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Second Quarter 2026 (April 1 – June 30, 2026) 

The Brandes International Equity Strategy rose 5.03% net of fees and 5.14% gross of fees, underperforming its 
benchmark, the MSCI EAFE Index, which was up 10.82% in the quarter. The MSCI EAFE Value Index rose 7.49% in the 
quarter while the MSCI ACWI ex USA Value Index returned 12.15%.  
 
Annualized total return as of June 30, 2026 1-year 5-year 10-year 
Brandes International Equity Composite (net) 21.12% 13.49% 10.98% 
Brandes International Equity Composite (gross) 21.65% 13.98% 11.49%  
MSCI EAFE Index  20.23%  9.04%  9.65% 
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. The 2026 returns are preliminary, unaudited and subject to change. 
 
Positive Contributors 
While technology represents a smaller weight in developed international markets (MSCI EAFE) than in the U.S. (Russell 
1000), it remained a major driver of benchmark performance during the quarter. The sector generated more than 40% of 
the MSCI EAFE Index’s return and more than half of returns in both the MSCI ACWI ex USA Index and MSCI ACWI ex USA 
Value Index. Investor enthusiasm surrounding artificial intelligence (AI) continued to intensify, with semiconductor 
manufacturers, technology hardware companies, and other businesses viewed as beneficiaries of accelerating AI-related 
capital expenditures among the strongest performers. 
 
While our underweight position in technology detracted from relative performance, several holdings in the sector were 
among the portfolio’s top contributors. South Korea’s Samsung Electronics, Taiwan Semiconductor Manufacturing 
Company (TSMC), and semiconductor firms Infineon in Germany and STMicroelectronics in France generated significant 
gains as investors increasingly focused on companies benefiting from growing AI infrastructure demand. 
 
Other contributors included French luxury goods firm Compagnie Financiere Richemont and our recent purchase, 
Netherlands-based ingredients and fragrance company DSM-Firmenich, which rose after reporting improving earnings.  
 
Performance Detractors 
The dominant market theme during the quarter remained the exceptional performance of companies viewed as direct 
beneficiaries of AI-related spending. The technology sector advanced more than 50% in both MSCI EAFE and MSCI ACWI 
ex USA and rose over 60% in MSCI ACWI ex USA Value. While we started the quarter with an overweight to technology 
relative to MSCI EAFE and MSCI EAFE Value, the strong share-price appreciation led us to trim or exit certain holdings, and 
the resulting underweight position became a meaningful detractor from relative performance. 
 
In addition, businesses perceived to face disruption from AI, particularly software and IT services companies, generally 
underperformed. Our holdings in Capgemini, NICE, and SAP were among the largest detractors. While we recognize that 
AI has the potential to reshape many industries, we believe mission-critical enterprise software companies with deep 
customer relationships and embedded workflows remain well positioned. In our view, SAP's strategic importance within 
customer organizations, combined with its ability to incorporate AI functionality into existing products, provides an 
attractive long-term opportunity. We added to the position during the quarter.   
 
Outside the technology sector, several of our emerging markets holdings declined, including China’s Alibaba, Mexican 
retailer Wal-Mart de Mexico, and Brazil-based integrated oil company Petrobras. Pharmaceutical holdings Astellas 
Pharma and Takeda Pharmaceutical in Japan, as well as Sanofi in France, also weakened amid increasing investor 
concerns surrounding their respective drug pipelines.  
 
 



 

Select Activity in the Quarter 
Amid an increasingly bifurcated market, in which AI-related beneficiaries appreciated sharply while many other areas of 
the market were largely ignored, we undertook significant portfolio activity during the quarter. We exited several strong 
performers, including semiconductor companies Infineon and STMicroelectronics, as well as South Korean auto 
component manufacturer Hyundai Mobis, which benefited from its ownership in robotics company Boston Dynamics. We 
also divested Canadian chemicals business Nutrien and French oil firm TotalEnergies.  
 
New purchases included agricultural equipment firm CNH Industrial, Ireland-based ingredients and flavoring business 
Kerry Group, Chinese gaming company NetEase, and Swedish household products company Essity.  
 
Kerry Group is a global leader in specialty food ingredients and integrated taste and nutrition solutions. Kerry operates as 
a business-to-business partner to food, beverage, and pharmaceutical companies, supporting customers throughout the 
product development cycle (from ideation to launch) and delivering customized solutions that enhance taste, nutrition, 
and functionality. Over time, the company has transformed its portfolio through divestitures of non-core businesses and is 
now a pure-play taste and nutrition franchise, with broad geographic exposure and a diversified customer base across 
end markets.  
 
Kerry’s shares have fallen out of favor due to slowing volume growth, weaker end-market demand, reduced acquisition 
activity, and concerns surrounding GLP-1 adoption and its potential effect on food consumption. While we think some of 
the de-rating is justified, as reflected in our conservative assumptions, we believe the market is underappreciating Kerry’s 
value and see an opportunity for the shares to be reappraised as a defensive compounder rather than as a proxy for a 
challenged U.S. packaged-food market. We like Kerry’s exposure to faster-growing end markets, such as emerging 
markets and U.S. foodservice, which together account for approximately 40% of its sales. Structural trends such as 
demand for healthier, cleaner-label products and functional ingredients may also serve as a tailwind. Additionally, the 
company’s global scale, diversified end markets, and history of cash generation support our view that Kerry remains a 
resilient business with the potential for earnings recovery over time. 
 
