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Well that escalated quickly!

An update to our note ‘Turning Point: Now is the
Time to Switch from Growth to Value’. October 2018

The market moves of the last few days and weeks have
confirmed our view that the long awaited rotation from
growth to value is underway.

As we stated in our note from June ‘when a regime
change from growth to value occurs, the moves are
sudden and violent and hence investors need to position
themselves ahead of the event'. As this process now
appears to have started, we believe there is even more
urgency for investors who are over exposed to growth
stocks to begin the process of allocating towards value.
In our view, this could be one of the biggest investment
opportunities for years.

A reminder of what we were saying in June

We pointed out that growth had now outperformed value
for ten years and put forward several theories for why
this might have happened.
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Finally, we put forward a view that this outperformance
of growth over value might be about to change as

the factors that had caused it started to go in to

reverse. Specifically, we noted the Federal Reserve’s
determination to keep raising interest rates whilst
simultaneously reversing quantitative easing and the fact
that the ECB were also tapering their asset purchases.

No investment strategy or risk management technique can guarantee returns or eliminate risks in any market environment.

¥ Blend

» Ten years of falling interest rates had favoured long
duration assets (growth stocks) over short duration
assets (value stocks).

* In a world of secular stagnation, growth becomes
a rare commodity and is more highly valued hence
growth stocks enjoyed a huge re-rating.

* An overwhelming belief in the disrupters (Amazon)
over the disrupted (Retailers) meant the former types
of stocks rose dramatically.

» Aflood of money in to passive ETFs which have large
exposure to the FANGMAN stocks.

We then highlighted that these trends had created

a potentially dangerous imbalance in the UK fund
management sector where nearly 70% of funds were
being run with a growth style compared to only 12% with
a value style (see chart below).

[l Growth

It seemed likely that this could be the catalyst for a
regime change that even in June, had already started
to show signs of starting. Our view was that with nearly
70% of funds being managed to a growth style, there
was potential for instability in the market (in the same
way that all the passengers rushing from one side of a
boat to another causes).
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How has the market responded?
There are several fascinating/contradictory things going on at the same time.

1. The classic bond proxies have continued to decline
As we highlighted in our note, many consumer staple companies had enjoyed a huge re-rating in the last few
years despite deteriorating fundamentals. The market has belatedly woken up to this with stocks like BAT and
Imperial Brands losing over a third of their value in the last year.

FIGURE 3
Tobacco stocks have performed poorly
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2. Growth stocks started to decline
Secondly, the market had started to de-rate growth stocks but this process appeared to go in to overdrive in the
last week. This is probably best represented by the performance of the big technology companies as shown in
the table below.

Company Price decline in last Price decline Price increase in last
five days from high twelve months

Facebook -7% -30% -12%

Amazon -10% -14% +76%

Netflix -14% -22% +67%

Google -10% -15% +9%

Apple -8% -7% +40%

Nvidia -14% -15% +29%

Baidu -10% -32% -25%

Alibaba -15% -35% -25%

Tencent -14% -44% -24%

Source: Bloomberg. All prices in USD at close on 10 October 2018

The names shown above are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations or advice.
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Despite the recent price declines, it is worth noting that most technology stocks are still up substantially over the last
twelve months and sporting very fancy valuations. Even after their recent declines, Netflix trades on a P/E of 122x
and Amazon a P/E of 100x.

It is also worth highlighting that this is not something that is confined to US technology stocks. In the UK, some of
the growth darlings that have led the market in the last few years have recently dropped like a stone. In the first ten
days of October, the engineering company Halma has lost a fifth of its value (see chart below).

FIGURE 4
Halma
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Whilst Burberry has lost nearly 30% since the start of September.

FIGURE 5
Burberry Share Price
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Source: Bloomberg, 20 September 2017 - 11 October 2018

The names shown above are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations or advice.
___________________________________________________________________________________________________________________|]
RWC Partners Limited Verde, 10 Bressenden Place, London, SW1E 5DH | T +44 (0)20 7227 6000 | F +44 (0)20 7227 6003 | www.rwcpartners.com

E invest@rwcpartners.com | Authorised and regulated by the Financial Conduct Authority



@RWC RWC Equity Income

These are far from isolated examples as the table below shows. The market seems to be drastically reappraising the
valuation that it is willing to pay for growth stocks.

Company ‘ Five day price change

Melrose -15%
Hargreaves Lansdown -15%
Croda -15%
Ashtead -15%
Scottish Mortgage Investment Trust -16%
Aston Martin -20%

Source: Bloomberg. All prices in USD at close on 10 October 2018

After ten years of outperformance from growth stocks, we feel it is unlikely that the rotation back to value will
only last five days. Indeed we think it is more likely that this is the start of a multi-year phase of significant
value outperformance.

