Balanced Fund
M A R K E T C O M M E N TA RY

During the first half of 2016, global equity markets were volatile and the U.S. equity market emerged as one of the best performing
developed markets. In January and February, concerns about China’s economic outlook, low oil prices, and the trajectory of the global
economy led to a steep decline in equity prices. The U.S. market rebounded sharply and was approaching an all-time high until the United
Kingdom voted on June 23 to leave the European Union (“Brexit”), triggering a “flight to safety.” Following the vote, global equity markets
declined sharply, U.S. government bonds rallied, and the U.S. dollar strengthened significantly against several major currencies, especially
the British pound. The S&P 500 subsequently recovered to end the first half of the year up 4%.
U.S. bond markets performed well in the first half of 2016 as interest rates declined by 45-80 basis pointsa and credit yield premiumsb
narrowed. Investment-grade corporate bonds substantially outperformed comparable-durationc Treasuries for the first half of the year
(7.7%d return, representing outperformance of 1.2 percentage points) as improved risk appetite and higher yields boosted demand for the
sector. Robust corporate issuance (largely acquisition-related, a continuing theme) was readily absorbed by investors. Agency-guaranteede
MBS returned 3.1% and slightly underperformed comparable-duration Treasuries.
I N V E S T M E N T S T R AT E G Y

We set the Fund’s asset allocation based on our long-term outlook for the Fund’s equity and fixed income holdings, which currently favors
equities. We increased the allocation to equities by 1.8 percentage points during the first half of the year (including a 1.2% increase in
the allocation to preferred stocks) due to reasonable equity valuations and concerns about the total return prospects for fixed income.
Equity Strategy
As part of our investment process, our portfolio managers and global industry analysts often step back and ask, “If we were starting from
scratch, would we still own the same securities?” Using this framework, we revisited and retested our thinking on many of the equity
portfolio’s holdings and concluded that recent market conditions have created long-term investment opportunities in many economically
sensitive companies, such as Financials.
As a result of this process, we reaffirmed our conviction and recently added to selected holdings, including American Express, Bank
of America, Goldman Sachs, and MetLife.f With potentially weaker global growth prospects and low interest rates, the financial services
holdings in the equity portfolio trade at inexpensive valuations. However, banks are expanding lending across various categories and credit
quality has increased over the last five years. Additionally, many of these companies now have capital ratios that are meaningfully higher
than they were prior to the global financial crisis. We believe reasonable earnings growth is possible with no change in the interest rate
environment. However, interest rates are at historically low levels, and if they were to rise (or simply stop falling), profitability within the
Financials sector would increase. Two of the equity portfolio’s holdings, Bank of America and Goldman Sachs, are highlighted below.
Bank of America
The largest bank in the United States by deposits, Bank of America has leading positions in the lines of business that comprise the
majority of its revenues, including consumer banking and wealth management. Since the financial crisis, Bank of America has gained
market share in its core businesses and navigated ever tougher regulatory requirements, while increasing capital and liquidity. As a part
of its restructuring plan, management has simplified the business, reduced expenses, and implemented a more customer-focused strategy.
Longer term, improved fundamentals and potential cyclical tailwinds (e.g., additional loan growth, higher rates, increased capital markets
activity) could produce a significantly higher return on assets, as well as multiple expansion, dividend increases, and/or share repurchases.
We added to the equity portfolio’s common stock position in Bank of America, which comprised 3.0%g of the equity portfolio on June 30.
Goldman Sachs
Goldman Sachs (a 2.4% position in the equity portfolio) is a leading global investment bank, securities broker, and investment manager
that provides financial services to a diversified client base that includes corporations, financial institutions, governments, and high-networth individuals. Since the financial crisis, Goldman Sachs has deleveraged its balance sheet, shed risky assets, and increased its liquidity.
As European competitors (e.g., Credit Suisse, UBS, Royal Bank of Scotland) continue to cut costs and retreat from investment banking,
Goldman has an opportunity to further increase its market share in many key businesses. While regulatory requirements have increased,
this should reduce the probability of large trading losses. Finally, although market turns can be sudden and difficult to predict, Goldman
Sachs has demonstrated an ability to remain profitable: over the past 16 quarters, its return on common equity has averaged an impressive
10%.
a

