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Inflation and its implications for stock market returns have garnered a lot of press recently. But history suggests
that the relationship between inflation and the performance of stocks has been inconsistent and unpredictable.

The chart below compares the performance of the S&P 500 Index with the Consumer Price Index (CPI) - a widely
followed gauge of inflation - during the 10 years ending March 31, 2011. As the chart shows, inflation tended
to march upward at a slow, steady pace, while the S&P 500’s performance included two periods of substantial
decline and two periods of substantial appreciation.

S&P 500 Index More Volatile Than Consumer Price Index

Annual U.S. CPI and Subsequent Year Total Return for the S&P 500 Index (2001-2011)
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Source: FactSet, as of 3/31/11. Past performance is not a guarantee of future results.

Over the period portrayed in the chart above, the CPl and the S&P 500 posted a quarterly correlation of less
than 0.1, which is much closer to a correlation-free value of 0.0 than a perfectly-correlated value of 1.0.
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So how reliable is inflation as a predictor of stock market returns? A comparison of annual CPI changes with the
following year’s S&P 500 performance highlights the challenges of using inflation as a forecasting tool:

Annual U.S. CPl and Subsequent Year Total Return

for the S&P 500 Index (1989 2010)
As ordered by U.S. CPI

FOLLOWING YEAR S&P 500
TOTAL RETURN

2008 0.00% 26.50%
2001 1.60% -22.10%
1998 1.60% 21.00%
1997 1.70% 28.60%
2003 2.00% 10.90%
2002 2.50% 28.70%
2006 2.50% 5.50%

1995 2.50% 23.00%
1994 2.60% 37.60%
1999 2.70% -9.10%

2009 2.80% 15.10%
1993 2.80% 1.30%

1992 3.00% 10.10%
1991 3.00% 7.60%

2005 3.30% 15.80%
2004 3.30% 4.90%

1996 3.40% 33.40%
2000 3.40% -11.90%
2007 4.10% -37.00%
1989 4.60% -3.10%
1990 6.30% 30.50%

Source: FactSet, as of 3/31/11. Past performance is not a guarantee of future results.

As the table above shows, some years of relatively low inflation were followed by strong returns for stocks, but
other low-inflation years were followed by less robust returns. Similarly, some high-inflation years were followed
by big gains for stocks, while other high-inflation years gave way to weak returns for equities.

Overall, while changes in the Consumer Price Index do seem to be somewhat correlated with changes in the S&P
500, inflation may not be a reliable gauge of the future performance of stocks. Accordingly, investors who avoid
stocks due to inflation concerns may miss out on attractive investment opportunities.

This point dovetails with an observation in The Intelligent Investor, a book by Ben Graham, who is widely
considered the father of value investing. “There is no close time connection between inflationary (or
deflationary) conditions and the movement of common-stock earnings and prices,” Graham wrote.'

" Graham, Benjamin. 7#e /ncelligent Investor: A Book of Practical Counsel. 4 Revised Edition. New York: HarperCollins. 2003. Page 51,
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The S&P 500 Index with gross dividends is an unmanaged, market capitalization weighted index that measures the equity performance of 500 leading companies in leading industries of the
U.S. economy. The index includes 500 leading companies in leading industries of the U.S. economy, capturing 75% coverage of U.S. equities. This index includes dividends and distributions,
but does not reflect fees, brokerage commissions, withholding taxes, or other expenses of investing.

Correlation is computed into what is known as the correlation coefficient, which ranges between -1 and +1. Perfect positive correlation (a correlation co-efficient of +1) implies that as one
security moves, either up or down, the other security will move in lockstep, in the same direction. Alternatively, perfect negative correlation means that if one security moves in either direction
the security that is perfectly negatively correlated will move in the opposite direction. If the correlation is 0, the movements of the securities are said to have no correlation; they are
completely random.

CPlis an inflationary indicator that measures the change in the cost of a fixed basket of products and services, including housing, electricity, food, and transportation. The CPlis published
monthly. Also called the cost of living index.

You cannot invest directly into and index.

The foregoing reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice.

The information provided in this material should not be considered a recommendation to purchase or sell any particular security. It should not be assumed that any security transactions,
holdings, or sector 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. Strategies discussed herein are subject to change at any time by the investment manager in its discretion due to market conditions or opportunities. Please note that all
indices are unmanaged and are not available for direct investment.

Mutual fund investing involves risk. Principal loss is possible.

Past performance is not a guarantee of future results.

A mutual fund’s investment objectives, risks, charges, and expenses must be considered carefully before investing. The statutory
and summary prospectuses contains this and other important information about the investment company, and may be obtained
by calling 1.800.395.3807 or visiting www. brandesinstitutionalfunds.com. Read it carefully before investing.

Brandes Investment Partners® is a registered trademark of Brandes Investment Partners, L.P. in the United States and Canada.

Brandes Investment Partners, L.P. is the Advisor to mutual funds distributed by Quasar Distributors, LLC.
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