NetEase is the second-largest video game developer and publisher in China, with a 30-year track record of internally 
developed, long-lived franchises and a portfolio that consistently places four to six titles among China’s top 20 games. 
The core Online Games Services segment is complemented by valuable equity stakes in NetEase Cloud Music and 
Youdao, both publicly listed, providing diversification and identifiable asset value. After a temporary slowdown following 
the COVID-era surge and the 2022 success of Eggy Party, NetEase’s core gaming growth meaningfully reaccelerated in 
2024 and early 2025. 
 
However, the share price pulled back meaningfully in early 2026 on AI disruption risk and growth deceleration that 
underwhelmed investors. We believe NetEase is undervalued relative to the quality and durability of its earnings. At its 
current price, NetEase trades near the low end of global large-cap gaming peers on an earnings basis, while offering, in 
our view, balance sheet strength (net cash equivalent to roughly 20% of market capitalization) and long-term organic 
growth potential with attractive returns on capital. Our thesis is that the market underappreciates the longevity of 
NetEase’s franchises and is over-penalizing for the timing risk in the development cycle. At its current share price, 
NetEase represents an appealing risk-reward profile for us.  
 
Year-to-Date Briefing 
The Brandes International Equity Strategy rose 6.12% net of fees and 6.38% gross of fees, underperforming its 
benchmark, the MSCI EAFE Index, which appreciated 9.44% in the six months ended June 30, 2026. The MSCI EAFE Value 
Index increased 9.63%, while the MSCI ACWI ex USA Value Index rose 14.69%.  
 
While value outperformed the broader market during the period (MSCI EAFE Value vs. MSCI EAFE, and MSCI ACWI ex USA 
Value vs. MSCI ACWI ex USA), much of that outperformance was generated in the first two months of the year. Since then, 
rising technology weight in the value indices allowed them to largely keep pace with the broader market gains during the 
second quarter. While the Brandes International Equity Strategy outperformed the benchmark in the first quarter, the 
increasingly concentrated, AI-fueled market environment during the second quarter led to underperformance versus both 
the broad and the value indices for the year-to-date period, driven entirely by the technology sector.  



 

 
The strong performance of a variety of emerging markets-based technology companies widened the gap between the 
MSCI EAFE and MSCI ACWI ex USA indices. With their emerging markets inclusion, the impact of AI was even more 
pronounced in the MSCI ACWI ex USA and ACWI ex USA Value indices, where technology has become the second-largest 
sector in both indices. In fact, several of our largest detractors relative to MSCI ACWI ex USA and MSCI ACWI ex USA 
Value were technology securities that we did not own. 
 
Outside technology, our overweights to the consumer and health care sectors also hurt relative performance, although our 
stock selection was positive as our holdings outperformed the benchmark’s constituents in those sectors.  
 
At the security level, detractors were consistent with those for the second quarter. IT services and software holdings 
declined, led by SAP, Capgemini, and Open Text. Additional detractors included China-based holdings Alibaba and 
Trip.com. 
 
As was the case for the second quarter, Samsung, TSMC, and STMicroelectronics appreciated significantly. On a sector 
basis, our holdings in energy and financials were the most significant contributors. Oil firms Petrobras and TotalEnergies 
remained strong contributors for the year following their robust first-quarter performance. 
 
Current Positioning 
As market returns have become increasingly concentrated in a small number of AI-related companies, we believe the 
index-agnostic Brandes International Equity Strategy offers meaningful diversification from prevailing market exposures.  
  
Our largest allocations remain in health care, consumer staples, and consumer discretionary. In our view, these sectors 
contain businesses that may ultimately benefit from technological advances and AI adoption without carrying the 
valuation risks embedded in many of today’s most popular technology stocks. We continue to find attractive opportunities 
where near-term uncertainty has created a disconnect between price and long-term fundamentals.  
  
We maintain significant underweights in the financials and industrials sectors. While we are now underweight technology 
companies relative to the benchmark, we continue to identify selective opportunities within software, IT services, and 
certain technology-related businesses. We are especially attracted to companies that possess valuable proprietary data, 
deep customer relationships, or mission-critical products—characteristics that may strengthen their competitive 
positioning as AI adoption expands.   
 
Geographically, we maintain meaningful exposure to businesses in Europe and select emerging markets, including Mexico 
and Brazil.  
 
Looking ahead, we believe the current environment remains particularly attractive for disciplined value investors. Market 
enthusiasm continues to be concentrated in a narrow group of AI-related companies, often with limited regard for 
valuation. While the long-term potential of AI is significant, history suggests periods of extreme optimism can create 
opportunities for active investors to uncover appealing investments elsewhere in the market. We believe that is the case 
today.  
 
Across the portfolio, we are finding companies that in our opinion have strong competitive positions, durable cash-flow 
generation, and attractive valuations that appear increasingly overlooked by investors, including businesses that can 
benefit from technological change rather than be disadvantaged by it. In our view, the portfolio’s differentiated exposures 
can provide investors with meaningful diversification potential and make it a compelling complement to passive and 
growth-oriented approaches. The portfolio also offers what we consider a more attractive aggregate valuation profile than 
the benchmark, while staying focused on long-term return potential. We remain encouraged by the prospects for value 
stocks and the risk-reward tradeoff of our holdings.  
 
 
For term definitions, please refer to https://www.brandes.com/termdefinitions. 
For index definitions, please refer to https://www.brandes.com/benchmark-definitions.   

https://www.brandes.com/termdefinitions
https://www.brandes.com/benchmark-definitions


 

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 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. 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. 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. 

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. 

 