One basis point = 1/100th of 1%.
premiums are one way to measure a security’s valuation. Narrowing yield premiums results in a higher valuation. Widening yield premiums results in a lower valuation.
c	Duration is a measure of a bond’s (or a bond portfolio’s) price sensitivity to changes in interest rates.
d	Sector returns as calculated and reported by Barclays.
e	The U.S. Government does not guarantee the Fund’s shares, yield, or net asset value. The agency guarantee (by, for example, Ginnie Mae, Fannie Mae, or Freddie Mac) does
not eliminate market risk.
f The use of specific examples does not imply that they are more attractive investments than the Fund’s other holdings.
g	Unless otherwise specified, all weightings and characteristics are as of June 30, 2016.
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Continuing macroeconomic uncertainty has led to diminished primary debt and equity issuance and weaker secondary market trading
conditions. Many of Goldman Sachs’ key clients, such as hedge funds and active asset managers, are experiencing net asset outflows. In this
period of slower activity, the company has maintained its global network while downsizing naturally through attrition. The weak operating
environment and concerns about Brexit have weighed on the stock, which was down 17% during the first half of 2016. However, after
carefully analyzing the company’s risks and opportunities, we recently added to Goldman Sachs because it is an increasingly dominant
player, has a highly profitable business, and trades at an attractive 0.9 times tangible book value.
Maintaining a Diversified Portfolio
In addition to Financials, we significantly increased the equity portfolio’s holdings in AstraZeneca, a UK-domiciled global pharmaceutical
company, and Charter Communications, a U.S. cable telecommunications company that recently merged with Time Warner Cable.
We also initiated several new holdings in the equity portfolio, including Anadarko Petroleum (a U.S.-based independent oil and gas
exploration and production company with international operations) and Union Pacific (a U.S. railroad covering 23 western states).
Fixed Income Strategy
Bond investors are currently facing numerous uncertainties. How is slower economic growth globally likely to impact the United States,
both in economic and Fed policy terms? Could the United States join other global developed nations in seeing government bond yields go
negative? What does the Brexit vote mean for the UK and European economies and their governments? These (and other) developments
have created heightened market volatility in recent times. It is natural to seek an understanding of how the fixed income portfolio is
positioned for these uncertainties. The short answer is that, while we certainly incorporate these risks in our discussion and analysis, we
seek to construct a portfolio that, in our view, is likely to perform well across a variety of market environments and over an extended
investment horizon. We have historically used periods of uncertainty as opportunities, leaning into more volatile market environments
if our research leads us to conclude that an investment’s valuation more than fully compensates for the related risks. We also pare back
holdings in times of greater market confidence as valuations become fuller.
The fixed income investment strategy remained consistent over the first half of 2016. As of June 30, we held 55% in “credit”h
investments. These were predominantly corporate bonds, plus 7% in government-related securities and 2% in Rio Oil, an asset-backed
security that we group as a credit investment. We also held 34% in Agency MBS and 9% in Treasury securities, which together provide
an important liquidity layer.
We adjusted the portfolio’s credit holdings during the first half, selectively adding early in the year when yield premiums widened
to levels last seen in June 2012 and later trimming certain holdings in the wake of the corporate rally in the second quarter. Two notable
additions to the portfolio were Dell-EMC, one of the largest information technology companies in the world, that came to market in May
with $20 billion in secured notes, and Anheuser-Busch InBev, the world’s largest brewer, which issued $46 billion of A-rated notes in
January. Both of these companies have powerful scale in their respective industries and came to market with attractively priced investment
grade issues.
We continue to position the portfolio with less interest rate exposure than the Barclays U.S. Aggregate Bond Index (Barclays U.S.
Agg). The portfolio’s effective duration, at 4.0 years, is roughly 73% of the Barclays U.S. Agg’s duration and has remained fairly constant
(between 4.0 years and 4.1 years) for the past twelve months. We continue to be concerned about the absolute level of interest rates (the
10-year U.S. Treasury hit 1.44% in late June, its lowest level in four years) given scant income compensation available to offset even a
small rise in interest rates from today’s very low starting yields.
IN CLOSING

