
Market news emphasises the “value” style(1) and (perhaps) marks the start of its catching 
up with “growth”. The announcement of a probable vaccine was a real “stress test” for the 
markets, showcasing the potential of the “value” style should normalisation of the health 
situation occur. At the end of October, the “growth”(2) style outperformed the “value” style 
by 21.5%, since the start of the year. We witnessed the beginning of a reversal of this trend.  
Over the past week (9 to 13 November 2020), the “value” leaped by 12.6%, while the “growth” 
increased by 3.6%, thus reducing the year-to-date outperformance gap to 18.6%.

“If not now, when?”
This sentence of Goldman Sachs’ strategist 
reflects on the state of mind of many brokers 
(JP Morgan, UBS, Morgan Stanley, Exane, etc.), who 
are convinced that the time to shift towards “value” 
has arrived. Obviously, two major events caused  
the market downturn and the outperformance  
of the “value” style:

• �The announcement by Pfizer and BioNtech (then 
Moderna) of very encouraging results on Phase 3 
of the clinical trials for their vaccines. This news 
enabled the market to overlook the recent 
increase in Covid-19 cases, giving it the visibility  
it lacked for 2021.

•�Meanwhile, the result of the US elections probably 
provides the best of both worlds for the market.  
A Republican majority in the Senate should 
allow not to reverse the pro-business measures 
introduced by Donald Trump. Joe Biden’s 
presidency should be marked by a major stimulus 
plan and is expected to alleviate trade tensions, 
thus reducing market volatility. 

Why could the rebound in “value” last?
In the short term, the momentum of health 
news should continue over the following weeks, 
mainly helped by new positive results on vaccines 
(AstraZeneca, GSK/Sanofi in particular). Its spread 
around the world will follow, with large vaccination 
campaigns, that we are starting to hear about now, 
and which will be the prerequisite for a definitive 
normalisation of the health situation.

In the medium term, the earning momentum should 
provide a solid support for “value” companies. 
Companies beat expectations in Q3, by 13%  
on earnings per share in Europe, which was  
the highest percentage of positive surprises in more 
than a decade! Even if the 4th quarter will be under 
pressure due to lockdowns implemented in various 
countries, the comparables will be particularly 
attractive for 2021 results (as soon as Q1), 
in particular in the event of a procyclical recovery. 
This rebound potential is obviously much greater  
for cyclical and financial stocks than for other stocks. 

In the long term, the yield curve could also favour the 
“value” style. The correlation between rates and the 
“value” style is well established. 
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1) �The “value” style is used when the investor is looking for companies that are undervalued by the market at a given time, i.e. whose 
the stock market valuation is lower than it should be in relation to the company’s results and the value of its assets.  
Value investors select stocks with low price-to-book ratios or high dividend yields.

(2) �The growth style investor focuses primarily on the earnings growth potential of companies.  
Hoping that the growth in turnover and results will be higher than that of its sector or the market average.
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Admittedly, rates remained at low levels or even fell 
in 2020. It is, moreover, very likely that short-term 
interest rates will remain at low levels, in order to 
monetise government debts and finance future 
stimulus plans. But an increase in inflationary 
expectations for European bonds, as seen in US 
bonds, could be a powerful driver for “value”. In this 
context, the level of rates should, at worst, no longer 
be the headwind it has been in recent years, while 
at best it can be a driver of overperformance for the 
“value” style. These low rates, which had favoured 
“growth” stocks, could, should they recover, allow 
“value”(3) stocks to benefit from a re-rating potential, 
which is almost non-existent for “growth” companies.

In addition, the violent sector rotation that we 
witnessed is also and mainly the result of the 
unwind of technical positions, particularly in hedge 
funds (or alternative funds). This reflects the first 
step in the integration by the market of a return to 
normalisation. With a way out of the health crisis, it 
now seems much more difficult to short sell “value” 
securities.

Finally, Europe, particularly affected by the 
pandemic and more exposed than the United States 
to the “value” theme, both in terms of the sector 
weightings and the valuation of securities, could also 
benefit from strong renewed interest, should this 
style rotation take place on both sides of the Atlantic.  
In addition, a definitive and favourable “Brexit” 
outcome would remove long-standing uncertainty 
for the old continent, and could encourage 
the return of international investors.

The fund’s performance in this context
In this market configuration, R-co Conviction 
Equity Value Euro responded well, posting a 19.1% 
bounce back  since the beginning of November, 
thus outperforming its benchmark by 4.7%  
(as of 13 November 2020.)

Particularly neglected sectors, such as banks and 
energy, posted the strongest rebounds, with stocks 
that reflected a scenario of marked recession.

The fund’s positioning, built around 4 themes, 
enabled it to take advantage of this market increase: 

• �Companies with strong international exposure,  
to take advantage of the Chinese “V” recovery, 
which is already in place,

• �Cyclical stocks, posting historically-low entry 
points, with a solid balance sheet, allowing them 
to get through the crisis and to be the post-health 
crisis winners in their sector, 

• �Positions in sectors facing structural challenges, 
but which display very attractive valuations with 
short-term catalysts, such as banks and energy,

• �Defensive stocks with a “value” aspect, to limit  
the decline in the event of a prolonged deterioration 
of the health situation. 

