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The Brandes Global Small-Mid Cap Equity Strategy rose 6.32% net of fees and 6.47% gross of fees, outperforming its 
benchmark, the MSCI World SMID Cap Index, which increased 4.39% in the first quarter. 
 
Annualized total return as of March 31, 2023 1-year 5-year 10-year 
Brandes Global Small-Mid Cap Equity Composite (net) 5.90% 3.98% 7.37% 
Brandes Global Small-Mid Cap Equity Composite (gross) 6.48% 4.69% 8.24% 
MSCI World SMID Cap Index  -9.32% 4.77% 7.57% 
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. 
 
Positive Contributors 
Our performance was led by a variety of cyclical holdings in aerospace and defense, as well as defensively oriented 
holdings in the consumer staples sector. 
 
U.K.-based Rolls-Royce continued to recover from the downturn in demand for long-haul air travel. The company posted 
improved operating results and has been awarded with several new contracts over the last several months, strengthening 
expectations for free-cash-flow generation.  
 
Similarly, Brazilian regional jet manufacturer Embraer remained on track in its post-COVID rebound, with deliveries for 
business and commercial jets continuing to increase. Additionally, one of its competitors announced it officially shut 
down its next-generation commercial regional jet program, which could leave Embraer to be the primary supplier in this 
market.  
 
Several of our European grocer and retail holdings rose, led by U.K.-based J Sainsbury and Marks & Spencer. Other 
contributors included Indonesia-based tobacco company PT Gudang Garam and Greece-based bank Piraeus Financial.  
 
Performance Detractors 
The healthcare sector underperformed the MSCI World SMID Cap Index and our overweight was a detractor from relative 
performance. Several of our largest detractors included health care holdings which declined including Taro 
Pharmaceutical, United Therapeutics, Elanco Animal Health, and Taisho Pharmaceutical.  
 
Other detractors included Irish beverage company C&C Group, U.K.-based currency manufacturer De La Rue, and Japan-
based food products company Calbee. De La Rue declined as it suspended its printing operations in Kenya. 
 
Select Activity 
Over the past few months, the Small-Mid Cap Investment Committee sold Krones AG. The company is the largest 
manufacturer of bottling and packaging machinery with an estimated global market share of 25 percent.  Krones is based 
in Germany but generates sales around the world with emerging markets accounting for around half of total revenue. The 
company is strongest in equipment for PET (plastic) containers but has bottling solutions utilizing a variety of materials. 
 
Krones was first added to the portfolio in 2018. At the time, the company’s share price had fallen by half as investors 
digested financial updates that highlighted slowing sales growth and escalating costs. By the end of 2018, Krones was 
trading at relatively low multiples of earnings and book value. Given the market concentration, barriers to entry, and 
expected long-term growth potential in the global packaged consumer goods industry, the investment committee was 
confident that the company would return to growth and margins would improve. In the meantime, the market valuations 
were sufficiently low enough to allow our investment thesis to unfold over years and still generate what we considered a 
good return. 
 



 

Ultimately, Krones went through two years, 2019 and 2020, with low sales and depressed earnings before beginning to 
recover in 2021. The committee continued to average down as Krones’ share price set new lows in 2020. By the end of 
2022, margins had improved to historical averages and revenue reached an all-time high in dollar terms. The company’s 
share price reflected this recovery and market multiples increased along with enthusiasm for the momentum in business 
fundamentals. Ultimately, market valuations became too rich for the investment committee, causing it to look for better 
long-term returns elsewhere. 
 
A recent addition to the portfolio is OneMain Holdings. The company is the largest non-prime personal loan provider in the 
United States with a market share in excess of 20 percent. Since non-prime consumer finance companies provide credit 
to borrowers with impaired or limited credit histories, the asset quality of the lenders tends to be highly sensitive to the 
economic cycle. This economic sensitivity gave rise to the creation of OneMain as an independent company. After the 
Global Financial Crisis (GFC), many banks sold or shuttered their non-prime consumer finance businesses with OneMain 
being the combination of AIG’s and Citigroup’s former subsidiaries. Another national non-prime lender, HSBC, shut down 
its consumer finance business in 2010.  As the economy slowly improved after the GFC, so did the non-prime consumer 
lending industry. Increased market share concentration, falling interest rates and a strong job market created a perfect 
environment for the companies. Financial stimulus during Covid lockdowns shielded the industry from significant loan 
losses.  However, good times usually don’t last, and the market is already anticipating a significant change in OneMain’s 
fortunes as the share price has fallen by more than half from its 2021 peak. 
 
The greatest risk with investment in OneMain is the possibility of a significant economic recession in the U.S.  Despite this 
concern, we are comfortable with OneMain as an investment as the company has conservatively reserved for loan losses, 
has lower financial leverage compared to its past, and has a history of industry-leading underwriting quality. Most 
importantly, we believe the falling market valuation of the company provides some potential for capital protection in the 
event of an economic slowdown.  Additional risks such as increasing borrowing costs, increasing competition from online 
lenders and the threat of regulation were considered by our committee when making the investment decision, but we 
believe that ultimately these risks were dwarfed by a potential economic downturn. In a diversified portfolio with a long 
investment time horizon, the committee took a small position in a company such as OneMain to help enhance the risk-
reward profile of the portfolio. 
 