While many investors focus on current market volatility, it is important to recognize there is always uncertainty when investing. Our
experience through similar and even more volatile periods in the past reminds us that the best investment opportunities often arise in
periods of uncertainty and trepidation. We seek to capitalize on these opportunities through our bottom-up research process and multi-year
time horizon which provide us with the fortitude to stay with our convictions, even in periods of volatility or portfolio underperformance.
We remain optimistic about the long-term outlook for the equity portfolio. The Fund’s common stock holdings collectively traded
at 13 times forward earnings on June 30, a substantial discount to the S&P 500’s 18 times forward earnings. In fixed income, bond market
yields remain very low relative to longer-term history. Given these low starting yields and the potential for interest rates to rise, we
encourage shareholders to temper near-term total return expectations. Nevertheless, the fixed income portfolio continues to provide an
important source of diversification, liquidity, income, and downside protection for the Fund.
Thank you for your continued confidence in our firm. As always, we welcome your comments and questions.
For the Board of Trustees,

Charles F. Pohl,		Dana M. Emery,
Chairman
President
July 29, 2016
h

Credit securities refers to corporate bonds and government-related securities, as classified by Barclays.
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Ticker Symbol

Balanced Fund
Objectives
Strategy

DODBX

 The Fund seeks regular income, conservation of principal, and an opportunity for long-term growth of principal and income.
	The Fund invests in a diversified portfolio of equity securities and debt securities.

		
Equity Securities: The Fund typically invests in companies that, in Dodge & Cox’s opinion, appear to be temporarily undervalued by the
stock market but have a favorable outlook for long-term growth. Under normal circumstances, the Fund will invest no less than 25%
and no more than 75% of its total assets in equity securities.
		
Debt Securities: The Fund invests primarily in investment-grade debt securities such as government and government-related
obligations, mortgage- and asset-backed securities, corporate and municipal bonds, and others. To a lesser extent, the Fund may
also invest in below investment-grade debt securities.
Risks
	The Fund is subject to market risk, meaning holdings in the Fund may decline in value for extended periods due to the financial
prospects of individual companies or due to general market and economic conditions. The Fund also invests in individual
bonds whose yields and market values fluctuate, so that your investment may be worth more or less than its original cost. Debt
securities are subject to interest rate risk, credit risk, and prepayment and call risk, all of which could have adverse effects on
the value of the Fund. Please read the prospectus for specific details regarding the Fund’s risk profile.
G E N E R A L I N F O R M AT I O N

A S S E T A L L O C AT I O N

Net Asset Value Per Share
Total Net Assets (billions)
Expense Ratio
Portfolio Turnover Rate (1/1/16 to 6/30/16, unannualized)
30-Day SEC Yield(a)
Fund Inception
No sales charges or distribution fees

$94.17
$13.9
0.53%
14%
2.12%
1931

Common
Stocks: 66.5%
Debt
Securities: 26.9%

Net Cash
& Other:(f) 1.1%

Investment Manager: Dodge & Cox, San Francisco. Managed by the Investment
Policy Committee, whose eight members’ average tenure at Dodge & Cox is
23 years, and by the Fixed Income Investment Policy Committee, whose eight
members’ average tenure is 21 years.
E Q U I T Y P O RT F O L I O ( 7 2 . 0 % ) 			

Number of Common Stocks
Number of Preferred Stocks
Median Market Capitalization (billions)(b)
Price-to-Earnings Ratio(b)(c)
Foreign Securities not in the S&P 500(d)
S E C T O R D I V E R S I F I C AT I O N ( % )
(FIVE LARGEST)

Financials
Information Technology
Health Care
Consumer Discretionary
Energy
TEN LARGEST EQU ITY
SECURITIES (%)( e )

Wells Fargo & Co.
JPMorgan Chase & Co.
Bank of America Corp.
Capital One Financial Corp.
Hewlett Packard Enterprise Co.
Comcast Corp.
Charles Schwab Corp.
Novartis AG (Switzerland)
Time Warner, Inc.
Charter Communications, Inc.

