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The Brandes International Equity Strategy rose 10.28% (gross of fees), outperforming its benchmark, the MSCI EAFE 
Index, which increased 6.86% in the quarter, and underperforming the MSCI EAFE Value Index, which appreciated 
11.56%.  
 
Positive Contributors 
Top performers included aerospace and defence companies Rolls-Royce in the U.K. and Embraer in Brazil. Both 
companies appreciated substantially over the past few years as their end markets recovered, leading to better-than-
expected earnings with higher volumes and enhanced margins. Rolls-Royce upgraded its fiscal-year guidance and 
announced a share buyback as its balance sheet strengthened on the back of healthy cash-flow generation. 
Meanwhile, Embraer secured several new wins against competitors in its defence business. This, coupled with an 
expanding order backlog for regional jets, has further boosted market confidence in the company’s prospects. 
 
Select holdings in the beverage industry, in which we have been finding more opportunities over the past year, also 
helped returns. Noteworthy contributors included Netherlands-based Heineken Holding and Hong Kong’s Budweiser 
Brewing APAC.  
 
Additionally, financials was one of the best-performing sectors in the benchmark and several of our holdings showed 
robust results, notably France-based BNP Paribas and Italian Intesa Sanpaolo. European banks have fared well so far 
this year, thanks to earnings growth that exceeded expectations and an improved economic environment, which has 
led to a growth in loans and increased market optimism. We modestly pared some of our holdings following the solid 
performance and ended the quarter with a significantly lower weight to financials than the benchmark. 
 
Other contributors included China-based Alibaba, Germany’s Heidelberg Materials, and French telecom company 
Orange. Alibaba rose on favourable earnings results and positive reactions to its progress in artificial intelligence (AI). 
In addition to launching its own AI models, Alibaba benefited from the release of DeepSeek, which utilizes Alibaba 
Cloud.  
 
Performance Detractors 
Many technology-related stocks in the market pulled back, including our semiconductor holdings STMicroelectronics 
and Taiwan Semiconductor Manufacturing Company (TSMC). TSMC tumbled amid concerns around semiconductor 
capital expenditure spending, triggered by the announcement of a significantly lower-cost AI model from DeepSeek. 
The company also faced investor scepticism about its announced substantial spending in the United States. 
 
Other material detractors included investments in the consumer and communication services sectors, such as 
advertising agencies WPP and Publicis, luxury goods companies Kering and Swatch, as well as consumer staples 
holdings Henkel and J Sainsbury.  
 
U.K.-based WPP issued weaker guidance for 2025 as its turnaround has lagged behind the anticipated timeline. The 
stock price of its France-based peer, Publicis, also declined due to worries about weaker industry growth this year. 
 
Shares of France-based Kering fell after its recently appointed CEO announced a new creative director for the 
company’s Gucci brand. This new hire will likely result in a potential rebound taking longer than the market had 
previously expected. Additionally, after rising early in the quarter, the luxury goods industry has recently softened as a 
result of increasing concern about the U.S. macro environment and the potential impact of tariffs on U.S. consumer 
purchases. While market pessimism has undermined Kering in the short term, we believe the shares continue to offer 
an attractive long-term opportunity. Kering has historically generated robust free cash flow in different economic 
environments and enjoys durable brand recognition. We also appreciate its management alignment with shareholders 
and importantly, its current valuation, which is discounted relative to its own history and that of its peers. 
 
Relative to both the broad and the value indexes, the strategy’s underweight to financials was a detractor from returns. 
 



 

Brandes Investment Partners (Europe) Limited  Registered in Ireland at Alexandra House, The Sweepstakes, Ballsbridge, Dublin, D04 C7H2, Ireland 
+353 1 618 2700  |  EMEA@brandes.com  |  www.brandes.com/emea  |  Reg. No. 510203  |  Regulated by the Central Bank of Ireland 
Directors: Tom Coghlan, Adam Mac Nulty, Oliver Murray (Canadian), Peter Sandys (Chairman), Dylan Turner (Canadian), Orla Quigley  

 
Select Activity in the Quarter 
The quarter marked a relatively active period for the portfolio. We divested several companies that appreciated to our 
estimates of their intrinsic value, including U.K. bank Barclays and German health care services provider Fresenius SE. 
We also exited its position in Japan’s Nissan Motor early in the quarter after it had risen at the end of last year on 
speculation of a merger or alliance with Honda Motor. 
 