Over a longer period, this positioning has enabled 
the fund to outperform its benchmark index 
by nearly 4.4% between 31 May 2020 and 
13 November 2020, while, since that date,  
the “value” and “growth ”are virtually equal.

Movements made after the end  
of the summer
We made an arbitrage within the auto sector, 
by reducing Daimler and further strengthening 
Peugeot. The group’s organic growth increased  
year-on-year by 1.2% in Q3, thanks to a price/mix 
effect, which made it possible to more than 
offset the drop in volumes, and its balance sheet 
continued to strengthen. This does not appear to us 
to be reflected in the share valuation (0,14x EV/sales 
2021). Following this movement, Peugeot becomes 
the main overweighted position in the portfolio.

We strengthened our position in Total, the only 
player in the sector which has maintained its 
dividend (posting a 9% yield), and which should 
benefit from a potential rebound in oil prices when 
the crisis ends (linked to the rebound in demand, in 
a context of limited production). The sector did not 
bounce back initially as investors feared the impact 
on future cash flows of forthcoming investments to 
transform the business model of companies in the 
sector towards a model with more renewable energy. 
Total’s strategic plan to achieve this necessary 
transition seems credible and more reasonable to 
us than those of other players in the sector.

Despite low-interest rates, we are maintaining our 
overweight in the banking sector by strengthening 
BNP Paribas: (i) the valuation is at an all-time low 
(0.4x P/TBV), (ii) the solvency ratios are high, despite 
the crisis that we are going through (CET1 at 13.1%), 
(iii) the payout of dividends should return from 2021, 
offering a significant yield and (iv) cost reductions 
which continue to preserve margins, in a context 
of low-interest rates. But this will not be enough for 
some players and, given the valuation levels, it could 
lead to a wave of domestic consolidation which 
could be a catalyst for the sector.

In a similar fashion, within the construction sector, 
we reduced our positions in Saint Gobain and 
Wienerberger, which benefited from the renovation 
theme and stimulus plans, and we entered Eiffage in 
the portfolio. The stock was down nearly 40% at the 
end of October, impacted by the drop in motorway 
traffic (usually very stable) during the lockdowns. 
The market did not welcome the return to an almost 
normal level of traffic during the summer, but the 

(3) �Securities which are undervalued by the market at a given time, i.e. whose market valuation is lower than it should be with regard  
to the company’s results and the value of its assets.
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announcement of a medical solution should allow 
normalisation in 2021, which is not priced in.  
In addition, the possible 2-year extension of the 
APRR concession contract against additional 
investments (in particular through the financing of 
electric charge points on motorway areas) would 
allow an extension of the concession period, which 
would be an additional catalyst. Despite this,  
the stock has the most attractive valuation in the 
sector, at 7.8x EV/EBITDA 2021.

In more defensive sectors, following reassuring 
earnings, we also strengthened our positions 
in Anheuser-Busch InBev and Orange. Anheuser-
Busch InBev posted a return to organic growth with  
+ 4% YoY in Q3, of which 1.9% is related to the 
volume effect. Orange benefited from strong 
demand for optical fibre in France, and the end of the 
price war in mobile telephony. The group announced  
the reinstatement of the dividend, showing a yield 
of nearly 7%.

Finally, we reduced our position in Nokia after 
a good run since the beginning of the year.  
Our investment decision was based on 3 elements: 
(i) the implementation of restructuring measures, 
which should allow an improvement in margins,  
(ii) the constitution of a duopoly with Ericsson, 
following the ban of Huawei in several countries and 
(iii) the speculative aspect of a possible acquisition 
by an American player. Samsung’s win of the Verizon 
contract (more than €6bn) calls into question the 
hoped-for duopoly with Ericsson, and the Finnish 
sovereign fund’s increase in Nokia’s capital calls 
into question a possible M&A deal on the stock.

Conclusion
Even though the recent shift has been violent, we are 
only at the start of the turnaround, and the potential 
for a rebound remains very significant given the 
underperformance accumulated over several years, 
as shown in the chart below.



R-co Conviction Equity Value Euro  |  Rothschild & Co Asset Management Europe  |  November 2020  |  4

Disclaimer
Non-advertising, simplified and non-contractual document. The 
information, comments and analyses in this document are provided 
for information purposes only and should not be construed as an 
investment or tax advice, or as an investment recommendation from 
Rothschild & Co Asset Management Europe. The information/opinions/
data mentioned in this document considered legitimate and correct on 
the day of publication, in accordance with the economic and financial 
environment in place at that date, are subject to change at any time.

