid the long winter for value, 
many investors reduced their value allocations, and some traditional “value” managers allowed their investing styles to drift 
in hopes of improving short-term performance and asset gathering. The valuation gap between value and growth widened 
to historical highs across various metrics (e.g., price/book, price/earnings, price/cash flows, enterprise value/earnings 
before interest, taxes, depreciation and amortization), and many wondered about the “death of value investing.” 

Exhibit 2 – Returns and Tracking Error (12/31/06 to 9/30/20)



October 2024

BRANDES.COM  |  PAGE 4

As of 8/31/24; Source: Morningstar. 100 = 9/30/2020. Hypothetical Portfolio consists of MSCI World Growth, MSCI World Quality, and MSCI World Momentum; with equal weighting 
to each component (one-third each) as of the chart’s starting date (rebalanced semi-annually). Hypothetical Portfolio + Brandes Global Equity consists of MSCI World Growth, MSCI 
World Quality, MSCI World Momentum, and Brandes Global Equity Strategy; with equal weighting to each component (25% each) as of the chart’s starting date (rebalanced semi-
annually). Brandes performance is net of fees. Past performance is not a guarantee of future results. Please note that all indices are unmanaged and are not available for direct 
investment. This hypothetical example is for illustrative purposes only and does not represent any specific investment. Actual results will vary.
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Hypothetical Portfolio 12.87% 4.62%

Hypothetical Portfolio +  
Brandes Global Equity 14.49% 2.20%

MSCI World 13.50% 0.00%

 

Current Value-Led Cycle (9/30/20 to 8/31/24)
After being out of favor for more than a decade, value stocks made a remarkable comeback in the fourth quarter of 2020, 
driven by optimism about post-COVID economic recovery, rising inflation, and higher interest rates. Although the recovery of 
value stocks has not been linear, with bouts of growth outperformance during the cycle, incorporating the Brandes Global 
Equity Strategy into the hypothetical diversified portfolio could have generated higher return and lower tracking error. It is 
important to note that even after value’s outperformance, the valuation discount for value stocks relative to growth remains 
historically high across various metrics.

Exhibit 3 – Returns and Tracking Error (9/30/20 to 8/31/24)
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Summary – Value Exposure May Benefit a Diversified Portfolio Over the Long Term
Despite the long value winter accounting for over half of the past 25 years, having value exposure was beneficial to both risk 
and return of a diversified portfolio across the three periods discussed above (see Exhibit 4).

Exhibit 4 – Returns and Tracking Error (2/29/00 to 8/31/24)

We do not know when a style cycle will turn or what the next catalyst for the shift in style leadership will be. However, we 
believe incorporating value exposure—especially through a partnership with a manager such as Brandes that has maintained 
a consistent approach to value—may benefit a diversified portfolio from a long-term risk and return perspective. 

Thank you, 

Brandes Investment Partners

As of 8/31/2024; Source: Morningstar. 100 = 2/29/2000. Hypothetical Portfolio consists of MSCI World Growth, MSCI World Quality, and MSCI World Momentum; with equal weighting 
to each component (one-third each) as of the chart’s starting date (rebalanced semi-annually). Hypothetical Portfolio + Brandes Global Equity consists of MSCI World Growth, MSCI 
World Quality, MSCI World Momentum, and Brandes Global Equity Strategy; with equal weighting to each component (25% each) as of the chart’s starting date (rebalanced semi-
annually). Brandes performance is net of fees. Past performance is not a guarantee of future results. Please note that all indices are unmanaged and are not available for direct 
investment. This hypothetical example is for illustrative purposes only and does not represent any specific investment. Actual results will vary.
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Hypothetical Portfolio Hypothetical Portfolio + Brandes Global Equity MSCI World

