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

Global bond markets performed well during the first half of 2016, as interest rates fell in most countries, driving bond prices higher. Early
in the year, risk assets fluctuated wildly as concerns about weak global growth intensified, fears of a financial crisis in China grew, and
commodity prices tumbled. While markets and commodity prices generally bottomed in mid-February and rebounded in ensuing months,
concerns about global economic and political developments continued, culminating in June with the United Kingdom’s vote to leave the
European Union (“Brexit”). This led to large moves across financial markets, including a 10% decline in the British pound, to a level not
seen since the 1980s. Subsequently, many assets recovered from earlier losses, but significant uncertainty remains regarding the process
and contour of the separation, and the broader economic and political ramifications.
In the United States, the Federal Reserve (Fed) left interest rates unchanged, and market expectations regarding the timing and
pace of future U.S. interest rate increases were pushed back. The Fed maintained its cautious stance, balancing an improving domestic
economy, marked by tightening labor markets and rising core inflation, with more tenuous economic and financial conditions abroad.
Central banks in Europe and Japan adopted (or amplified) negative interest rate policies and expanded bond buying programs as they
struggled to stimulate growth and inflation. Accordingly, German and Japanese 10-year bond yields reached new lows of –0.13% and
–0.23%, respectively.
While 2015 was characterized by a large and broad U.S. dollar rally, 2016 has seen much more mixed performance among currencies
versus the U.S. dollar. Somewhat paradoxically, the Japanese yen and Brazilian real, which have little in common, were the two strongest
currencies. The Japanese yen is a “safe haven” currency that appreciated 16% against the U.S. dollar as global risks were in focus (e.g.,
China, Brexit). In addition, doubts intensified about the efficacy of Abenomics, a set of policies which had driven the currency down in
recent years. The Brazilian real stands in direct contrast: Brazil is challenged by high interest rates and inflation, political turmoil, and
weak economic fundamentals. But, the currency surged 23% (from multi-year lows) as commodity prices firmed and the market reacted
positively to the growing likelihood of a leadership change atop the government. On the other hand, the Mexican peso declined 6%,
despite relatively strong economic fundamentals. In turn, Banco de Mexico boldly raised policy rates by 1.0% in an effort to stabilize
inflation expectations and the exchange rate.
Corporate bonds performed well over the period, especially commodity-related sectors which rebounded strongly after substantial
underperformance early in the year. However, fears about lower profitability and rising defaults put pressure on European banks. As part
of its stimulus plan, the European Central Bank began buying selected euro-denominated investment-grade corporate bonds in June,
providing strong support for that market.
I N V E S T M E N T S T R AT E G Y: W H Y W E A R E U N I Q U E

Investors may associate global bond funds with low-yielding developed market government bonds. However, the Dodge & Cox Global
Bond Fund is different, as its current holdings are primarily credit securitiesa and emerging market local government bonds. These
investments, selected individually based on extensive research, have provided investors of the Fund with a significantly higher yield
than that of the Barclays Global Aggregate Bond Index. At any point in time, we seek attractive sources of return in three areas—credit,
currency and rates—leveraging our large and experienced investment team to source investment ideas from the vast global bond universe.
The Fund shares many elements of its investment approach with the other Dodge & Cox Funds: research-intensive fundamental analysis
and individual security selection, a team-oriented decision making process, a long-term investment horizon, and diversification within
and across sectors.
Picking Survivors in the Credit Universe
Almost two-thirds of the Fund is invested in corporate and government-related sectors, for which credit yield premiumsb are at attractive
long-term levels. During the first half of the year, the Fund benefited from both an overweight to these sectors as well as strong security
selection within them.
As we construct our bond portfolio, we seek bonds with attractive risk/reward characteristics and often look for “survivors” in
industries or countries facing headwinds, where valuations may reflect excessive pessimism. For bond investors, avoiding the losers is as, if
not more, important than picking the winners because unlike for equities, upside is capped at being paid back full principal and interest.
Thus, rigorous exploration of investment risks is paramount. This is especially true in the current low yield environment, where losses
from one default could have an outsized impact on overall portfolio returns. At Dodge & Cox, we have a strong track record of credit
selection, and the Fund is managed by our experienced Global Bond Investment Policy Committee (average tenure of 21 years at Dodge
& Cox) whose members have invested successfully through many market cycles.
a

