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ROTATION: WILL IT LAST?
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« What is value
« What is a value rotation?

e Investment Outlook
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Disclaimer

This presentation has been prepared by Nucleus Wealth and is for general information only.

Every effort has been made to ensure that it is accurate, however it is not intended to be a
complete description of the matters described. The presentation has been prepared without
taking into account any personal objectives, financial situation or needs. It does not contain
and is not to be taken as contalnln%an securities advice or securities recommendation.
Furthermore, it is not intended that it be relied on by recipients for the purpose of making
investment decisions and is not a replacement of the requirement for individual researchor
professional tax advice.

Nucleus Wealth does not give any warranty as to the accuracy, reliability or completeness of
information which is contained in this presentation. Except insofar as liability under any
statute cannot be excluded, Nucleus Wealth and its directors, employees and consultants do
not accept an¥ liability For any error or omission in this presentation or for any resultlnf; loss
or damage suffered by the recipient or any other person. Unless otherwise noted, Nucleus
Wealth is the source of all charts; and all performance figures are calculated using exit to exit
prices and assume reinvestment of income, take into account all fees and charges but
exclude the entry fee.

It is important to note that past performance is not a reliable indicator of future
performance. This document was accompanied by an oral presentation, and is not a complete
record of the discussion held. No part of this presentation should be used elsewhere without
prior consent from the author.



Background:

Last 5 years have been
terrible for value

= MSCI World Value
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Last month was fantastic

MSC1 Werld [Net Return] Index Index Vzlus: 7.91% I MSC1 Werld Value [Net Return] ... Index Value : 12.08%

Right click in the pane to
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What are quant Factors:
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What are quant factors:

« Mathematical models to help generate performance
*They don’t always work, but they usually do

*This is an implicit assumption about non-reversion
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Most common Factors and the implicit assumption:

‘Momentum: no mean reversion
Low Vol: no mean reversion
«Growth: no mean reversion
*Value: mean reversion

*Quality: no mean reversion
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Value: a patient investor’'s game

MSCI World Value Index has outperformed MSCI World in 72% of rolling 5-year periods.
Exhibit 2. Annualized 5-year rolling performance of MSCI World Value Index vs. MSCI World Index
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Note: 5-year cumulative returns represent the rolling compounded gross USD performance of the MSCI World Value Index and MSCI World index,
from January 1975 to January 2018. Source: MSC), FactSet
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What is Value:

MSCI Indexes

*Reliance on Book Value

*No cashflow measures
Different accounting standards
*Forward Earnings

5 period regressions
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‘Deep Value

Shareholder returns
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Naive Value:

Cashflow has been much
better than other factors
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Value is a trade-off:

Quality/Value Scattergrame
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Value traps:

It is a tool — not a religion

*Needs to change with accounting standards
Value is always a trade-off

Value is a bet on mean reversion

Understand the sectors
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Value Outlook:

Positive Outlook for Value Negative Outlook for Value
e Growth catch-up e China slowing

e Inflation rising e Inflation moderating

e Start/middle of inventory cycle e End of Inventory cycle

e More fiscal expenditure e Less fiscal expenditure
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Investment Outlook

Structural downturn lurking, acute or chronic?

Key positive factors

eGovernment stimulus

el ow probability of US tax hikes
eEarnings very good
elnequality to increase

Other positive factors

eBankruptcies limited

eEvictions limited

eMortgage repayment holidays

e\Wage growth very low

eCapital efficiency

elLow oil prices

e\Vaccine hope

ePolicy certainty

e Structural change in industries leading to cost efficiencies

|
/\ i Stay up to date &
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Wealth . .
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Key negative factors

eVirus in Northern Hemisphere
eValuation

el atent bankruptcies

el ow genuine credit growth

Other negative factors

eShort term gap in US economic conditions

elnequality longer-term effects

eEffects gradually rolling off

eStructural change in industries leading to weak demand
eCycle

eDemand weak

e Australian stimulus badly targeted
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Viewer question of the week:

Will the rotation to value stocks last, or is the market just spinning its wheels?

Drop your answers in the comments
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More from Nucleus Wealth:

Content:
Nucleuswealth.com/content

Have a guest or topic suggestion for the
show?
Leave a comment on YouTube
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Find us on all major (and minor) podcast
nlatfoarms: Instagram.com/nucleus wealth
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