Fund
62
5
$38
13.1x
6.4%

Common
17.4
15.0
11.8
10.3
5.8

Preferred
5.1
–
–
0.4
–

Total
22.5
15.0
11.8
10.7
5.8

Common
2.4
1.4
2.2
2.4
2.2
2.0
2.0
2.0
2.0
1.9

Preferred
1.8
1.9
0.5
–
–
–
–
–
–
–

Total
4.2
3.3
2.7
2.4
2.2
2.0
2.0
2.0
2.0
1.9

Preferred
Stocks: 5.5%
F I X E D I N C O M E P O RT F O L I O ( 2 6 . 9 % ) 			

Number of Credit Issuers
Effective Duration (years)

Fund		
54
4.0

S E C T O R D I V E R S I F I C AT I O N ( % ) 		

U.S. Treasury(g)
Government-Related
Mortgage-Related(h)
Corporate
Asset-Backed

2.5
1.9
9.1
12.5
0.9

C R E D I T Q U A L I T Y ( % ) ( i ) 		

U.S. Treasury/Agency/GSE(g)
Aaa
Aa
A
Baa
Ba
B

11.7
0.4
0.8
0.9
9.9
1.8
1.4

FIVE LARGEST CREDIT ISSUERS (%)( e )

Kinder Morgan, Inc.
Charter Communications, Inc.
Rio Oil Finance Trust
State of California GO
Verizon Communications, Inc.

0.6
0.6
0.6
0.5
0.5

	SEC Yield is an annualization of the Fund’s total net investment income per share for the 30-day period ended on the last day of the month.
Excludes the Fund’s preferred stock positions.
	Price-to-earnings (P/E) ratio is calculated using 12-month forward earnings estimates from third-party sources.
(d)
Foreign stocks are U.S. dollar denominated.
(e)
	The Fund’s portfolio holdings are subject to change without notice. The mention of specific securities is not a recommendation to buy, sell, or hold any particular security
and is not indicative of Dodge & Cox’s current or future trading activity.
(f)
	Net Cash & Other includes short-term investments (e.g., money market funds and repurchase agreements) and other assets less liabilities (e.g., cash, receivables, payables,
and unrealized appreciation/depreciation on certain derivatives).
(g)
	Data as presented excludes the Fund’s position in Treasury futures contracts.
(h)
	The fixed income portfolio holds 0.6% in Agency multifamily mortgage securities; the Index classifies these securities under CMBS – Agency.
(i)
	The credit quality distribution shown for the Fund is based on the middle of Moody’s, S&P’s, and Fitch ratings, which is the methodology used by Barclays in constructing
its indices. If a security is rated by only two agencies, the lower of the two ratings is used. Please note the Fund applies the highest of Moody’s, S&P’s, and Fitch ratings to
determine compliance with the quality requirements stated in its prospectus. The credit quality of the investments in the portfolio does not apply to the stability or safety
of the Fund or its shares.
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(a)

(b)
(c)

Average Annual Total Return1
For periods ended
June 30, 2016

1 Year

Dodge & Cox Balanced Fund

–1.68%

3 Years

7.25%

5 Years

10 Years

8.89%

5.58%

20 Years

8.62%

dodgeandcox.com
Combined Index
5.09
8.75
8.91
6.82
7.32
Returns represent past performance and do not guarantee future results. Investment return and share price will fluctuate with market conditions, and investors
may have a gain or loss when shares are sold. Fund performance changes over time and currently may be significantly lower than stated above. Performance is
updated and published monthly. Visit the Fund’s website at dodgeandcox.com or call 800-621-3979 for current month-end performance figures.
 he portfolio’s holdings in the Health Care sector (up 7% compared to up 6%
T
for the S&P 500 sector) aided performance. Novartis (up 14%), Roche (up
8%), and Sanofi (up 7%) were strong.