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

During the first half of 2016, several of the strongest performers were from sectors or industries that were the weakest performers in
2015, such as the Fund’s energy-related holdings. Consistent with our approach, when sentiment was bleak and valuations were lower, we
focused on protecting against downside risk, seeking issuers with the ability to withstand lower commodity prices for a sustained period.
Key factors in our analysis include size and sources of liquidity, cost position relative to competitors, and management’s track record and
approach to managing the balance sheet. We have selectively and incrementally added investments in this area (e.g., from 4% at the end
of 2014 to 10% at the end of the period).The Fund’s largest energy holdings include Kinder Morgan and TransCanadac, two dominant
midstream operators with relatively low direct commodity exposure and stable cash flows.
A sector that has been relatively weak recently is financial institutions, particularly UK banks. The Fund holds the debt of four
UK banks (Barclays, HSBC, Lloyds, and Royal Bank of Scotland) representing 5%d of the portfolio. Key concerns weighing on these
companies include lower interest rates which limit profitability, lower UK economic growth which may cause a rise in defaults, and Brexit
which may disrupt current business practices. However, we believe valuations incorporate overly pessimistic expectations and these issuers
have sufficient liquidity and capital to weather strong macroeconomic headwinds or shocks to asset quality.
Selectively Finding Value in Currencies
The Fund’s foreign currency exposure contributed modestly to returns over the period. Our philosophy is to be selective and defensive
when taking foreign currency risk, as currency volatility can overwhelm bond returns. The Fund’s U.S. dollar weighting is 83% (versus
43% for the benchmark), a 5% increase from the end of 2015. Most of the Fund’s non-U.S. currency exposure comes from Latin
American currencies, several of which (e.g., Chile, Colombia) benefited from the recovery in commodity prices paired with the growing
expectation for continued low U.S. interest rates. The Mexican peso continues to be our largest foreign currency exposure (8%) and had
a negative impact on returns. But we believe the peso’s current valuation is not representative of relatively strong economic fundamentals,
underpinned by prudent macro policies and transformative reforms that should have a positive impact over our investment horizon.
During the period, we reduced the Fund’s exposure to two currencies—the Brazilian real and the British pound—which both
moved significantly but in opposite directions. Our decision to exit our 2% exposure to the Brazilian real was based on our belief that the
currency’s rally (which boosted the Fund’s performance) reflected too much optimism about the nation’s new political leadership. Brazil
still faces a tremendous fiscal adjustment, as well as significant inflation challenges, and the currency may depreciate further. We continue
to hold U.S. dollar-denominated Brazilian holdings where we find the risk/reward proposition more compelling. Our decision to hedge
the Fund’s British pound exposure (which was done prior to Brexit) was driven by our assessment of several challenges for the currency
including a large current account deficit, as well as Brexit-related concerns (e.g., higher likelihood of economic headwinds, financial
stress, easier monetary policy).
Continued Caution on Interest Rate Risk
The decline in interest rates has provided a large tailwind to bond performance in recent years. But, with yields at record lows and negative
yields increasingly prevalent, investors’ expectations for future returns should be more modest. Lower global growth and substantial
uncertainty may exert downward pressure on U.S. interest rates and make it harder for the Fed to tighten policy despite encouraging U.S.
economic data. However, we believe market expectations for future inflation and interest rates are too low and therefore have a defensive
duratione posture in the Fund (3.0 years versus 6.9 years for the benchmark).
IN CLOSING

The Fund’s year-to-date return has been positive and was driven by all three major dimensions of the Fund—credit, currency, and
rates. Looking forward, we remain optimistic about the outlook for the Fund’s holdings. Uncertainty in the financial markets is always
present but it creates opportunities for investors like us. We are confident that we are well positioned to continue to identify attractive
investments in the vast global bond universe.
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

c

The use of specific examples does not imply that they are more attractive investments than the Fund’s other holdings.
otherwise specified, all weightings and characteristics are as of June 30, 2016.
e	Duration is a measure of a bond’s (or a bond portfolio’s) price sensitivity to changes in interest rates.
d	Unless
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June 30, 2016

