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Value investing is out of favor. That may be a gross understatement. Growth has outperformed value in 8 of
the past 10 years—2011 was a dead heat, and value bested growth in 2016 only to trail by a relative 14% over
the next 2 years. According to some measures, growth stocks trade at a nearly 50% premium to their value
counterparts. That should be cause for some optimism from the value crowd as such extreme disparities tend
to sow the seeds of their own undoing. That said, we saw growth premiums stretch as high as 100% during
the dot-com era.
We must admit that we don’t spend much time worrying about this. We focus on the economics, not the
machinations of the market per se or which way the winds of popularity blow. Economics endure and
ultimately prevail.
So in this market of massive growth premiums, what is for sale in the value bin? Two industries stand out
as “cheap” in today’s market: automotive and semiconductor, both full of companies trading at 10-ish times
earnings or less, and both operating in cyclical industries. We have committed significant capital to the latter
but almost none to the former: Samsung Electronics, the world’s largest memory semiconductor manufacturer,
is our largest holding in the Artisan Global Value Strategy; and NXP, the world’s largest analog semiconductor
company is also a top-10 holding. Why does one industry interest us so much more than the other?
Comparing Samsung against its leading counterpart in the automotive industries is an interesting exercise in
not all PEs are created equal.
Exhibit 1: Not All PEs Are Created Equal
Equity Value

Debt

Cash

EV

EV/EBITDA

EV/EBIT

PE

FCF

ROE

Samsung Electronics1

281,473

—

(95,680)

185,793

4.5X

3.9X

9.2X

37,470

21%

Toyota Motor2

21,781

19,348

(13,720)

—

—

—

8.4X

882

13%

Samsung Electronics
Toyota Motor
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High

Zero real
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Too many to count

Source: Team estimates, as of 31 March 2019. Korean Won. Japanese Yen.
1

2

Cyclicality explains why they both appear cheap, as the market often fixates on what is right around the corner
rather than what is farther up the road. But the similarities largely end there. Samsung has more than a quarter
of its market cap in net cash. Toyota, like most auto original equipment manufacturers (OEMs), has a balance
sheet that is difficult to really disentangle and an enterprise value that involves a lot of judgments. It has no net
debt at the manufacturing business but massive debts at the financing subsidiary. It’s effectively a bank with a
manufacturing business attached. This is true of most auto OEMs.
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We note what we consider the main differences and similarities in Exhibit 1. We won’t go through them all, but we can summarize. Samsung is the leader
in an oligopolistic market that should grow strongly as the need for memory and computing power burrows deeper and deeper into the fabric of our
economy. Toyota is the leader in an industry plagued by chronic overcapacity, with little-to-no real long-term growth and facing significant challenges
due to electrification and autonomous driving. We don’t mean to pick on Toyota: It’s a well-run company, and one of the best auto manufacturers in
the world. It’s just in a very difficult industry.
The question of which one you would rather own is, at this point, a rhetorical one. As always, we are open to persuasion. But the comparison serves a
further purpose—one that brings us back to our earlier observation about growth and value. Sometimes the comparison of growth versus value is a
false one.
Around here we often say that growth is a characteristic and value is a judgment. It’s our job to

Top 10 Holdings (% of total portfolio)

apply that judgment to an investment case with all its characteristics and determine whether

Samsung Electronics Co Ltd (Korea)

4.7

Arch Capital Group Ltd (United States)

3.3

there is good value. And we always prefer to invest in companies that have growth. Granted,

NXP Semiconductors NV (Netherlands)

3.3

Citigroup Inc (United States)

3.3

multiples that push them out of reach for value-oriented investors such as ourselves. There

Expedia Group Inc (United States)

3.3

seems to be a lot of that going on these days. But not all growth is uninterrupted; it can be

ABB Ltd (Switzerland)

3.3

cyclical as well with each downturn and upturn ultimately higher than the last.

Cie Financiere Richemont SA (Switzerland)

3.3

Facebook Inc (United States)

3.3

We believe this will be the case with Samsung. And with a modest multiple on currently

Allergan PLC (United States)

3.2

depressed profits, we think it offers the very attractive prospect of not only a higher multiple

DENTSPLY SIRONA Inc (United States)

companies experiencing what seems like perpetual, uninterrupted growth often get very high

TOTAL
Source: Artisan Partners/FactSet (MSCI). As of 30 June 2019.