The Dodge & Cox Balanced Fund had a total return of 2.0% for the second
quarter of 2016, compared to 2.4% for the Combined Index (a 60/40 blend of
stocks and fixed income securities). For the six months ended June 30, 2016,
the Fund had a total return of 2.3%, compared to 4.6% for the Combined Index.

F I X E D I N C O M E P O RT F O L I O

 ertain emerging market energy issuers performed very well, most notably Rio
C
Oil Finance Trust, as well as Petrobras and Pemex.
The portfolio’s overweight to the Industrial sub-sector added to relative returns.
The portfolio’s shorter relative duration (75% 7 of the Barclays U.S. Agg’s
duration) hampered relative returns.
S everal UK and European-domiciled holdings underperformed, including
Imperial Tobacco, Royal Bank of Scotland, and Telecom Italia.

M A R K E T C O M M E N TA RY

The U.S. equity market was one of the best performing developed markets
in U.S. dollars during the second quarter, although macroeconomic and
geopolitical issues continued to create meaningful volatility. In June, the S&P
500 approached its all-time high, then retreated after the United Kingdom’s
vote to leave the European Union (“Brexit”) triggered a flight to safety. Global
equity markets declined sharply, safe-haven bonds rallied, and the U.S. dollar
strengthened significantly against several major currencies. The S&P 500
subsequently rebounded to end the quarter up 2.5%.
The Federal Reserve (Fed) left short-term interest rates unchanged,
and the future path and pace of increases remains uncertain given global
economic and financial developments and somewhat weaker U.S. economic
data. While the U.S. economy showed some signs of improvement (e.g., 4.7%
unemployment rate, a rebounding housing market), other areas showed softness
(e.g., manufacturing data, durable goods orders, a lackluster May jobs report).
We believe recent market conditions have created long-term investment
opportunities in the securities of more economically sensitive companies. As
a result, we recently added to a variety of companies in the equity portfolio,
including several in the Financials sector. Facing the challenges of a potentially
weaker global economy and low interest rates, the equity portfolio’s bank
holdings trade at inexpensive valuations. However, many of these companies
have improved earnings and have capital ratios that are meaningfully higher
than they were prior to the global financial crisis.
In fixed income, U.S. bond markets performed well in the second quarter
as interest rates declined 15 to 30 basis points 2 and credit yield premiums
narrowed. There were two primary contributors to rate declines in the quarter:
the expectation that the Fed would delay interest rate increases for the
foreseeable future, and the positive Brexit vote in the United Kingdom. NonTreasury sector returns exceeded those of Treasuries for the quarter (e.g., 2.1%
Treasury sector3 return, 3.5% Credit sector return) as renewed risk appetite and
higher yields attracted investors.
Investment-grade corporate bonds returned 3.6%, outperforming
comparable-duration 4 Treasuries for the quarter by a full percentage point.
Industrials (4.0% return) and Utilities (4.6%) outperformed Financials (2.5%),
which were weighed down by concerns about reduced profitability given low
interest rates and tightening financial conditions. Robust corporate issuance
was readily absorbed by investors. Agency-guaranteed5 MBS returned 1.1% and
performed in line with comparable-duration Treasuries.
At quarter end, the Fund’s 72.0% equity weighting (including 5.5% in
preferred stock) reflected our more positive outlook for total return potential
from equities than from fixed income.
We believe the Fund is well positioned and remain optimistic about the
long-term outlook for the equity and fixed income portfolios.
S E C O N D Q U A RT E R P E R F O R M A N C E R E V I E W

