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VOLATILITY: IMPLICATIONS FOR VALUE AND GLAMOUR STOCKS

The Project

B Investors are commonly concerned with the impact of market volatility on returns. Rising levels in average volatility
and increased awareness since the 2008 crisis motivate our study.

B What happens to value and growth stocks when investing after extreme volatility? We introduce the volatility context
into our analysis for value vs. glamour returns.

m Tracking buy-and-hold strategies for style indices (S&P 500 Value and S&P 500 Growth) after periods of high and
low volatility from 1980 — 2011

= We also tested a strategy of delaying three months to invest by waiting for high volatility to subside.

B As value investors, we believe volatility may create greater chances of encountering mispricings in the markets.
Although intuitive, this notion is challenging to quantify. Building on previous Brandes Institute research, we reveal
evidence that may help support this concept.

Key Findings
B Our key findings show that with a 1- and 5-year horizon, value stocks typically outperform growth stocks and do so

with less variability (standard deviation). This suggests potentially better risk-adjusted performance for value stocks
(Exhibit 1).

B We do not advocate an investment strategy rooted in timing or volatility forecasting. Instead, studying performance
within the context of volatility may shed some light into behavioral biases responsible for abandoning equities as
soon as high volatility sets in.

Exhibit 1: 1- and 5-Year Average Annualized Returns After High Volatility Months, 1980 - 2011
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Source: FactSet, The Brandes Institute as of 6/30/11. Past performance is not a guarantee of future results.



RESEARCH ABSTRACT

11988 El Camino Real, Suite 500
P.O. Box 919048

San Diego, CA 92191-9048
858.755.0239 800.237.7119
Fax 858.755.0916
brandesinstitute@brandes.com

www.brandes.com/institute

The information provided in this material should not be considered a recommendation to purchase or sell any particular security. Itshould not be
assumed that any security transactions, holdings, or sector 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 herein are subject
to change at any time by the investment manager in its discretion due to market conditions or opportunities. 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. Please note that all indices are unmanaged and are not available for direct investment.

This material was prepared by the Brandes Institute, a division of Brandes Investment Partners®. It is intended for informational purposes only.
Itis not meant to be an offer, solicitation, or recommendation for any products or services. The foregoing reflects the thoughts and opinions of
the Brandes Institute.

Copyright ©2011 Brandes Investment Partners, L.P. ALL RIGHTS RESERVED. Users agree not to copy, reproduce, distribute, publish, or in any
way exploit this material, except that users may make a print copy for their own personal, non-commercial use. Brief passages from any article may
be quoted with appropriate credit to the Brandes Institute. Longer passages may be quoted only with prior written approval from the Brandes
Institute. For more information about Brandes Institute research projects, visit our website at www.brandes.com/institute.
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