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

Throughout the first six months of 2016, global equity markets were volatile and investor sentiment fluctuated between fear and optimism.
After steeply declining early in the first quarter due to concerns about China’s outlook, low oil prices, and slowing global growth prospects,
equity markets rebounded sharply. In late June, however, the United Kingdom’s vote to leave the European Union (“Brexit”) triggered a
“flight to safety”—global equity markets plummeted and the British pound plunged to a level not seen since the 1980s, while safe-haven
bonds rallied. The exact consequences of the Brexit decision are not yet clear but widely viewed as negative. We expect the political and
economic uncertainty to put further pressure on the already sluggish growth prospects of the United Kingdom and the European Union.
Equity markets in the developing world performed well during the first half of 2016: the MSCI Emerging Markets Index was up 3%
in local currency and up 6% in U.S. dollars. Many country stock market indices rebounded after significant declines in 2015. Notably, the
MSCI Brazil Index was up 19% in local currency and up 46% in U.S. dollars over the past six months.
Energy (up 16%) was the strongest sector in the MSCI EAFE as Brent crude prices temporarily climbed above $50 per barrel in May,
the first time they had reached that level since November 2015. As a result of “risk-off” market sentiment, Consumer Staples and Utilities
also appreciated notably. With low to negative interest rates in major economies around the globe, investors were concerned about reduced
future profitability in Financials, which was the worst performing sector (down 16%) of the market.
I N V E S T M E N T S T R AT E G Y

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 has taught us that it is important to maintain a long-term view,
remain disciplined about valuation, and focus on company fundamentals. As part of our analysis, we ask ourselves whether a company’s
valuation is low enough to compensate us for potential risks. We strive to understand whether the company has the financial wherewithal,
management focus, and franchise strength to generate reasonable levels of earnings and cash flow over a three- to five-year investment
horizon.
We build investment conviction based on our extensive company research and retest our thinking as valuations and fundamentals
change. Through this process, we aim to maintain our objectivity in the face of volatility and short-term underperformance. This has
generally served the Fund well. For example, we held and even added to many of the Fund’s emerging market investments that detracted
from performance in 2015, and they have been significant contributors in the first half of 2016 (e.g., Itau Unibanco, MTN Group,
Petrobrasa).
Currently, there is a growing divide in the equity market. Investors see companies in the Utilities and Consumer Staples sectors as
safe and stable. These companies are now priced at a significant valuation premium, making them less likely to be attractive investments
from here. In contrast, the recent market rout has pushed down valuations in more “risky” cyclical and economically sensitive sectors (e.g.,
Financials), making such companies more attractive long-term investment opportunities.
Over the past six months, we added to several of the Fund’s financial services holdings in Europe and the United Kingdom (e.g.,
Banco Santander, Barclays, BNP Paribas, Lloyds, and Societe Generale). Despite economic challenges and historically low interest rates,
many of these companies have improved earnings. Moreover, they have significantly higher levels of capital than during the global
financial crisis, yet their valuations are as low as they were then. Most of these companies’ management teams are cutting costs and
adjusting business models to generate attractive returns on equity. The post-Brexit sell-off lowered valuations to even more attractive
levels. Barclays and BNP Paribas are highlighted below.
Barclays
Barclays is a UK-domiciled bank with a premier retail and corporate franchise in the United Kingdom, a strong transatlantic corporate
and investment bank, and a leading position in credit cards within Europe. Understandably, the bank has been at the center of Brexit
concerns. Political and regulatory uncertainty could lead to slower economic growth, weaker property prices, and low interest rates, all
of which would be negative for bank profits. The investment bank would face higher costs if it must relocate employees and operating
entities to continental Europe.
In the face of these challenges, Barclays—which has a new management team that we regard highly—has taken significant steps to
focus on its core businesses and strengthen its balance sheet. The company has sold or shut down several “non-core” units, including its
retail operations in Portugal and Italy and wealth management in Asia. Barclays also intends to sell its 62.3% stake in Barclays Africa. The
profitability of its UK retail bank has been masked by elevated legal settlements related to past conduct. These costs are declining, and in
turn, earnings should improve. In the investment bank, Barclays has exited nine countries, shed assets, and cut expenses. The combination
of business scope reduction, cost cuts, and lower asset levels has enabled the company to increase capital. Its core equity capital ratio, a
measure of its financial resilience, has improved from 9.1% in December 2013 to 11.3% as of March 2016.
a
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Barclays trades at 0.5 times tangible book value and nine times forward earnings.b This very low valuation is close to levels reached
during the financial and sovereign debt crises, despite what we believe is a stronger and better capitalized franchise. Hence, we added to
the position, which comprised 2.4% of the Fund on June 30.
BNP Paribas
Domiciled in France, BNP Paribas (BNP) is one of the largest banks in the world, with €2 trillion in assets and operations in 75 countries.
In retail banking, the company possesses leading positions in France and Belgium, is growing operations in Eastern Europe and North
Africa, and operates the largest consumer finance business in Europe. In corporate and investment banking, BNP has large market shares
in European debt capital markets, equity derivatives, and global trade finance. The share price, though, has been weak due to low interest
rates (which fell further after Brexit) and concerns that already sluggish Eurozone growth could be hampered by further political turmoil.
The bank is now trading at valuation levels last seen during the financial and sovereign debt crises. On June 30, BNP traded at 0.6 times
tangible book value and seven times forward earnings.
Although external market conditions have been difficult, BNP has been remarkably resilient from a profitability perspective. When
we compare the company’s net profit to other large European peers on an indexed basis since 2006, we find BNP’s to be the highest and
much less volatile. This superior performance can be explained by the company’s stable retail banking and asset management businesses,
which account for approximately 80% of its revenues and profits. From a balance sheet perspective, management is working to increase
capital by retaining earnings and selling assets to optimize the portfolio (e.g., the IPO of First Hawaiian Bank). The bank has also improved
its funding profile by increasing its mix of stable retail deposits and reducing its reliance on short-term wholesale funding. In the Corporate
& Investment Banking segment, management is cutting costs and shifting to capital-light, fee-driven businesses to improve profitability.
Considering these fundamental attributes in the context of the company’s low valuation, we believe the risk/reward outlook is attractive
and recently increased the Fund’s position in BNP Paribas to 2.3%.
Maintaining a Diversified Portfolio
During the first half of 2016, we also made meaningful purchases in several other sectors. For example, we increased the Fund’s European
media holdings in light of the broad market selloff, with additions to UK-domiciled Liberty Global and a new investment in Altice,
a multinational pay-television and telecom operator domiciled in the Netherlands. We also notably increased the Fund’s positions in
JD.com, China’s largest direct sales online retailer and second-largest e-commerce platform, and AstraZeneca, a UK-domiciled global
pharmaceutical company. Each of these portfolio changes was a result of our bottom-up company analysis.
IN CLOSING

