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As the pandemic took a turn for the worse
late last year, interest rate normalisation
has been overshadowed

Two issues alternatively drove the markets in 2021
inflation and the Covid-19 pandemic. Every time
inflation returned to the forefront, pushing interest
rates upward, Value stocks outperformed. This was
the case during the first half of the year, when the
market played the reflation trade until mid-May, and
then in September, with the tapering announcement.
However, each time there was a resurgence in the
pandemic (the fourth wave during the summer, then
a fifth wave in autumn), Growth style beat Value, and
outperformed it as of the end of November.

These two issues cancelled each other out in
December, as the emergence of Omicron reinforced
pandemic concerns, while the Fed decision to
set aside inflation “transitory” nature, marked
an acceleration in the monetary tightening policy
announced back in September. Ultimately, despite
Value style renewed momentum in December,
Growth style outperformed Value style by 3.4%®
in 2021, as investors overweighted stocks offering
clear visibility, fearing the impact that potential
restrictions occurring early 2022 may have on
economic growth.

(1) Source: Bloomberg - Value SLVT Index, Growth SLGT Index performance from 31 Dec. 2020 to 31 Dec. 2021.
The figures mentioned cover past months. Past performances are not a reliable indicator of future performances and are not constant over time. Performances are calculated in euros net of

reinvested dividends.
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Inflation and the pandemic: where do we
stand?

From a health perspective, even though Omicron
continues to spread worldwide, the less dangerous
nature of the variant and the high level of vaccination
in Western economies, suggests that the situation is
still under control and it may be possible to “live with
the virus”. This is the view taken by the markets at
the beginning of the year, as they have clearly chosen
to focus on the signals sent by the central banks.
They were particularly receptive to the one sent by
the Federal Reserve, whose Minutes, published on 5
January, were explicit in mentioning the acceleration
of tapering with earlier than expected balance sheet
reduction.

It resulted in an accelerating trend of sovereign
interest rates that began mid-December, whereas
inflation expectations are slightly receding as some
commodity prices pull back, apart from oil prices.
Therefore, despite investors’ doubts, real rates have
indeed risen early this year and could be the main
theme for 2022. The close correlation between
interest rates (especially real rates) and Value style
is well documented, and this is the reason for the
aggressive rotation seen so far this year.



Solid fundamentals are not yet priced
into Value sectors

1.The macroeconomic environment is still

favourable

Eurozone economic growth consensus forecasts are
around 4.3%?, far higher than its potential growth
(around 1-1.5%)®. This growth is being driven by:
1) surplus household savings (about 6 percentage
points of GDP in the eurozone); 2) companies’
stocks replenishment ; 3) the investments needed
for upgrading manufacturing facilities; and 4) the
roll-out of the European Commission’s stimulus
plan.

2.EPS growth forecasts are too conservative for
2022

Despite this promising macroeconomic environment,
the consensus forecast a 7% increase® in EuroStoxx
EPS figures for 2022 - the lowest expectations
in the past 30 years. This would mean a squeeze
on margins, due to the steep rise in inputs (higher
commodity prices and wages). We do not share
this view, especially regarding cyclical and financial
sectors, for the following reasons:

e Strong earnings growth has allowed Value
companies to shore up their balance sheets and
opened the door to further improvements in their
margins.

Company fundamentals are solid, in particular in
the banking, auto and commodities sectors, which
achieved the strongest earnings growth in 2021.
This is due to undemanding bases of comparison,
but also to earnings that have beaten forecasts
during each reporting season. Most cyclicals and
financial companies have emerged from the crisis
with shored up balance sheets and far lower cost
bases, which means there is still some potential
for significant operating leverage. Moreover,
discussions with the management of companies
in which we are significantly invested (Saint
Gobain, Stellantis, ArcelorMittal, and Airbus)®
reinforce our view that cyclicals stocks have a real
ability to pass on higher costs and to maintain or
even improve their margins, with heavier volumes
return.

(2) Source: OECD, January 2022.
(3) Source: Natixis, January 2022.
(4) Source: FactSet, December 2021.

e Economic momentum and energy costs have not
already been priced in some sectors.

Meanwhile, the consensus forecasts zero EPS
growth in the banking sector, even though this
is likely to automatically improve through: 1)
higher interest rates; 2) credit volumes driven
by macroeconomic momentum; and 3) share
buybacks.

Similarly, we don’t think that higher energy
prices (natural gas, oil and electricity) have been
integrated into earnings growth forecasts of
energy and utilities companies.

3. Valuations are still more attractive

The performance of Value sectors in 2021 did
not reflect the steep rise in their earnings, which
worsened even more the Value's relative valuation
in 2021.

Possible additional upside revisions of 2022
forecasts make us especially confident in Value
upside potential. The segment's valuation is
currently discounted at an alltime low (with
P/Earnings remaining below 10x in most sectors).

Fund positioning
As 2022 begins, we are holding onto:

1) our heavy overweightings of financials (Banks)
and cyclicals (Automobile, Energy, Leisure-Travel and
Construction); and 2) our underweighting of Growth
sectors (Technology and Consumer Goods)®, whose
very high valuations look risky in an environment of
rising real rates.

