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Why can “value” outperform in the long term?

After several false starts in recent years, the outperformance of the “value” style @,
which began in November, has investors questioning the sustainability of this rebound.
Is it going to last? What are the short and medium term catalysts that are favourable
to the “value” style? Beyond this horizon, are we witnessing a paradigm shift that would
justify a more substantial share of “value” stocks in long-term investments?

These are the questions investors are asking today.
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We believe that the consequences of the health crisis and subsequent fiscal responses have led to a reduction

in deflation fears, triggering the beginning of a normalisation of the fixed income markets in favour of the “value”
style. This will result in a necessary recalibration of the “market software” which should lead to a long-term shift
towards “value” sectors. The “value” will also benefit from flows linked to a strategic repositioning towards

this theme by investors who no longer have any reason to abandon it in this new market environment. In the short
and medium term, these flows will also be supported by a relative valuation discount, which appears excessive.

Reassuring factors in the short and medium-term
Despite the recent rebound, we can identify several reasons that should allow “value” to continue to outperform:
* Solid fundamentals:

- Analysts’ earnings per share (EPS) growth expectations in the Eurozone stand at 49% in 2021. This growth
is driven in particular by the cyclical and financial sectors that suffered notably in 2020, and offers favourable

Vincent Iméneuraét bases of comparison. The results for the first quarter were very encouraging in these sectors, leading to further
European Equities upward revisions of EPS, and making it possible to post, despite the recent rebound, ever more attractive

Fund Manager valuations relative to growth sectors. Beyond that, the EPS growth expected for 2022 remains significant,
Rothschild & Co Asset at around 15%, and again, it is the cyclical and financial sectors that are driving this uptrend.

Management Europe - Subject to a normalization of the health situation, which appears to be well underway thanks to a vaccination

campaign that is accelerating in Europe, the dynamic of results and an attractive valuation constitute important
supports for the “value” sectors. By way of illustration, while the P/E 2022 @ of the Eurozone market stands

at 16.7x, the valuation of the automotive (7.8x), commodities (11.3x) and banking (9.6x) remains very
attractive. This should be compared to much richer valuations for growth sectors such as consumer goods
(35.4x) or technology (25.9x), sectors that could suffer in a phase of rate normalization.

(1) Value refers to the management style of investing in securities with discounted valuations.
(2) P/E: Price earning ratio.
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* Areturn of flows to Europe and a momentum that becomes “value”

- Europe, which was lagging behind in the recovery, should benefit from the EUR 750 billion stimulus plan,
which is arriving late, but which will support growth. This should allow us to witness a phenomenon that has not
been seen for 17 years: the growth of EPS in Europe is expected to exceed that of EPS in the United States.
Every time this has happened, Europe has outperformed the United States, and each time it was the European
cyclical aspect that investors were looking for. European “value” outperforms other styles in these phases,
just as it outperforms “value” in other geographic areas.

- Another new trend, the momentum (which consists of buying stocks that performed well over the past 12
months) becomes favourable to “value”, due to the outperformance of the last 7 months. This should help
with repositioning on the “value” style and is another factor of support, via the fluxes. Europe remains
underweight when it comes to allocations and flows to equities remain limited in the zone, which gives hope
for significant support potential.

A long-term paradigm shift

In the longer term, other factors, which are more structural, should promote the return of “value” in investor
allocations:

* The end of the headwind of lower interest rates, the driving force behind the performance that has prevailed
in recent years

- We know the correlation between rates and “value”. This is one of the main reasons for the strong
underperformance of “value” compared to “growth” for more than 10 years. It is first of all interesting to note
that, despite the historic health crisis that we experienced in 2020, the German 10-year rate has hit a low point
at -0.8%, and has generally rebounded to a level of - 0.6%. This leads us to consider the level of -0.6% as a floor
rate, after a drop of 400 basis points in 10 years.

- Without considering that rates will rebound sharply, the mere fact of seeing the fears of deflation recede
implies that we no longer have this headwind of lowering rates. The health crisis has probably been the trigger
for this paradigm shift. This is a real change for the performance of the “value” style, allowing the conditions
for a fresh start, by putting the two styles, namely “value” and “growth”, on an equal footing. Investors will
therefore refocus on fundamentals and probably reconsider the valuation gap. This is all the more true since,
as we mentioned previously, the relative valuation discount of “value” has further amplified in recent months,
due to the higher earnings growth of the cyclical and financial sectors.

A political context in the Eurozone is conducive to more ambitious investment budgets, generally favourable
to industrial sectors. This should allow the market to realize the considerable catch-up potential that remains
for “value” stocks, the main beneficiaries of the stimulus packages and the possible return of inflation.

The end of the crisis was accompanied by multiple stimulus packages and a strong rebound in demand,
which led to higher inflation expectations. More structural elements should take over, resulting in a normalization
of rates, which would benefit the “value” sectors:

- Environmental constraints requiring investments, which will have to be reflected in the prices.

- On the social level, the discourse intended to reduce inequalities and contain populism should encourage
the rise of low wages.

- The end of the levers which have enabled companies to preserve their margins and which, therefore,
make future price increases more and more inevitable: (i) the end of the fall in interest rates, (ii) the end
of the fall corporate tax rates, (iii) the end of the beneficial effects of globalization.

In addition, in this long-term perspective, there is the possibility of more agile management, making it possible
to arbitrate towards more defensive sectors or sub-sectors, completely compatible with this “value” bias.
Within sectors such as telecommunications, food/drink, distribution or health, certain stocks have the
characteristics to play this theme. Their potential for appreciation appears less important in the short term but,
in a second phase, it offers the opportunity for a more defensive positioning on these securities, which have

a very attractive valuation.

In conclusion

After a marked underperformance in “value” for more than 10 years, the economic environment is arguing

for a normalization of sovereign rates and a gradual recovery in inflation, two elements that will benefit this style
of management. In view of the valuation differences mentioned between growth and “value”, the market

does not seem to have yet integrated these structural elements, and it seems dangerous to us not to be exposed
to long-term “value” in an allocation.

To do this, we believe that credible players on this topic should be favoured, through a pure “value” approach.
Many funds claiming to be “value” in the past have surrendered in recent years, which is not the case
with R-co Conviction Equity Value Euro. =

Past performance is not a reliable indicator of future performance and is not constant over time.
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R-co Conviction Equity Value Euro

Don’t take any
unnecessary risks.

Lower risk

Higher risk
Typically higher rewards
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risk indicator

Read the Key Investor
Information Document.

Recommended investment period: 5 years

The level of risk of the UCITS is 6 (volatility
of between 15% and 25%) and primarily
reflects its positioning on the Eurozone
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. A rating
of 1 does not mean that the investment is

“risk-free”. The capital invested in the UCITS is
not guaranteed. Other important risk factors,
not adequately taken into account by the
indicator: liquidity risk, impact of techniques
such as derivatives. The occurrence of one
of these risks may result in a decrease
in the UClI's net asset value. For more
information about the risk profile and its main

Disclaimer

contributors, please refer to the prospectus.

All rights reserved. This document was produced by Rothschild & Co Asset Management
Europe for information purposes only and should not be construed as an investment or tax
advice, or an investment recommendation.

Past performance is not a reliable indicator of future performance and is not constant
over time.

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

For further information
am.eu.rothschildandco.com
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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.

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
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