The best investment opportunities often arise when uncertainty and trepidation are the greatest. Our experienced and stable team
has weathered past periods of market turbulence by remaining steadfast in our investment approach and philosophy. Our approach to
constructing a diversified portfolio—conducting in-depth fundamental research, employing a three- to five-year investment horizon, and
focusing on valuation relative to fundamentals—continues to guide us through this period as well.
International equity valuations are attractive: the MSCI EAFE traded at 13.9 times forward estimated earnings (compared to a
20-year average of 15.8 times) with a 3.5% dividend yield on June 30. We continue to see numerous investment opportunities in both
developed and emerging markets, and we remain optimistic about the long-term outlook for the Fund. Patience and persistence are
essential to long-term investment success. We encourage our shareholders to take a similar view of investing.
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

b

Unless otherwise specified, all weightings and characteristics are as of June 30, 2016.
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International
Stock Fund

Ticker Symbol

DODFX

Objectives

 The Fund seeks long-term growth of principal and income.

Strategy

T
 he Fund invests primarily in a diversified portfolio of equity securities issued by non-U.S. companies from at least three different

Risks

T
 he Fund is subject to market risk, meaning holdings in the Fund may decline in value for extended periods due to the financial

countries, including emerging market countries. The Fund is not required to allocate its investments in set percentages in particular
countries. The Fund typically invests in medium-to-large well established companies based on standards of the applicable market.
prospects of individual companies or due to general market and economic conditions. 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. 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 		
Total Net Assets (billions) 		
Expense Ratio		
Portfolio Turnover Rate (1/1/16 to 6/30/16, unannualized)
30-Day SEC Yield(a) 		
Number of Companies		
Fund Inception 		
No sales charges or distribution fees

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

$34.69
$51.6
0.64%
11%
2.12%
70
2001

Equity
Securities: 98.5%

Investment Manager: Dodge & Cox, San Francisco. Managed by the
International Investment Policy Committee, whose eight members’ average
tenure at Dodge & Cox is 22 years.