Annualized 
Return

Tracking 
Error

Hypothetical Portfolio 7.38% 4.03%

Hypothetical Portfolio +  
Brandes Global Equity 7.64% 2.42%

MSCI World 6.10% 0.00%
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For term definitions: https://www.brandes.com/termdefinitions.
Tracking error: The standard deviation of the difference between the returns of a portfolio and its benchmark.
The MSCI World Index with net dividends captures large and mid cap representation of developed markets.
The MSCI World Quality Index is based on MSCI World, its parent index, which includes large and mid cap stocks across 23 Developed Market countries. The index aims to capture 
the performance of quality growth stocks by identifying stocks with high quality scores based on three main fundamental variables: high return on equity (ROE), stable year-over-
year earnings growth and low financial leverage. 
The MSCI World Growth Index with gross dividends captures large and mid cap securities across developed market countries exhibiting growth style characteristics, defined using 
long-term forward earnings per share (EPS) growth rate, short-term forward EPS growth rate, current internal growth rate, long-term historical EPS growth trend, and long-term 
historical sales per share growth trend. 
The MSCI World Momentum Index is designed to reflect the performance of an equity momentum strategy. It does so by emphasizing stocks with high price momentum, while 
maintaining reasonably high trading liquidity, investment capacity, and moderate index turnover. The index is based on the MSCI World, which includes large and mid-cap stocks 
across 23 Developed Markets (DM) countries.
The MSCI World Value Index with net dividends captures large and mid cap securities across developed market countries exhibiting value style characteristics, defined using book 
value to price, 12-month forward earnings to price, and dividend yield.
MSCI has not approved, reviewed or produced this report, makes no express or implied warranties or representations and is not liable whatsoever for any data in the report. You 
may not redistribute the MSCI data or use it as a basis for other indices or investment products.
The information provided in this material should not be considered a recommendation to purchase or sell any particular security. It should not be assumed that any security 
transactions, holdings or sectors discussed were or will be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will equal 
the investment performance discussed herein. Strategies discussed are subject to change at any time by the investment manager in its discretion due to market conditions 
or opportunities. Market conditions may impact performance. The performance results presented were achieved in particular market conditions which may not be repeated. 
Moreover, the current market volatility and uncertain regulatory environment may have a negative impact on future performance. The Brandes investment approach tends to result 
in portfolios that are materially different than their benchmarks with regard to characteristics such as risk, volatility, diversification, and concentration. Diversification does not 
assure a profit or protect against a loss in a declining market. International and emerging markets investing is subject to certain risks such as currency fluctuation and social and 
political changes; such risks may result in greater share price volatility. Current and future portfolio holdings are subject to change at any time at the discretion of the investment 
manager. There is no assurance that a forecast will be accurate. Because of the many variables involved, an investor should not rely on forecasts without realizing their limitations.
The foregoing reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice. Brandes Investment Partners® is a 
registered trademark of Brandes Investment Partners, L.P. in the United States and Canada.
United States: Issued by Brandes Investment Partners, L.P., 4275 Executive Square, 5th Floor, La Jolla, CA 92037.
Singapore/Asia: FOR INSTITUTIONAL/ACCREDITED INVESTOR USE ONLY. Issued by Brandes Investment Partners (Asia) Pte Ltd., The Gateway West, 150 Beach Road #35-51, 
Singapore 189720. Company Registration Number 201212812M. ARBN:164 952 710. This document is for “institutional investors” or “accredited investors” as defined under the 
Securities and Futures Act, Chapter 289 of Singapore and may not be distributed to any other person. This document is being provided for information purposes only. Incorporated 
in Singapore in 2012, Brandes Investment Partners (Asia) Pte Ltd (Brandes Asia) provides portfolio management services to clients in Asia (as permitted under local law). Brandes 
Investment Partners, L.P., a U.S. registered investment adviser and a sister entity to Brandes Asia, provides research, portfolio construction and other support to Brandes Asia
Ireland/Europe: FOR PROFESSIONAL INVESTOR USE ONLY. Issued by Brandes Investment Partners (Europe) Limited (Brandes Europe), Alexandra House, The Sweepstakes, 
Ballsbridge, Dublin, D04 C7H2, Ireland. Registered in Ireland Number 510203. Authorised and regulated by the Central Bank of Ireland. This report is being provided for information 
purposes only, no representation or warranty is made, whether express or implied as to the accuracy or completeness of the information provided. To the fullest extent permitted 
by law Brandes Europe shall not be liable for any loss or damage suffered by any person as a result of the receipt of this report. Recipients of this report should obtain their own 
professional advice. The distribution of this report may be restricted by law. No action has been or will be taken by Brandes Europe to permit the possession or distribution of this 
report in any jurisdiction where action for that purpose may be required. Accordingly, this report may not be used in any jurisdiction except under circumstances that will result 
in compliance with any applicable laws and regulations. Persons to whom this report is communicated should inform themselves about and observe any such restrictions. This 
information is being issued only to, and/or is directed only at (i) persons who have professional experience in matters relating to investments or (ii) are persons falling within 
Article 49(2)(a) to (d) (“high net worth companies, unincorporated associations etc”) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 or to whom 
it may otherwise lawfully be communicated (all such persons together being referred to as “Relevant Persons”). This communication must not be acted on or relied on by persons 
who are not Relevant Persons. Any investment or investment activity to which this communication relates is available only to Relevant Persons and will be engaged in only with 
Relevant Persons. This report is a confidential communication to, and solely for the use of, the persons to whom it is distributed to by Brandes Europe.
Canada: FOR REGISTERED DEALERS AND THEIR REGISTERED SALESPERSONS’ USE ONLY. NOT FOR DISTRIBUTION TO INVESTORS. Distributed by Brandes Investment Partners & 
Co., 6 Adelaide Street East, Suite 900, Toronto, ON, M5C 1H6. This communication is for information purposes only and should not be regarded as a sales communication or as 
advice regarding any financial product or services.

VALUE SPECIALISTS SINCE 1974
BRANDES.COM 

https://www.brandes.com/termdefinitions