3. But at the same time cyclicals have been weak

FIGURE 6
Cyclicals have been weak

120

- SPX index — Last Price 100 —— S5AIRLX Index — Last Price 100 S5HOME Index — Last Price 100

110

100

90

80

70

60
Jan-18 Feb-18 Mar-18 Apr-18 May-18 Jun-18 Jul-18 Aug-18 Sep-18

Source: Bloomberg, 29 December 2017 - 10 October 2018

The names shown above are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations or advice.
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Strangely, the market seems to be simultaneously

trying to price in the risk of an economic downturn. The
chart above shows how weak US housebuilders and
airlines have been this year. Given the rhetoric about the
strength of the US economy, this seems counter intuitive
until one considers the impact that rising interest rates,
rising energy costs, dollar strength, weakening demand

from China and the one off benefits of the tax cut starting
to roll off.

This is also true in the UK where cyclical companies
such as Hays have also been very weak, losing nearly
a quarter of their value in the first ten days of October.

FIGURE 7
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It is also notable that housebuilders have been very Conclusion

weak in the UK with Barratt Developments down 20%
year to date and Taylor Wimpey down 18% over the
same period. For whatever reason, the market currently
seems worried that an economic slowdown may

not that be far away and is starting to price this in to
cyclical companies.

Conversely, value as a style has notably begun to
perform much better. As investors have rushed to exit
growth and cyclical stocks in the last five days, they
appear to have been rotating in to domestically focused
value stocks judging by the share price performance.

As we wrote our Quarterly letter in June, we knew that
value as a style had been out of favour for nearly a
decade and that the valuations of growth stocks had
reached levels previously only witnessed at the top of the
TMT bubble. What we had no idea about, was when the
rotation from growth back to value would begin nor what
the catalyst would be to start it. We often feel that the
best analogy in these circumstances is that of a stretched
elastic band which sooner or later will snap back; it feels
as if we are now past that point. Investors who have high
exposure to growth should act swiftly to re-balance in
order to benefit from the gains that we feel are likely to
come from value investing over the next few years.

The names shown above are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations or advice.
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Portfolio Managers

lan Lance, Nick Purves and John Teahan have
managed funds together for over 10 years. Their
loyalty and experience is leading within the industry
and has awarded them a number of accolades.

lan, Nick and John joined RWC Partners in 2010 to
establish the Equity Income team and now manage
c. £3 billion for their clients.

The team’s approach fully integrates conviction led,
value-based stock selection with a distinctive and
technical approach to stablising assets, with the aim
of delivering investment solutions that both grow
investors’ assets and protect the purchasing power
of capital and income.

CONTACT US

Please contact us if you have any questions or would like to discuss any of our strategies.
E invest@rwcpartners.com | W www.rwcpartners.com

RWC London RWC Miami \ RWC Singapore
" y Verde, 4th Floor ) 2640 South Bayshore Drive A . ' 80 Raffles Place

10 Bressenden Place 24 Suite 201 #22-23

London SW1E 5DH Miami - UOB Plaza 2

T +4420 7227 6000 Florida 33133 Singapore 048624
T +1 305 602 9501 T +65 6812 9540
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Unless expressed otherwise, all opinions within this document are those of the RWC Equity Income investment team
as at 11 October 2018.

The term “RWC” may include any one or more RWC branded entities including RWC Partners Limited and RWC Asset Management LLP, each of which is authorised and regulated by the UK
Financial Conduct Authority and, in the case of RWC Asset Management LLP, the US Securities and Exchange Commission; RWC Asset Advisors (US) LLC, which is registered with the US
Securities and Exchange Commission; and RWC Singapore (Pte) Limited, which is licensed as a Licensed Fund Management Company by the Monetary Authority of Singapore.

RWC may act as investment manager or adviser, or otherwise provide services, to more than one product pursuing a similar investment strategy or focus to the product detailed in this document.
RWC seeks to minimise any conflicts of interest, and endeavours to act at all times in accordance with its legal and regulatory obligations as well as its own policies and codes of conduct.

This document is directed only at professional, institutional, wholesale or qualified investors. The services provided by RWC are available only to such persons. It is not intended for distribution
to and should not be relied on by any person who would qualify as a retail or individual investor in any jurisdiction or for distribution to, or use by, any person or entity in any jurisdiction where
such distribution or use would be contrary to local law or regulation.

This document has been prepared for general information purposes only and has not been delivered for registration in any jurisdiction nor has its content been reviewed or approved by any
regulatory authority in any jurisdiction. The information contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer,
recommendation or solicitation to buy or sell shares in any fund, security, commodity, financial instrument or derivative linked to, or otherwise included in a portfolio managed or advised by RWC;
or (iv) an offer to enter into any other transaction whatsoever (each a “Transaction”). No representations and/or warranties are made that the information contained herein is either up to date
and/or accurate and is not intended to be used or relied upon by any counterparty, investor or any other third party.