Net Cash
& Other:(d) 1.5%

		MSCI
P O RT F O L I O C H A R A C T E R I S T I C S
Fund
EAFE

		
MSCI
R E G I O N D I V E R S I F I C AT I O N ( % ) ( e )
Fund
EAFE

Median Market Capitalization (billions)
$22
Weighted Average Market
Capitalization (billions)
$58
Price-to-Earnings Ratio(b)
12.1x
Countries Represented
23
Emerging Markets (Brazil, China, India,
Mexico, South Africa, South Korea, 		
Thailand, Turkey, United Arab Emirates)
27.0%

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

$8
$52
13.9x
21
0.0%

44.2
12.1
19.6
23.3
0.0
0.0
0.8
0.0

		MSCI
Fund
EAFE		

S E C T O R D I V E R S I F I C AT I O N ( % )
Fund
Samsung Electronics Co., Ltd. (South Korea)		 4.5 Financials
Naspers, Ltd. (South Africa)		
4.4 Consumer Discretionary
Schlumberger, Ltd. (United States)		
3.9 Information Technology
Sanofi (France)		
3.7 Health Care
Novartis AG (Switzerland)		
3.3 Industrials
Schneider Electric SA (France)		
2.8 Energy
Roche Holding AG (Switzerland)		
2.8 Materials
Itau Unibanco Holding SA (Brazil)		
2.6 Telecommunication Services
ICICI Bank, Ltd. (India)		
2.6 Consumer Staples
Standard Chartered PLC (United Kingdom)		 2.4 Utilities
T E N L A R G E S T H O L D I N G S ( % ) ( c )		

37.6
14.4
12.6
12.6
7.3
7.1
6.4
0.5

25.2
18.8
15.3
12.6
9.3
7.8
5.1
4.0
0.4
0.0

22.3
12.1
5.4
12.4
13.3
5.2
6.9
5.2
13.3
3.9

 EC 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.
S
Price-to-earnings (P/E) ratios are calculated using 12-month forward earnings estimates from third-party sources.
(c)
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.
(d)
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).
(e)
The Fund may classify a company in a different category than the MSCI EAFE. The Fund generally classifies a company based on its country of incorporation, but may
designate a different country in certain circumstances.
(a)

(b)
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Average Annual Total Return1
For periods ended					
June 30, 2016 		
1 Year
3 Years
5 Years
10 Years

Dodge & Cox International Stock Fund		

–18.86%

0.37%

1.02%

2.22%

MSCI EAFE Index		

–10.17

2.07

1.68

1.58

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 International Stock Fund had a total return of –1.2% for
the second quarter of 2016, compared to –1.5% for the MSCI EAFE (Europe,
Australasia, Far East) Index. For the six months ended June 30, 2016, the Fund
had a total return of –4.9%, compared to –4.4% for the MSCI EAFE.
M A R K E T C O M M E N TA RY

In the second quarter, global equity markets remained volatile and investor
sentiment continued to fluctuate between fear and optimism. After concerns
about China’s outlook, low oil prices, and slowing global growth prospects
led to a steep market decline early in the first quarter, equity markets sharply
rebounded. Then, in late June, the United Kingdom’s vote to leave the European
Union (“Brexit”) triggered a “flight to safety”—global equity markets dropped
sharply, the British pound plunged to a level not seen since the 1980s, and safehaven bonds rallied. The exact consequences of the Brexit decision are unclear
but widely viewed as negative. We expect the political and economic uncertainty
to put further pressure on the already sluggish growth prospects of the United
Kingdom and the European Union.
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 has taught us that the best
investment opportunities often arise in periods of uncertainty and trepidation.
We can capitalize on these opportunities because our bottom-up research process
and multi-year time horizon provide the fortitude to stay with our convictions,
even in periods of volatility or portfolio underperformance. For example, we
held and even added to many of the Fund’s emerging market investments that
detracted from performance in 2015, and they have been significant contributors
in the first half of 2016 (e.g., Petrobras, Itau Unibanco, MTN Group).
Currently, there is a growing divide in the equity market. Companies in
sectors that are viewed as stable, such as Utilities and Consumer Staples, are
now priced at a significant premium to companies in industries that are viewed
as more cyclical and economically sensitive. The premium for the former
category does not provide a sufficient margin of safety if valuations decrease or
if operating performance disappoints. Instead, we believe the recent market rout
has created attractive long-term investment opportunities in the latter category.
We revisited and retested our thinking on many portfolio holdings at lower
prices and have found opportunities in a variety of companies, including several
European and UK Financials. We added to Banco Santander, Barclays, BNP
Paribas, Lloyds, and Societe Generale. Despite the challenges of a potentially
weaker economy and historically low interest rates, many of these companies
have improved earnings and have significantly higher levels of capital than
during the global financial crisis, yet valuations are as low as seen then.
In addition, we also increased the Fund’s European media holdings in
light of the broad market selloff, with additions to Liberty Global (domiciled
in the United Kingdom) and a new investment in Altice (a multinational paytelevision and telecom operator domiciled in the Netherlands).
Overall, we believe the Fund is well positioned and remain optimistic
about the long-term outlook for the portfolio. Patience, persistence, and a
long-term investment horizon are essential to long-term investment success.
We encourage our shareholders to take a similar view of investing.

