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Investment Team Corner

In conversation with Brent Fredberg, member of
Brandes’ Global Large-Cap Investment Committee
and an analyst in the Technology Group

In the past year, the financial landscape has been marked by rising interest rates and growing buzz around technological
innovations, particularly in artificial intelligence (Al). To delve into what these developments could mean for value investors,
we spoke with Brent Fredberg, a technology analyst and member of Brandes’ Global Large-Cap Investment Committee. Brent
sheds light on navigating today’s interest rate environment, parallels to the 1990s tech bubble that he is witnessing, and the
sustainability of value’s recent performance. Brent has 29 years of experience and has been with Brandes for 24 years.

Interest rates have risen and are expected to remain at an elevated level for an extended
period. How does this interest rate environment impact your investment strategies?

There has been a lot of rhetoric surrounding "higher-for-longer” interest rates following the Federal Reserve's historic rate
increase, where we have observed the 10-year Treasury yield rising from about 1% a few years ago to roughly 4-4.5% today. And
while inflation is coming down from recent peak levels, there is the potential for structurally higher inflation than we experienced
over the past decade due to the reshoring of manufacturing, the escalating costs of clean energy, and the substantial Treasury
debt issuance required given the fiscal and monetary stimulus during Covid-19. These factors can create inflationary pressures
that counterbalance the productivity gains typically achieved through technology and Al advancements.

Historically, the performance of global value stocks has positively correlated with high or rising interest rate environments.
This correlation arises in part because the higher the interest rate and discount rate, the more challenging it can be for
longer-duration growth stocks (those whose market value depends on more distant future cash flows), as these discount
rates affect the present value of their future cash flows.

In the past, we have talked about this theme of “Goliath wins” as it regards the banks,

with larger, scaled banks being advantaged in several ways versus smaller banks. In 66 _thereis a dominant

today’s environment, we are also concentrating on "balance sheets win.” This narrative exciting the
approach means we are prioritizing companies with what we consider robust financial market—in the ‘90s, it was
health and strong balance sheets. In this interest rate environment, companies with about the internet changing

heavy debt burdens tend to face increased pressure as they refinance their debt at
higher rates. Therefore, we are being more selective, trying to avoid companies that
appear "cheap” but have financial structures that could pose significant risks,
particularly if an economic downturn occurs.

the world, and today it is about
cloud computing and Al.

Investing in the technology sector has been one of the most popular themes this year.
This trend began with the success of the so-called "Magnificent Seven"—a group of U.S.
tech stocks that have contributed notably to the S&P 500's returns over the past
decade—and then expanded into widespread exuberance over Al. Given this
background, do you think the tech sector is in a bubble?

While it may surprise some to hear this from a value perspective, | do not believe the tech sector is in a bubble per se,
although I think it is fair to say tech valuations in general appear quite full. | was a tech analyst at Brandes during the height
of the tech bubble in 1999, and today’s tech sentiment and valuations do not appear quite as excessive as back then. With
that said, there are some parallels with the late ‘90s. Firstly, similar to that period, tech valuations are at a significantly higher
premium compared to the broad market than we are used to seeing. Secondly, we have experienced aggressive interest rate
increases by the Fed. And finally, there is a dominant narrative exciting the market—in the ‘90s, it was about the internet
changing the world, and today it is about cloud computing and Al.

VALUE SPECIALISTS SINCE 1974 BRANDES.COM | PAGE 1



Investment Team Corner: Brent Fredberg BRANDES

Despite tech generally being expensive, the sector’s valuation is bifurcated. We have been able to find a number of
opportunities to invest in some of these secular themes, such as Al, in ways that are lower-profile, less popular, and appear
to be better values from our perspective. For example, Al requires a very large amount of memory semiconductors (e.g.,
DRAM chips) to do its processing, so Brandes has invested in a number of leading DRAM manufacturers across the world.
We also own a Taiwanese foundry producing Al chips, a European software company using Al to enhance customer
decision-making, and an IT services company helping customers transition to the cloud and incorporate Al technologies. |
would not paint all of tech with the same brush, even though, in general, the sector seems suboptimally priced for
performance from this point.