Additionally, we took advantage of short-term and company-specific market negativity to add several new positions to 
the portfolio, including retailer Wal-Mart de Mexico, France-based spirits company Pernod Ricard and IT services firm 
Capgemini, and Canadian agriculture company Nutrien. 
 
Wal-Mart de Mexico (Walmex) became Walmart’s first international business through a 1991 joint venture with 
Mexico’s leading retailer, CIFRA. In 1997, Walmart acquired a majority stake in the company. Today, Walmex operates 
more than 3,000 stores in Mexico and over 900 in Central America, establishing itself as a dominant retailer in Mexico 
with a market share that is three times that of the #2 and #3 players. 
 
A number of macroeconomic challenges, driven by national elections in Mexico and the United States last year, have 
pressured Walmex’s valuation to its lowest levels in more than a decade. Moreover, late last year, COFECE 
(commission responsible for anti-competitive regulations in Mexico) initiated an investigation into Walmex’s market 
dominance in the wholesale supply and distribution of consumer goods, which further hurt market sentiment. After we 
determined that this ruling would not have significant impact on the company’s operations, growth, and profitability 
potential, we decided to invest in Walmex. 
  
We appreciate that Walmex’s operating margin has been stable, its free-cash-flow generation and returns on invested 
capital have been robust, and that the company has a net-cash balance sheet (excluding leases). Trading at a mid-
teen multiple of earnings compared to its historic average of mid-twenties, Walmex represents an appealing 
investment opportunity to us. 
 
Capgemini is a global IT services and consulting company based in France and is a well-regarded partner for many 
leading software providers such as SAP and Microsoft. Capgemini has enhanced its product mix over time by 
increasing its exposure to higher value-added offerings with secular growth potential (e.g., digital transformation, 
cloud, outsourced engineering, research and development, and AI), while reducing its exposure to the low-growth 
outsourcing segment. 
 
The IT services industry saw significant gains during 2020−2022 as corporations sought to better digitize their 
capabilities during the pandemic. However, the industry has struggled in the past couple of years as corporate 
discretionary technology budgets (excluding AI and cybersecurity) declined. While some of its peers are starting to 
show signs of recovery, Capgemini has lagged in terms of revenue growth. Sentiment soured after the company 
delivered lower-than-expected revenue guidance, suggesting its potential rebound may take longer than anticipated. 
 
Capgemini currently trades at a marked discount relative to its peers. Although this is partially warranted because of 
its greater exposure to Europe (approximately 60% of revenues versus most competitors at 20−35%) and to 
manufacturing (particularly to the cyclically depressed auto industry), we believe the current discount provides a 
compelling opportunity to own a structurally growing business that has historically generated high returns on capital. 
 
Pernod Ricard is one of the world’s largest premium spirits companies, boasting a strong brand portfolio that includes 
18 of the top 100 brands, such as Martell, Jameson, Absolut, and Chivas. The company has significant exposure to 
emerging markets, which account for nearly half of its sales.  
 
Recently, Pernod’s shares have been under pressure primarily due to demand weakness in the U.S. and China, which 
together make up nearly 30% of Pernod’s sales. In 2023, the U.S. spirits market experienced a downturn both in 
volume and value terms for the first time in over a decade. In China, growth expectations for the market remain 
uncertain due to weak macro environment and downtrading in spirits. Despite these headwinds, we regard Pernod 
Ricard as a high-quality business with defensive characteristics. We like the company’s margin expansion potential 
from operating leverage and its long-term growth prospects given its end-market exposure. Trading at a low-teen 
multiple of earnings, Pernod offers a compelling risk/reward trade-off, in our opinion. 
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Current Positioning 
As of 31 March, the portfolio has overweight positions in France and emerging markets, and underweight positions in 
Australia and Japan. From a sector perspective, it holds key overweight’s to health care and consumer staples, while 
maintaining meaningful underweights to industrials and financials. As mentioned earlier, the strong performance of 
several holdings in the financial sector has led to us paring and selling some names, which has resulted in a larger 
underweight than the start of the year. In contrast, we have continued to find new opportunities in the consumer 
staples sector and our overweight has increased. 
 