for the MSCI EAFE sector) performed well, especially Tyco International (up
17%) and Mitsubishi Electric (up 12%).
Additional contributors included Novartis (up 14%), Standard Chartered (up
11%), and Schlumberger (up 8%).
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

I n European and UK Financials, the Fund’s holdings significantly detracted
from results, including UniCredit (down 38%), AEGON (down 27%), Lloyds
Banking Group (down 24%), Credit Suisse Group (down 22%), and Barclays
(down 14%).
The Fund’s average underweight position in the Consumer Staples sector (0.4%
versus 13% for the MSCI EAFE sector) hurt results because this sector (up 3%)
outperformed the market.
Additional detractors included LM Ericsson (down 22%), JD.com (down 20%),
and Bayerische Motoren Werke (down 18%).

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 MSCI EAFE by 0.5 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

I n European and UK Financials, the Fund’s holdings significantly detracted
from results, including UniCredit (down 60%), Credit Suisse Group (down
49%), Barclays (down 41%), Lloyds Banking Group (down 31%), and AEGON
(down 29%).
The Fund’s average underweight position in the Consumer Staples sector (0.4%
versus 13% for the MSCI EAFE sector) hurt results because this sector (up 6%)
outperformed the market.
The Fund’s average overweight position in the Automobiles industry (7%
versus 4% for the MSCI EAFE industry), a weaker area of the market (down
22%), hurt performance. Yamaha Motor (down 33%), Bayerische Motoren
Werke (down 29%), and Honda Motor (down 22%) performed poorly.
Additional detractors included Saipem (down 72%) and JD.com (down 34%).

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

 trong returns from the Fund’s holdings in emerging markets (up 12%),
S
especially in the Financials sector, significantly contributed to performance.
Petrobras (up 71%), Itau Unibanco (up 46%), Samsung Electronics (up 15%),
and Naspers (up 12%) performed well.
The Fund’s average overweight position (15% versus 5%) and holdings in the
Information Technology sector (up 2% compared to down 7% for the MSCI
EAFE sector) augmented results. Hewlett Packard Enterprise (up 21%) and
HP Inc. (up 8%) were notable contributors.
The Fund’s holdings in the Industrials sector (up 11% compared to flat for the
MSCI EAFE sector) aided performance. Tyco International (up 35%) and
Mitsubishi Electric (up 12%) were particularly strong.
Teck Resources (up 201% to date of sale) and Schlumberger (up 15%) were
among the additional contributors.

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
The Fund outperperformed the MSCI EAFE by 0.3 percentage points during
include dividends but, unlike Fund returns, do not reflect fees or expenses. The
the quarter.
MSCI EAFE (Europe, Australasia, Far East) Index is a broad-based, unmanaged
equity market index aggregated from 21 developed market country indices, excluding
the United States and Canada. MSCI makes no express or implied warranties or
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
representations and shall have no liability whatsoever with respect to any MSCI
Strong relative returns from the Fund’s emerging market holdings (up 2%),
data contained herein. The MSCI data may not be further redistributed or used as
especially in the Financials sector, bolstered results. Petrobras (up 28%),
a basis for other indices or any securities or financial products. This report is not
Naspers (up 9%), Samsung Electronics (up 8%), Itau Unibanco (up 8%), and
approved, reviewed, or produced by MSCI. All returns are stated in U.S. dollars,
unless otherwise noted.
MTN Group (up 6%) were notable contributors.
The Fund’s holdings in the Industrials sector (up 3% compared to down 2% MSCI EAFE is a service mark of MSCI Barra.
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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