Ticker Symbol

Global Bond Fund
Objectives
Strategy

DODLX

 The Fund seeks a high rate of total return consistent with long-term preservation of capital.
 The Fund invests in bonds and other debt instruments of issuers from at least three different countries, including emerging market

countries. The Fund invests in both U.S. dollar-denominated and non-U.S.-currency-denominated debt instruments, including, but
not limited to, government and government-related obligations, mortgage- and asset-backed securities, corporate and municipal
bonds, and other debt securities.

 The proportions of the Fund’s assets held in various debt instruments will be revised in light of Dodge & Cox’s appraisal of the global

economy, the relative yields of securities in the various market sectors and countries, the potential for a currency’s appreciation,
the investment prospects for issuers, the countries’ domestic and political conditions, and other factors. In selecting securities,
Dodge & Cox considers many factors, including, without limitation, yield, structure, covenants, credit quality, liquidity, call risk,
duration, and capital appreciation potential.

 The Fund may enter into currency or interest rate-related derivatives, including forwards, futures, swaps, and options.

Risks

 The yields and market values of the instruments in which the Fund invests may fluctuate. Accordingly, 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. Investing in non-U.S. securities may entail risk due to foreign
economic and political developments; this risk may be higher when investing in emerging markets. The Fund’s use of derivatives
involves risks different from, and possibly greater than, the risks associated with investing directly in securities and other more
traditional investments. 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

Net Asset Value Per Share		
$10.28
Total Net Assets (millions) 		
$73.9
Net Expense Ratio(b)		0.60%
Gross Expense Ratio (1/1/16 to 6/30/16, annualized)		
1.41%
Portfolio Turnover Rate (1/1/16 to 6/30/16, unannualized)		
43%
30-Day SEC Yield (using net expenses)(a)(b)		3.42%
30-Day SEC Yield (using gross expenses) 		
2.61%
Number of Credit Issuers		
52
Fund Inception 		
May 1, 2014
No sales charges or distribution fees
Investment Manager: Dodge & Cox, San Francisco. Managed by the Global
Bond Investment Policy Committee, whose six members’ average tenure at
Dodge & Cox is 21 years.
		Barclays
P O RT F O L I O C H A R A C T E R I S T I C S
Fund
Global Agg

Effective Duration (years)
Emerging Markets(c)

3.0
27.4%

6.9
5.0%

F I V E L A R G E S T C R E D I T I S S U E R S ( % ) ( d )		

Fund
2.5
2.3
2.2
2.1
2.0

Cemex SAB de CV		
Rio Oil Finance Trust		
Chicago Transit Authority RB		
Kinder Morgan, Inc.		
Charter Communications, Inc.		

		Barclays
C R E D I T Q U A L I T Y ( % ) ( e )( g )
Fund
Global Agg

Aaa
Aa		
A		
Baa
Ba		
B		
Cash Equivalents

15.1
2.9
14.0
44.6
13.2
6.9
3.3

39.1
16.6
28.5
15.8
0.0
0.0
0.0

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

Debt
Securities: 96.7%

Net Cash
& Other:(f) 3.3%
		Barclays
S E C T O R D I V E R S I F I C AT I O N ( % ) ( g )
Fund
Global Agg

Government
Government-Related
Securitized
Corporate
Cash Equivalents

14.7
9.6
17.5
54.9
3.3

55.5
12.2
14.5
17.8
0.0

		Barclays
R E G I O N D I V E R S I F I C AT I O N ( % ) ( c ) ( g )
Fund
Global Agg

United States
Latin America
Europe (excluding United Kingdom)
United Kingdom
Canada
Africa/Middle East
Pacific (excluding Japan)
Japan
Other