Current Positioning 
The strategy held key overweight positions versus the benchmark in the consumer staples and health care sectors. 
Meanwhile, we remained underweight in typically cyclical sectors, such as materials, industrials, and consumer 
discretionary. We also remained underweight in perceived “safe havens,” such as utilities, which have tended to trade at 
more expensive valuation multiples than other sectors, as investors seek yield and capital preservation. 
  
Geographically, we continued to find value opportunities outside the U.S., especially in the U.K., Japan and specific 
emerging market countries. As of March 31, the portfolio remained materially underweight compared with the 
benchmark’s allocation to the U.S. 
 
As we noted last quarter, a variety of headwinds face global stocks today, ranging from elevated inflation, slowing 
economic growth and recession concerns to energy risk and political and regulatory uncertainties. While our overall 
positioning is driven by bottom-up stock selection with a focus on the long term, we do consider many of these concerns 
and how they can impact the fundamentals of a business, comparing our intrinsic value estimate against what is currently 
being priced in by the market. We believe the portfolio’s current positioning offers an attractive opportunity for long-term 
investors. Compared to the benchmark, the portfolio generally has less cyclical, or what we consider expensive growth 
exposure, as seen through our underweights to technology and materials. In contrast, the portfolio provides more 
defensive exposure, as highlighted by our overweights to consumer staples and health care. 
 
Within the global small-mid cap space, even after recent value outperformance (MSCI World SMID Cap Value vs. MSCI 
World SMID Cap), value stocks continue to trade at large discounts across a variety of metrics (e.g., price/earnings, 
price/book, enterprise value/sales) to growth stocks (MSCI World SMID Cap Growth). Wide discounts have boded well 
historically for value returns relative to growth. This, combined with the current margin of safety exhibited by our portfolio, 
drives our optimism about the prospects for the Brandes Global Small-Mid Cap Equity Strategy.  



 

 
 
Book Value: Assets minus liabilities. Also known as shareholders’ equity. 

Free Cash Flow: Total cash flow from operations less capital expenditures. 

Margin of Safety: The discount of a security’s market price to what the firm believes is the intrinsic value of that security. 

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

Price/Earnings: Price per share divided by earnings per share. 

Enterprise Value: Market capitalization plus debt, minority interest and preferred shares, minus total cash and cash equivalents. 

Enterprise Value/Sales: Enterprise value divided by annual sales. 

Yield: Annual income from the investment (dividend, interest, etc.) divided by the current market price of the investment. 

The MSCI World SMID Cap Growth Index captures mid and small cap securities exhibiting overall 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 SMID Cap Index captures mid and small cap representation of developed market countries. 

The MSCI World SMID Cap Value Index with net dividends captures small 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. 

Diversification does not assure a profit or protect against a loss in a declining market. 

The foregoing Quarterly Commentary reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice. The 
information provided in the commentary 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. 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. There is no assurance that any securities discussed herein will remain in an account’s portfolio at 
the time you receive this report or that the securities sold have not been repurchased. The actual characteristics with respect to any particular account will vary based on a 
number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time 
of investment. Unlike bonds issued or guaranteed by the U.S. government or its agencies, stocks and other bonds are not backed by the full faith and credit of the United 
States. Stock and bond prices will experience market fluctuations. Please note that the value of government securities and bonds in general have an inverse relationship to 
interest rates. Bonds carry the risk of default, or the risk that an issuer will be unable to make income or principal payment. There is no assurance that private guarantors or 
insurers will meet their obligations. The credit quality of the investments in the portfolio is not a guarantee of the safety or stability of the portfolio. Investments in Asset 
Backed and Mortgage Backed Securities include additional risks that investors should be aware of such as credit risk, prepayment risk, possible illiquidity and default, as 
well as increased susceptibility to adverse economic developments. Securities of small companies generally experience more volatility than mid and large sized 
companies. Although the statements of fact and data in this report have been obtained from, and are based upon, sources that are believed to be reliable, we cannot 
guarantee their accuracy, and any such information may be incomplete or condensed. Strategies discussed are subject to change at any time by the investment manager in 
its discretion due to market conditions or opportunities. 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. Please note that all indices are unmanaged and are not available for direct 
investment. Past performance is not a guarantee of future results. No investment strategy can assure a profit or protect against loss. 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 margin of safety for any security is defined as the discount of its market price to 
what the firm believes is the intrinsic value of that security. The declaration and payment of shareholder dividends are solely at the discretion of the issuer and are subject 
to change at any time. 

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. ABRN: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. 

Canada: FOR REGISTERED DEALERS AND THEIR REGISTERED SALESPERSONS' USE ONLY. NOT FOR DISTRIBUTION TO INVESTORS. Distributed by Brandes Investment 
Partners & Co., 36 Toronto Street, Suite 850, Toronto, ON  M5C 2C5. 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. 

 