The Fund underperformed the Combined Index by 0.4 percentage points during
the quarter. The Fund’s higher allocation to equities had a negative impact on
relative results.
E Q U I T Y P O RT F O L I O 6

 eturns from holdings in the Financials sector (down 3% compared to up 2%
R
for the S&P 500 sector), combined with a higher average weighting (27%
versus 16%), significantly detracted from results.
While contributing to absolute performance, the portfolio’s holdings in the
Energy sector (up 8% compared to up 12% for the S&P 500 sector) hurt
relative returns. Weatherford International (down 29%) was weak.
Returns from holdings in the Information Technology sector (flat compared
to down 3% for the S&P 500 sector) contributed to results, especially
Symantec (up 12%).

Y E A R - T O - D AT E P E R F O R M A N C E R E V I E W

The Fund underperformed the Combined Index by 2.2 percentage points year to
date. The Fund’s higher allocation to equities had a negative impact on relative
results.
E Q U I T Y P O RT F O L I O

 eturns from holdings in the Financials sector (down 14% compared to down
R
3% for the S&P 500 sector), combined with a higher average weighting (26%
versus 16%), significantly detracted from results.
The portfolio’s underweight position in the Utilities sector (no holdings versus
3% in the S&P 500 sector) hurt results because this sector (up 24%)
outperformed the market.
T he portfolio’s holdings in the Consumer Discretionary sector (up 9%
compared to up 1% for the S&P 500 sector) contributed to results.
Returns from holdings in the Information Technology sector (up 5% compared
to flat for the S&P 500 sector) helped results. Symantec (up 23%) and Hewlett
Packard Enterprise (up 21%) performed well.

F I X E D I N C O M E P O RT F O L I O

 he portfolio’s shorter relative duration (approximately 70% of the Barclays
T
U.S. Agg’s duration) hampered relative returns.
The portfolio’s overweight to the Financial Institutions sub-sector and issuespecific performance detracted from relative returns. Several UK banks
underperformed, including Barclays, HSBC, and Royal Bank of Scotland.
Credit security selection was positive as several commodity-related holdings
performed well, including Cemex, Kinder Morgan, Pemex, Petrobras, Rio Oil
Finance Trust, and Teck Resources.
The portfolio’s overweight to the Industrial sub-sector added to relative returns.

The Fund’s total returns include the reinvestment of dividend and capital
gain distributions, but have not been adjusted for any income taxes payable by
shareholders on these distributions or on Fund share redemptions. Index returns
include dividends and/or interest income but, unlike Fund returns, do not reflect
fees or expenses. The Combined Index reflects an unmanaged portfolio (rebalanced
monthly) of 60% of the S&P 500 Index, which is a market capitalization-weighted
index of 500 large-capitalization stocks commonly used to represent the U.S. equity
market, and 40% of the Barclays U.S. Aggregate Bond Index, which is a widely
recognized, unmanaged index of U.S. dollar-denominated, investment-grade, taxable
fixed income securities. The Fund may, however, invest up to 75% of its total assets
in equity securities.
2
One basis point = 1/100th of 1%.
3
Sector returns as calculated and reported by Barclays.
4
Duration is a measure of a bond’s (or bond portfolio’s) price sensitivity to changes
in interest rates.
5
The U.S. Government does not guarantee the Fund’s shares, yield, or net asset value.
The agency guarantee (by, for example, Ginnie Mae, Fannie Mae, or Freddie Mac)
does not eliminate market risk.
6
Excludes the Fund’s preferred stock positions.
7
Unless otherwise noted, figures cited in this section denote portfolio positioning at
the beginning of the period.
S&P 500® is a trademark of S&P Global Inc. Barclays® is a trademark of Barclays Bank
PLC.
1

Before investing in any Dodge & Cox Fund, you should carefully consider the Fund’s investment objectives, risks, and charges and expenses. To obtain a Fund’s
prospectus and summary prospectus, which contain this and other important information, visit dodgeandcox.com or call 800-621-3979. Please read the prospectus and
summary prospectus carefully before investing.
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