but a higher earnings level, as well. Not all PEs are created equal, indeed.
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Investment Risks: International investments involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic and political systems, and higher transaction costs. These risks
typically are greater in emerging markets. Securities of small- and medium-sized companies tend to have a shorter history of operations, be more volatile and less liquid and may have underperformed securities of large
companies during some periods. Value securities may underperform other asset types during a given period. Investments will rise and fall with market fluctuations and investor capital is at risk. Investors investing in strategies
denominated in non-local currency should be aware of the risk of currency exchange fluctuations that may cause a loss of principal. These risks, among others, are further described in Artisan Partners Form ADV, which is
available upon request.
This summary represents the views of the portfolio manager as of 31 Mar 2019 and is subject to change without notice. Security examples are for informational purposes only and are not representative of the entire portfolio. There is no
guarantee that investment within the securities mentioned will result in profit. While the information contained herein is believed to be reliable, there is no guarantee as to the accuracy or completeness of any statement in the discussion.
This material is for informational purposes only and should not be considered as investment advice or a recommendation of any investment service, product or individual security.
Strategy information contained herein relates to a representative account managed within the investment composite. It is intended to provide a general illustration of the investment strategy and considerations used by Artisan Partners in
managing the strategy.
For the purpose of determining the portfolio’s holdings, securities of the same issuer are aggregated to determine the weight in the Strategy. Portfolio holdings are subject to change without notice and are not intended as recommendations
of individual securities.
Country exposure percentages reflect country designations as classified by MSCI as of the date shown. Securities not classified by MSCI reflect country designations as of the date the report was generated.
Growth and value equity returns are based on the performance of the MSCI ACWI Growth Index and MSCI ACWI Value Index, respectively, as of 31 Mar 2019. Past performance is not indicative of future results. The MSCI ACWI Growth
Index measures the performance of large and mid-cap securities with growth characteristics from constituent countries in the MSCI All Country World Index. The MSCI ACWI Value Index measures the performance of large and mid-cap
securities with growth characteristics from constituent countries in the MSCI All Country World Index. MSCI All Country World Index measures the performance of developed and emerging markets.
MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used to create indices or financial
products. This report is not approved or produced by MSCI.
Enterprise Value (EV) is a measure of a company’s value. Enterprise Value to Earnings Before Interest, Taxes, Depreciation and Amortization (EV/EBITDA) is a measure of the intrinsic value of a business. EV is calculated as the
market capitalization of the company plus its long-term debt. EBITDA is an approximate measure of a company’s operating cash flow based on data from the company’s income statement. It is calculated by looking at earnings before the
deduction of interest expenses, taxes, depreciation, and amortization. Enterprise Value to Earnings Before Interest and Taxes (EV/EBIT) is a valuation multiple defined as enterprise value (EV) divided by earnings before interest and
tax (EBIT). Price-to-Earnings (PE) is a valuation ratio of a company’s current share price compared to its per-share earnings. Free Cash Flow (FCF) is a measure of financial performance calculated as operating cash flow minus capital
expenditures. Return on Equity (ROE) is a profitability ratio that measures the amount of net income returned as a percentage of shareholders equity.
This material is provided for informational purposes without regard to your particular investment needs. This material shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should
consult their financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein. We expressly confirm that neither Artisan Partners nor its affiliates have made or are
making an investment recommendation, or have provided or are providing investment advice of any kind whatsoever (whether impartial or otherwise), in connection with any decision to hire Artisan Partners as an investment adviser, invest
in or remain invested in any funds to which we serve as investment adviser or otherwise engage with Artisan Partners in a business relationship.
Artisan Partners Limited Partnership (APLP) is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Artisan Partners UK LLP (APUK) is authorized and regulated by the Financial Conduct Authority and is
a registered investment adviser with the SEC. APEL Financial Distribution Services Limited (AP Europe) is regulated by the Central Bank of Ireland. APLP, APUK and AP Europe are collectively, with their parent company and affiliates, referred
to as Artisan Partners herein.
Artisan Partners is not registered, authorized or eligible for an exemption from registration in all jurisdictions. Therefore, services described herein may not be available in certain jurisdictions. This material does not constitute an offer or
solicitation where such actions are not authorized or lawful. Further limitations on the availability of products or services described herein may be imposed.
In no event shall Artisan Partners have any liability for direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) losses or any other damages resulting from the use of this material.
This material is only intended for investors which meet qualifications as institutional investors as defined in the applicable jurisdiction where this material is received, which includes only Professional Clients or Eligible Counterparties as defined
by the Markets in Financial Instruments Directive (MiFID) where this material is issued by APUK or AP Europe. This material is not for use by retail investors and may not be reproduced or distributed without Artisan Partners’ permission.
In the United Kingdom, issued by APUK, 25 St. James’s St., Floor 3, London SW1A 1HA, registered in England and Wales (LLP No. OC351201). Registered office: Reading Bridge House, Floor 4, George St., Reading, Berkshire RG1 8LS.
In Ireland, issued by AP Europe. Location and registered office: Fitzwilliam Hall, Fitzwilliam Pl, Ste. 202, Dublin 2, D02 T292 (Company No. 637966).
Australia: This material is directed at wholesale clients only and is not intended for, or to be relied upon by, private individuals or retail investors. Artisan Partners Australia Pty Ltd is a representative of APLP (ARBN 153 777 292) and APUK
(ARBN 603 522 649). APLP and APUK are respectively regulated under US and UK laws which differ from Australian laws and are exempt from the requirement to hold an Australian financial services license under the Australian Corporations
Act 2001 in respect to financial services provided in Australia.
Bailiwick of Guernsey: The financial services referred to in this material and this document are not being made available in the Bailiwick of Guernsey (Guernsey) to more than 50 persons in Guernsey and the financial services may not be
accepted by more than 50 persons in Guernsey.
Canada: This material is distributed in Canada by APLP and/or Artisan Partners Distributors LLC, which conduct activities in Canada under exemptions from the dealer, portfolio manager and investment fund manager registration requirements
of applicable Canadian securities laws. This material does not constitute an offer of services in circumstances where such exemptions are not available. APLP advisory services are available only to investors that qualify as “permitted clients”
under applicable Canadian securities laws.
© 2019 Artisan Partners. All rights reserved.
For Institutional Investors Only—Not for Onward Distribution
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