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During the quarter, the Lazard Global Compounders Fund 
(series F) returned 9.97%, while its benchmark, the MSCI All 
Country World Index, returned 16.84%, all in CAD. 

• Stock selection lagged in information technology 
and financials. 

• Within sector positioning, the overweight exposure 
to information technology and underweight 
exposure to energy names proved beneficial, 
although the overweight exposure to health care 
stocks detracted value. 

• From a regional perspective, stock selection was 
strongest in Continental Europe and weakest in 
North America. 

Market Review 
Global equity markets rose sharply in the second quarter, as 
continued enthusiasm for AI and its transformative 
potential more than offset ongoing uncertainty stemming 
from the U.S.-Iran conflict. Strong quarterly results from 
some of the largest spenders on and beneficiaries of AI 
drove market returns. At the forefront were semiconductor-
linked stocks, which surged on the back of a global memory 
chip shortage that drove up pricing in the face of strong 
demand. 

The rally became volatile in June amid growing expectations 
that a global rate-hiking cycle was looming due to war-
driven inflation, raising questions about future borrowing 
costs. On the geopolitical front, the U.S. and Iran agreed to 
an initial ceasefire in early April that eventually led to a 
preliminary agreement to end their war and reopen the Strait 
of Hormuz to commercial traffic in June. However, the 
prospect of a permanent peace deal remained elusive amid 
ongoing disputes about the specifics of the deal. 

In the U.S., the Federal Reserve held interest rates steady 
but new Fed Chairman Kevin Warsh signaled that hikes 
could be on the horizon amid elevated domestic inflation. 
Meanwhile, the European Central Bank raised interest rates 
by 25 basis points (bps) and forecast that high inflation will 
likely persist into the first half of 2027. Elsewhere in Europe, 
the central banks of the United Kingdom, Sweden, 
Switzerland and Norway all held borrowing costs steady, 
with each adopting a wait-and-see approach. Meanwhile, 
the Bank of Japan raised rates to a 31-year high, reflecting 
the country’s heavy reliance on crude from the Middle East. 
The People’s Bank of China, in contrast, directed lenders to 
expand credit amid expectations that the war could place a 
potential drag on corporate profits and overseas demand for 
Chinese goods. 

Relative Contributors 
Taiwan Semiconductor Manufacturing (TSMC), the only 
scaled, leading-edge semiconductor foundry and a critical 
enabler of AI, given that nearly all accelerated compute 
chips are manufactured on its processes, rose on the back 
of continued strong demand for its advanced nodes and 
packaging service. We (Lazard) own TSMC for its durable 
competitive advantages in scale, leading-edge process 
development and consistent execution. This combination 
supports a self-reinforcing cycle in which technology 
leadership drives market share gains, where expanding 
scale enhances cost competitiveness and cash generation, 
allowing these cash flows to be reinvested to sustain 
continued semiconductor process innovation. 

Cybersecurity company Palo Alto Networks rose amid 
growing expectations that future AI advances would 
increase the necessity for cybersecurity tools. We like the 
company due to its unique combination of best-of-breed 
products in many categories, providing deeper integration, 
simpler console management and lower cost of ownership 
with bundled discounts. 

Relative Detractors 
Animal-health company Zoetis fell after posting weaker-
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than-expected quarterly earnings. While the livestock 
segment delivered strong results, it wasn’t enough to offset 
weaker than expected performance in the companion animal 
portfolio due to increased competitive pressures and a 
challenging macroeconomic environment that resulted in 
fewer veterinary visits. However, we believe that upcoming 
catalysts, including longer acting osteoarthritis and 
dermatology treatments and a robust pipeline of 12 
potential blockbuster candidates, support the outlook. 
Zoetis remains highly financially productive, with 
meaningful competitive advantages such as a diversified 
portfolio, strong innovation track record and an estimated 
$5 billion expansion opportunity in chronic disease 
companion animal markets. The company is still expected 
to grow ahead of its end markets over the mid-to-longer 
term, with potential for further margin expansion. 

Shares of Intercontinental Exchange (ICE), a global operator 
of regulated exchanges, clearing houses and listings, 
lagged despite the company reporting quarterly earnings 
above expectations, driven by strong recurring revenues, as 
investors were concerned that the growing adoption of 
perpetual futures markets would disrupt the company’s 
exchange business. We believe the concerns are misplaced, 
as ICE is well positioned to compete in this market if it 
identifies a demand opportunity. We expect continued 
growth in structural demand for ICE’s energy contracts over 
the medium and long term and see upside from a recovery 
in the mortgage market. We continue to own Intercontinental 
Exchange as we believe its strong financial productivity is 

sustainable and that strength in its data business and 
opportunities in its mortgage business should continue to 
improve the company’s growth rate and valuation. 

Positioning & Outlook 
The pace of AI innovation and capital expenditure (capex) 
growth resembles prior technological breakthroughs, in 
which transformative technologies attracted capital far 
ahead of demand and ultimately delivered more value to 
users than to investors. Historical examples include canals 
in 18th century Britain, railways in the 1800s and telecom 
infrastructure during the Dot-com era; each saw massive 
investment followed by falling prices and weak long-term 
returns despite eventual widespread adoption. 