After a long drought, U.S. value stocks outperformed growth stocks over the past three
years. However, this year has seen a reversal, with growth outperforming once again.
Does this mean that the value run is over?

As a firm, we do not think the value run is over. Historically, since the 1970s, shifts
between growth and value regimes have lasted many years. On average, value regimes é ..value provides an
ha\{e lasted about six tp gight years, and we are just three years.into this current value attractive opportunity in
period.” Nevertheless, it is not uncommon to have extended periods of growth

) . . today’s environment and
outperformance during these multi-year value regimes.

could potentially help

For example, after the late ‘90s tech bubble, from 2000 to 2002, a stronger period for U.S. mitigate some risks that

value stocks relative to growth, there were six periods during that time when the Russell
1000 Growth outperformed the Russell 1000 Value by over 10 percentage points, three of
which exceeded 20 points. Despite this, the value index outperformed over the portfolio.
subsequent four years. From that perspective alone, we do not find the recent trend

overly concerning.

may exist in the rest of one’s

Also, there are also several potential catalysts for value that exist today, but one that we talked about earlier is this interest
rate environment, and a return to what we consider a more legitimate cost of capital. Interest rates do not need to remain at
these levels, but instead just a more normal interest rate environment, unlike the abnormally low and negative real rates of
the past decade, helps remind the market that valuations matter.

Most importantly, the valuation gap between value and growth is very wide, near historic levels. If you look at a composite of
various metrics (e.g., price to earnings, price to book, price to cash flow, and enterprise value to EBITDA), value is less
expensive relative to growth than it has been in 50 years, with the exception of the Nifty-Fifty era (late ‘60s and early ‘70s)
and the late ‘90s tech bubble. And not only does value appear to us to be quite attractively priced relative to growth, it also
looks reasonably valued on an absolute basis. For these reasons, we do not think the value run is over. Instead, we think
value provides an attractive opportunity in today’s environment and could potentially help mitigate some risks that may exist
in the rest of one’s portfolio.
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" Source: MSCI via FactSet. MSCI World Value Index vs. MSCI World Growth Index, 3/31/1975 to 9/30/2023. The inception date for the MSCI World Value Index and World
Growth Index is December 8, 1997. Performance prior to this date is the result of back-testing performed by MSCI. There may be frequent material differences between back-
tested performance and actual results.

Cash Flow: The amount of cash generated minus the amount of cash used by a company in a given period.
Price/Earnings: Price per share divided by earnings per share.

Price/Book: Price per share divided by book value per share.

Price/Cash Flow: Price per share divided by cash flow per share.

Enterprise Value/EBITDA: Market capitalization plus debt, minority interest, and preferred shares, minus total cash and cash equivalents, divided by earnings before interest,
taxes, depreciation, and amortization.

Nifty Fifty: A popular name in the 1960s and 70s for a group of the largest U.S. companies.

The Russell 1000 Growth Index with gross dividends measures performance of the large cap growth segment of the U.S. equity universe. Securities are categorized as growth
or value based on their relative book-to-price ratios, historical sales growth, and expected earnings growth.

The Russell 1000 Value Index with gross dividends measures performance of the large cap segment of the U.S. equity universe. Securities are categorized as growth or value
based on their relative book-to-price ratios, historical sales growth, and expected earnings growth.

The S&P 500 Index with gross dividends measures equity performance of 500 of the top companies in leading industries of the U.S. economy.

The MSCI World Value Index 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.

The MSCI World Growth Index 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.

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.

Past performance is not a guarantee of future results. It is not possible to invest directly in an index.

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. Brandes Investment Partners does not guarantee that the information supplied is accurate, complete or timely, or make any warranties with regard
to the results obtained from its use. 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. 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. The securities identified and described do not represent all securities purchased, sold,
or recommended for client accounts. Current and future portfolio holdings are subject to change at the discretion of the investment manager.

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: 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 service.
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