The first quarter marked a reversal of several market trends that we had observed over the past several years, with 
international stocks dramatically outperforming U.S. stocks (MSCI EAFE vs. MSCI USA) and value stocks surpassing 
growth stocks (MSCI EAFE Value vs. MSCI EAFE Growth). We cannot predict if this pattern will continue, but we 
believe that both international equities and value stocks offer compelling return potential based on their current 
valuation levels. 
 
Prior to this quarter, U.S. stocks had outperformed international stocks for 15 years. However, that dominance was 
only partly shaped by company fundamentals, as a strong U.S. dollar and lofty investor enthusiasm driving up 
valuations (i.e., “multiple expansion”) also played a big role on U.S. outperformance. The latter two factors powered 
approximately 5% annualized of U.S. outperformance versus international markets since 2011, but we believe they are 
less likely to continue going forward. Even a modest reversal in U.S. dollar strength and valuations for U.S. stocks—like 
what we recently saw—can be a strong tailwind for international stocks. On a sector-adjusted basis, international 
stocks continue to trade near some of the largest valuation discounts versus U.S. stocks, which should bode well for 
value. 
 
Value stocks saw modest recovery during the quarter relative to growth stocks but continue to trade among the 
cheapest quartile relative to growth stocks on a variety of valuation measures. Historically, such discounts often 
preceded value outperformance versus growth for the subsequent three to five years. Notably, our portfolio—guided 
by our value philosophy and process—has had the tendency to outperform the benchmark during value-led periods.  
 
Uncertainty is an enduring feature of markets, though unease may seem heightened today compared to much of the 
past 15 years. Amid these uncertain times, we believe it is prudent to remember that markets evolve over time, and 
good businesses have the ability to adapt to new environments. Although recently announced tariffs add 
complications, their impact and duration will vary by industry or company, and a fundamental manager such as 
Brandes could be well positioned to take advantage of potential market overreactions and underreactions to the 
changing environment. We will continue to monitor the implementation of tariffs and analyse their impacts on a 
company-by-company basis. 
 
The Brandes International Equity Strategy trades at more compelling valuation levels than the benchmark, in our 
opinion. Additionally, our holdings generally have stronger balance sheets than the companies that comprise the MSCI 
EAFE and MSCI EAFE Value indices, as highlighted by financial leverage metrics, such as net debt to EBITDA (earnings 
before interest, taxes, depreciation and amortization). Going forward, we remain optimistic about the long-term 
prospects of our holdings. 
 
 
For term definitions: https://www.brandes.com/termdefinitions 
Multiple Expansion – an increase in a valuation multiple such as a Price to Earnings multiple. 

The margin of safety for any security is the discount of market price to our estimate of intrinsic value. 

The MSCI EAFE Index with net dividends captures large and mid cap representation of developed market countries excluding the U.S. and Canada. 

The MSCI EAFE Value Index with gross dividends captures large and mid cap securities across developed market countries, excluding the United States and Canada, 
exhibiting value style characteristics, defined using book value to price, 12-month forward earnings to price, and dividend yield.  

The MSCI EAFE Growth Index with gross dividends captures large and mid cap securities across developed market countries, excluding the United States and Canada, 
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 USA Index measures the performance of the large and mid cap segments of the U.S. equity market. 

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. 

https://www.brandes.com/termdefinitions
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The foregoing Quarterly Commentary reflects the thoughts and opinions of Brandes 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. 

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. 

 