The evolution of AI appears to show similar characteristics 
to these past examples’ early stages. Competition among 
frontier models is intensifying, while differentiation is 
narrowing, increasing commoditization. Infrastructure 
providers also offer broadly homogeneous services with 
limited structural stickiness. Two additional pressures may 
further compress returns: switching costs between models 
are minimal, and the cost to train models at existing 
capability levels continues to decline rapidly, creating a 
first-mover cost disadvantage. 

The scale of planned AI infrastructure investment is also 
significant. Announced buildouts imply roughly 100 billion 
watts of AI compute capacity by 2030, which at a 10% 
weighted average cost of capital would require nearly 

$1 trillion in annual AI revenue simply to cover capital 
costs—roughly equivalent to today’s entire global software 
market. Current enterprise AI spending remains well below 
that level, which causes us to question whether current 
capital outlays and equity valuations are proportionate to 
the long-term returns the industry may ultimately generate. 

Despite broad market enthusiasm around AI infrastructure, 
we continue to believe long-term stock performance is 
driven primarily by sustained compounding in earnings and 
cash flow, particularly when supported by attractive 
valuations. Our focus remains on high-quality businesses 
with durable competitive advantages that we believe can 
reinvest capital and compound earnings growth for longer 
than the market expects. While our outlook differs from 
prevailing market expectations in some cases, we remain 
confident in the long-term earnings power of our holdings. 

About Lazard 
Since 1848, Lazard has remained a trusted advisor to 
governments, financial institutions, public and private 
retirement plans, and individuals around the world. Lazard 
serves investors with a broad range of global investment 
solutions and investment management services with an 
emphasis on strategies that benefit from intensive research 
and active management. The result is a strong pattern of 
long-term performance, global perspective and deep insight 
into local markets. 
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FOR DISTRIBUTION TO INVESTORS BY REGISTERED DEALERS ONLY. 

Bridgehouse Asset Managers® is a trade name of Brandes Investment Partners & Co. 
(Bridgehouse). Brandes Investment Partners® is a registered trademark of Brandes Investment 
Partners, L.P. (Brandes LP), which is an affiliate of Bridgehouse. Bridgehouse is the manager of 
the Bridgehouse Funds and has hired Brandes LP, GQG Partners LLC (GQG Partners), Lazard Asset 
Management (Canada), Inc. (Lazard), Nuveen Asset Management, LLC (Nuveen), Sionna 
Investment Managers Inc. (Sionna), and T. Rowe Price (Canada), Inc. (T. Rowe Price) as portfolio 
sub-advisors (collectively, the “portfolio sub-advisors”) in respect of the Bridgehouse Funds. The 
foregoing reflects the thoughts, opinions and investment strategies of Bridgehouse and/or the 
portfolio sub-advisors and is subject to change at their discretion, based on changing market 
dynamics or other considerations. Bridgehouse and the portfolio sub-advisors have taken 
reasonable steps to provide accurate and current data. The data has been gathered from sources 
believed to be reliable, however, Bridgehouse and/or the portfolio sub-advisors are not responsible 
for any errors or omissions contained herein. Indices are unmanaged and cannot be directly 
invested into. Securities mentioned herein are not to be construed as a recommendation to buy or 
sell. Past performance is not a reliable indicator of future results. This material has been provided 
by Bridgehouse and is for informational purposes only. It is not intended to provide legal, 
accounting, tax, investment, financial or other advice and is not to be construed as a 
recommendation to buy or sell. Commissions, trailing commissions, management fees and 
expenses all may be associated with mutual fund investments. Please read the prospectus before 
investing. Mutual funds are not guaranteed, their values change frequently and past performance 
may not be repeated. This report may contain forward-looking statements about the economy and 
markets; their future performance, strategies or prospects. Units and shares of the Bridgehouse 
Funds are available through registered dealers only and are not available through Bridgehouse. 

The words “may,” “could,” “should,” “would,” “suspect,” “outlook,” “believe,” “plan,” 
“anticipate,” “estimate,” “expect,” “intend,” “forecast,” “objective” and similar expressions are 
intended to identify forward-looking statements. Forward-looking statements are not guarantees 
of future performance. Forward-looking statements involve inherent risks and uncertainties about 
general economic factors, so it is possible that predictions, forecasts, projections and other 
forward-looking statements will not be achieved. You are cautioned to not place undue reliance on 
these statements as a number of important factors could cause actual events or results to differ 
materially from those expressed or implied in any forward-looking statement. Before making any 
investment decisions, you are encouraged to consider these and other factors carefully. Where 
applicable, please note that MSCI has not approved, reviewed or produced this report, makes no 
express or implied warranties or representations and is not liable whatsoever for any data in the 
report. You may not redistribute the MSCI data or use it as a basis for other indices or investment 
products. 
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