50.5
22.5
8.0
7.2
3.0
2.9
2.6
0.0
0.0

37.6
1.1
25.2
5.7
3.2
0.9
5.0
19.0
2.3

	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.
	Dodge & Cox has contractually agreed to reimburse the Fund for all ordinary expenses to the extent necessary to maintain Total Annual Fund Operating expenses at 0.60%
through April 30, 2017. The term of the agreement renews annually thereafter unless terminated with 30 days’ written notice by either party prior to the end of the term.
(c)
	The Fund may classify an issuer in a different category than the Barclays Global Aggregate Bond Index. The Fund generally classifies a corporate issuer based on the country
of incorporation of the parent company, but may designate a different country in certain circumstances.
(d)
	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.
(e)
	The credit quality distributions shown for the Fund and the Index are 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 comply with the quality requirements stated in its prospectus. On that basis, the Fund held 13.6% in securities rated below investment grade. The credit quality of
the investments in the portfolio does not apply to the stability or safety of the Fund or its shares.
(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)
Excludes the Fund’s derivative contracts.
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(a)

(b)

Average Annual Total Return1
For periods ended				
June 30, 2016		
1 Year
3 Years

Since Inception
(December 5, 2012)

Dodge & Cox Global Bond Fund

1.88%

2.11%

1.16%

Barclays Global Aggregate Bond Index

8.87

2.79

0.73

dodgeandcox.com

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.
The Dodge & Cox Global Bond Fund had a total return of 2.8% for the second
quarter of 2016, compared to a total return of 2.9% for the Barclays Global
Aggregate Bond Index (Barclays Global Agg). For the six months ended June
30, 2016, the Fund had a total return of 6.3%, compared to 9.0% for the Barclays
Global Agg.

 uropean credits generally underperformed, particularly the Fund’s Italian
E
holdings (i.e., Telecom Italia, Enel) and its UK bank holdings.
K E Y C O N T R I B U T O R S T O R E L AT I V E R E S U LT S

 he Fund’s commodity-related credit holdings, particularly those from Brazil,
T
contributed strongly to returns, including Rio Oil Finance Trust, Petrobras,
Teck Resources, and Kinder Morgan.
The Fund’s underweight to the euro (0% versus 25% in the Barclays Global
Agg) and the British pound (2% versus 6%), which depreciated 2.4% and 7.3%
versus the U.S. dollar respectively, added to relative returns.
The Fund’s higher allocation to corporate securities (60% versus 18% in the
Barclays Global Agg) boosted relative returns as credit yield premiums
generally tightened.

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

Global bond markets performed strongly in the second quarter as interest
rates fell in most countries, driving up bond prices. There were two primary
contributors to rate declines in the quarter: first, expectations for the Federal
Reserve’s (Fed) next rate hike were pushed back after a disappointing May
nonfarm payrolls report. Then, defying market expectations, the United
Kingdom voted to leave the European Union (“Brexit”). This led to significant
moves across financial markets, including a 10% decline in the British pound to
a level not seen since the 1980s. In the following week, many assets recovered
from earlier losses, but significant uncertainty remains regarding the UK political
landscape, the process and contour of the separation, and the broader economic
and political ramifications for Europe. In this environment, several “safe-haven”
currencies performed well. Notably, the Japanese yen appreciated 9% over the
quarter.
In the United States, the Fed left interest rates unchanged over the
quarter, maintaining its cautious approach to raising rates, notwithstanding
the tightening of labor market conditions and the improving inflation outlook.
Fed Chair Janet Yellen spoke about the “inevitable uncertainty surrounding the
outlook for the economy”—acknowledging weak productivity growth, concerns
about global economic developments, and swings in risk sentiment. By the end
of the quarter, the futures market implied that the next interest rate hike was
unlikely to occur over the next year. Furthermore, central banks in other major
economies, where growth and inflation remain low, are likely to expand already
accommodative monetary policies. German and Japanese 10-year interest rates
reached new lows of –0.13% and –0.23%, respectively.
The low rate environment, paired with a recovery in commodity prices,
fueled the strong performance of many commodity-exporting emerging market
currencies. The Brazilian real was a clear outperformer, appreciating 12%, as
markets reacted positively to impeachment proceedings against President Dilma
Rousseff. On the other hand, the Mexican peso declined more than 5%, despite
relatively strong economic fundamentals. In turn, Banco de Mexico boldly
raised policy rates by 0.50% in an effort to stabilize inflation expectations and
the exchange rate.
While the decline in interest rates has buoyed most developed market
government bond returns, we believe those returns may be challenged going
forward given the currently low level of rates. However, we are optimistic about
the long-term outlook for credit securities at current valuations. The Fund
features a carefully researched and selected set of 52 corporate and governmentrelated issuers, representing 65% of the portfolio. Over the quarter, the corporate
sector performed well, although banks, especially from the United Kingdom,
underperformed.
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 Barclays Global Agg by 0.1 percentage points
for the quarter.
K E Y D E T R A C T O R S F R O M R E L AT I V E R E S U LT S