Despite some steep rallies, our main convictions
(financials and cyclicals) continue to offer
significant upside potential. We are sticking to
these convictions, as we feel that the market is not
currently pricing in either the recovery in margins in
2021, or the bright prospects for 2022. We are also
exposed to the theme of reopenings (via our Leisure-
Travel position), set up in the second half of 2021.
It slightly penalised the fund last year but could be
a significant contributor to performance in 2022,
if the public health situation returns to normal.
Meanwhile, the weighting of our defensive pillar
remains low about 15-20% of the portfolio), based
on our view that the cycle should remain promising
this year.

(5) This is not to be construed as investment advice, tax advice, an investment recommendation or advice from Rothschild & Co Asset Management Europe.
(6) Allocations and geographical and sector breakdowns are not permanent and are subject to change over time within the limits set in the prospectus.

The figures mentioned cover past months. Past performances are not a reliable indicator of future performances and are not constant over time. Performances are calculated in euros net of

reinvested dividends.
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We remain convinced of the strong rebound potential
of Value, which could occur in the coming months,
as the public health situation returns to normal, and
as interest rates rise, which will be powerful drivers
of performance in 2022.

If the Covid-19 pandemic is put on the backburner,
investors will once again focus on the solid
fundamentals of Value stocks and on the current
shift in monetary policy. Higher real interest rates are
likely to lead to a favourable rotation into Value and
could also have an unfavourable impact on Growth.
Cyclical and financial stocks, whose valuations are
still more attractive, could rally strongly.

R-co Conviction Equity Value Euro: one
way to play the Value theme

The fund performed well in 2021, with a 26.3%"
gain, hence a +3.6% outperformance vs. its
benchmark index, EuroStoxx Total Return, with

dividends reinvested. It therefore stood out within
the Value universe.

Relative performance to the EuroStoxx

108

This outperformance was mostly driven by
good stock-picking, mainly in the energy (ENI),
construction (Saint Gobain), commodities (Arcelor)
and auto (Stellantis and Daimler)® sectors.

The positive allocation impact from overweighting
banking stocks also helped, but, here again, stock-
picking added performance with Unicredit and
Société Générale®) being the best contributors to
performance this year.

All in all, it was indeed our fundamentals-based
approach that allowed the fund to outperform in
2021.

Our scenario appears to have been borne out in the
first days of 2022, with a very aggressive rotation
into the Value style. R-co Conviction Equity Value
Euro has taken full advantage, with a performance
of 2.6% year-to-date as of 10 January 2022, thus
outperforming its benchmark index (EuroStoxx Total
Return, with reinvested dividends) by 4.1%.

Completed on 11 January 2022
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= Euro Stoxx Total Market Growth
= R-co Conviction Value Equity Euro

Benchmark index since 31 December 2012: Euro Stoxx with dividends reinvested Note: Base 100 as of 31/12/2020.

Source: Bloomberg, Rothschild & Co Asset Management Europe - 10/01/2022.
The figures mentioned cover past months. Past performances are not a reliable indicator of future performances and are not constant over time. Performances are calculated in euros net

of reinvested dividends.

(7) As of 31 December 2021, C units (EUR).

(8) This is not to be construed as investment advice, tax advice, an investment recommendation or advice from Rothschild & Co Asset Management Europe.

The figures mentioned cover past months. Past performances are not a reliable indicator of future performances and are not constant over time. Performances are calculated in euros net

of reinvested dividends.
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Value style

Investors following a value strategy seek out stocks
that the market is undervaluing at a given moment,
i.e., whose market valuations are below what they
should be based on their results and the value of
their assets. Value investors select stocks having low
price/book value ratios or high dividend yields.

Reflation trade

The reflation trade consists in betting that certain
market sectors will perform well immediately after a
recession or economic Crisis.

EPS
Earnings Per Share.

R-co Conviction Equity Value Euro | Rothschild & Co Asset Management Europe | January 2022 | 4

Growth style

Investors overweighting the growth style focus main-
ly on companies’ earnings growth potential while
hoping that that revenue and earnings growth are
greater than the market average.

Fundamentals-based approach

Evaluation of a company’s financial standing within
its legal and competitive environment.

Tapering

The gradual reduction in the quantitative easing poli-

cy that the US Federal Reserve has conducted since
late 2010.



Don’t take any
unnecessary risks.

Lowerrisk. Higher sk
Typiclly ower rewards Typiclly higher rewards
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Read the Key Investor
Information Document.

This subfund’s risk level is 6 (with volatility
between 15% and 25%) and mainly
reflects its positioning on the euro zone
equity markets. It is possible that the
historical data used in calculating this

synthetic indicator may not constitute a
reliable indication of the subfund’s future
risk profile. The subfund’s risk category is
not guaranteed and is subject to change
over time, either upward or downward.

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.

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. R-co Valor is a SICAV and R-co Valor Balanced is a sub-fund
of the “R-co Sicav” hereinafter referred to as the “funds” or the “UCIs”.
UCIs are incorporated under French law, whose registered office are
29 avenue de Messine - 75008 Paris, R-co Valor registered under
number 789 648 409 RSC PARIS and R-co Valor Balanced under
number 844 443 390 RCS Paris. The UCls presented above are
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 UCls 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

For further information
am.eu.rothschildandco.com
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does not constitute in any way an invitation for US nationals or their
agents. The units or shares of the UCls 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 UClI is different
from the currency of your country of residence. UCls 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 longterm 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 23 billion euros and employ nearly 160 people.
More information at: www.am.eu.rothschildandco.com
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