RWC uses information from third party vendors, such as statistical and other data, that it believes to be reliable. However, the accuracy of this data, which may be used to calculate results
or otherwise compile data that finds its way over time into RWC research data stored on its systems, is not guaranteed. If such information is not accurate, some of the conclusions reached
or statements made may be adversely affected. RWC bears no responsibility for your investment research and/or investment decisions and you should consult your own lawyer, accountant,
tax adviser or other professional adviser before entering into any Transaction. Any opinion expressed herein, which may be subjective in nature, may not be shared by all directors, officers,
employees, or representatives of RWC and may be subject to change without notice. RWC is not liable for any decisions made or actions or inactions taken by you or others based on the
contents of this document and neither RWC nor any of its directors, officers, employees, or representatives (including affiliates) accepts any liability whatsoever for any errors and/or omissions
or for any direct, indirect, special, incidental, or consequential loss, damages, or expenses of any kind howsoever arising from the use of, or reliance on, any information contained herein.

Information contained in this document should not be viewed as indicative of future results. Past performance of any Transaction is not indicative of future results. The value of investments can
go down as well as up. Certain assumptions and forward looking statements may have been made either for modelling purposes, to simplify the presentation and/or calculation of any projections
or estimates contained herein and RWC does not represent that that any such assumptions or statements will reflect actual future events or that all assumptions have been considered or stated.
Forward-looking statements are inherently uncertain, and changing factors such as those affecting the markets generally, or those affecting particular industries or issuers, may cause results
to differ from those discussed. Accordingly, there can be no assurance that estimated returns or projections will be realised or that actual returns or performance results will not materially differ
from those estimated herein. Some of the information contained in this document may be aggregated data of Transactions executed by RWC that has been compiled so as not to identify the
underlying Transactions of any particular customer.

The information transmitted is intended only for the person or entity to which it has been given and may contain confidential and/or privileged material. In accepting receipt of the information
transmitted you agree that you and/or your affiliates, partners, directors, officers and employees, as applicable, will keep all information strictly confidential. Any review, retransmission,
dissemination or other use of, or taking of any action in reliance upon, this information is prohibited. The information contained herein is confidential and is intended for the exclusive use of the
intended recipient(s) to which this document has been provided. Any distribution or reproduction of this document is not authorised and is prohibited without the express written consent of RWC
or any of its affiliates.

Changes in rates of exchange may cause the value of such investments to fluctuate. An investor may not be able to get back the amount invested and the loss on realisation may be very high
and could result in a substantial or complete loss of the investment. In addition, an investor who realises their investment in a RWC-managed fund after a short period may not realise the amount
originally invested as a result of charges made on the issue and/or redemption of such investment. The value of such interests for the purposes of purchases may differ from their value for the
purpose of redemptions. No representations or warranties of any kind are intended or should be inferred with respect to the economic return from, or the tax consequences of, an investment in
a RWC-managed fund. Current tax levels and reliefs may change. Depending on individual circumstances, this may affect investment returns. Nothing in this document constitutes advice on
the merits of buying or selling a particular investment. This document expresses no views as to the suitability or appropriateness of the fund or any other investments described herein to the
individual circumstances of any recipient.

AIFMD and Distribution in the European Economic Area (“EEA”)

The Alternative Fund Managers Directive (Directive 2011/61/EU) (“AIFMD”) is a regulatory regime which came into full effect in the EEA on 22 July 2014. RWC Asset Management LLP is an
Alternative Investment Fund Manager (an “AlFM”) to certain funds managed by it (each an “AlF”). The AIFM is required to make available to investors certain prescribed information prior to their
investment in an AIF. The majority of the prescribed information is contained in the latest Offering Document of the AIF. The remainder of the prescribed information is contained in the relevant
AlF’s annual report and accounts. All of the information is provided in accordance with the AIFMD.

In relation to each member state of the EEA (each a “Member State”), this document may only be distributed and shares in a RWC fund (“Shares”) may only be offered and placed to the extent
that (a) the relevant RWC fund is permitted to be marketed to professional investors in accordance with the AIFMD (as implemented into the local law/regulation of the relevant Member State);
or (b) this document may otherwise be lawfully distributed and the Shares may lawfully offered or placed in that Member State (including at the initiative of the investor).

Information Required for Distribution of Foreign Collective Investment Schemes to Qualified Investors in Switzerland

The representative and paying agent of the RWC-managed funds in Switzerland (the “Representative in Switzerland”) is Société Générale, Paris, Zurich Branch, Talacker 50,
P.O. Box 5070, CH-8021 Zurich. In respect of the units of the RWC-managed funds distributed in Switzerland, the place of performance and jurisdiction is at the registered office of the
Representative in Switzerland.