 he Fund’s considerably lower duration2 (3.23 versus 6.7 in the Barclays Global
T
Agg) detracted from relative returns as global interest rates declined, including
in Europe and Japan where the Fund has limited exposure.
Currency positioning detracted from relative returns, primarily because of the
Fund’s lack of exposure to the yen (no holdings versus 17% in the Barclays
Global Agg), as the Japanese currency appreciated 9.1% versus the U.S. dollar.

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 Barclays Global Agg by 2.7 percentage points
year to date.
K E Y D E T R A C T O R S F R O M R E L AT I V E R E S U LT S

 urrency positioning detracted from relative returns, primarily because of the
C
Fund’s lack of exposure to the yen (no holdings versus 16% in the Barclays
Global Agg), which appreciated 16.5% versus the U.S. dollar.
The Fund’s considerably lower duration (3.1 versus 6.6 in the Barclays Global
Agg) detracted from relative returns as global interest rates declined, including
in Europe and Japan where the Fund has limited exposure.
European credits generally underperformed, particularly the Fund’s UK bank
and Italian holdings (i.e., Telecom Italia, Enel).

K E Y C O N T R I B U T O R S T O R E L AT I V E R E S U LT S

 he Fund’s commodity-related credit holdings, particularly those from Brazil,
T
contributed strongly to returns, including Rio Oil Finance Trust, Petrobras,
Teck Resources, and Kinder Morgan.
The Fund’s overweight to Latin American currencies (14% versus 0% in the
Barclays Global Agg) and interest rates added to relative returns.
The Fund’s higher allocation to corporate securities (58% versus 18% in the
Barclays Global Agg) boosted relative returns as credit yield premiums
generally tightened.

 he Fund’s total returns include the reinvestment of dividend and capital gain
T
distributions, but have not been adjusted for any income taxes payable by shareholders
on these distributions or on Fund share redemptions. Index returns include interest
income but, unlike Fund returns, do not reflect fees or expenses. The Barclays Global
Aggregate Bond Index is a widely recognized, unmanaged index of multi-currency,
investment-grade debt securities. All returns are stated in U.S. dollars, unless
otherwise noted. A private fund managed and funded by Dodge & Cox (the “Private
Fund”) was reorganized into the Fund and the Fund commenced operations on May
1, 2014. The Private Fund commenced operations on December 5, 2012, and had an
investment objective, policies, and strategies that were, in all material respects, the
same as those of the Fund, and was managed in a manner that, in all material respects,
complied with the investment guidelines and restrictions of the Fund. However, the
Private Fund was not registered as an investment company under the Investment
Company Act of 1940 (the “1940 Act”), and therefore was not subject to certain
investment limitations, diversification requirements, liquidity requirements, and
other restrictions imposed by the 1940 Act and the Internal Revenue Code, which, if
applicable, may have adversely affected its performance. Expense reimbursements have
been in effect for the Fund since its inception. Without the expense reimbursements,
returns for the Fund would have been lower.
2
Duration is a measure of a bond’s (or a bond portfolio’s) price sensitivity to changes
in interest rates.
3
Unless otherwise noted, figures cited in this section denote Fund positioning at the
beginning of the period.
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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