Although this document has been prepared with the greatest care from 
sources that Rothschild & Co Asset Management Europe believed to 
be reliable and in good faith, no representation or warranty, express 
or implied, is made as to information accuracy or completeness, which 
are indicative only and are subject to change without notice. Rothschild 
& Co Asset Management Europe has not independently verified the 
information contained in this document and cannot be held responsible 
for any errors, omissions or interpretations of the information contained 
in this document. This analysis is only valid at the time of writing of 
this report.

Furthermore, given the subjective nature of certain analyses, we draw 
your attention to the fact that any information, projections, estimates, 
anticipations, assumptions and/or opinions are not necessarily put 
into practice by the management teams of Rothschild & Co Asset 
Management Europe, or its affiliates, who act according to their own 
convictions. Certain forward-looking statements are prepared on the 
basis of certain assumptions, which are likely to differ either partially 
or totally from reality. Any hypothetical estimates are, by their nature, 
speculative and it is possible that some, if not all, of the assumptions 
relating to these hypothetical illustrations may not materialise or may 
differ significativement from current determinations.

R-co Conviction Equity Value Euro  is a sub-fund of the Société 
d’Investissement à Capital Variable “R-Co” incorporated under 
French law, whose registered office is 29 avenue de Messine - 75008 
Paris, registered under number 844 443 390 RCS PARIS. The 
information does not presume the suitability of the UCI presented 
to the profile and experience of each individual investor. Rothschild 
& Co Asset Management Europe shall not be liable for any decision 
taken on the basis of or inspired by the information contained in 
this document. In case of doubt, and before making any investment 
decision, we recommend that you contact your financial or tax advisor. 
The Undertaking for Collective Investment (UCI) presented above 
is organised according to French law and regulated by the French 
financial markets authority (AMF). Any investment is always subject to 
risk. Before any investment, please imperatively read the key investor 
information document (KIID) and prospectus of the UCI carefully, 
especially its section relating to risks. Each investor must also ensure 
the jurisdictions in which the UCI is registered. The KIID, the full 
prospectus as well as the net asset value (NAV)/net inventory value 
(NIV) are available on our website: www.am.eu.rothschildandco.com. 
The information presented is not intended to be disseminated and 
does not constitute in any way an invitation for US nationals or their 

agents. The units or shares of the UCI presented in this document are 
not and will not be registered in the United States pursuant to the U.S. 
Securities Act of 1933 as amended (“Securities Act 1933”) or admitted 
under any law of the United States. These units or shares may neither 
be offered, sold in or transferred to the United States (including in its 
territories and possessions), nor directly or indirectly benefit to a “US 
Person” (within the meaning of Regulation S of the Securities Act of 
1933) and equivalent persons (as referred to in the US “HIRE” Act of 
18 March 2010 and in the FATCA provisions).

Figures provided relate to previous years. Past performance is not a 
reliable indicator of future performance and is not constant over time. 
The value of investments and the income derived from them may vary 
both upwards and downwards, and is not guaranteed. The value of 
investments and the income derived from them may vary both upwards 
and downwards, and is not guaranteed. It is therefore possible that 
you may not recover the amount originally invested. Exchange rates 
variation may increase or decrease the value of the investments and 
the resulting income when the reference currency of the UCI is different 
from the currency of your country of residence. UCIs whose investment 
policy is aimed more specifically at specialised markets or sectors (such 
as emerging markets) are generally more volatile than common and 
diversified allocation funds. For a volatile mutual fund, the fluctuations 
may be particularly large, and the value of the investment may therefore 
fall sharply. The performances presented do not take into account any 
fees and commissions received on the subscription and redemption of 
units or shares of the UCI herein. The portfolios, products or securities 
presented are subject to market fluctuations and no guarantee can be 
given as to their future development. The tax treatment depends on 
the individual situation of each investor and may be subject to change.

Rothschild & Co Asset Management Europe, organized under 
the laws of France, registered with the Trade and Companies 
Register of Paris RCS Paris 824 540 173. A management 
company licensed by the Autorité des Marchés Financiers under  
N° GP 17000014, having its registered office 29, avenue de Messine, 
75008 Paris, France

No part of this document may be reproduced, in whole or in part, without 
the prior written permission of Rothschild & Co Asset Management 
Europe, under pain of legal proceedings.

About the Asset Management’s division of Rothschild & Co
As the specialised asset management division of the  
Rothschild & Co group, we offer personalised asset management 
services to a broad client base of institutional investors, financial 
intermediaries and distributors. Our development is focused on a 
range of open-ended funds, marketed under four strong brands: 
Conviction, Valor, Thematic and 4Change, and leveraging our  
long-term expertise in active management with conviction as well as 
in delegated management. Based in Paris and established 
in 10 European countries, we manage more than 21 billion euros 
and employ nearly 170 people. More information at:  
www.am.eu.rothschildandco.com

The level of risk of the UCITS is 6 (volatility 
of between 15% and 25%) and primarily 
reflects a discretionary management 
policy on global equity markets. 
The historical data used to calculate this 

synthetic indicator may not be a reliable 
indicator of the UCITS’ future risk profile. 
The risk category associated with the 
UCITS is not guaranteed and may shift 
upwards or downwards over time.


