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Snapshot

> US value stocks have outperformed their
growth counterparts during periods of
rising rates over the last eight years.

> Despite the recent correlation, there
appears to be little relationship over the
longer term between US interest rates
and the performance of value stocks.

> We believe that a diversified portfolio
that encompasses value and growth
stocks is a prudent way for investors to
pursue their financial goals.
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Value stocks in the US continued to lag their growth counterparts in 2019,
as the Russell 1000 Value Index rose 26.5% during the year, while the
Russell 1000 Growth Index gained 36.4%'. Some investors believe that
higher US interest rates could be an eventual trigger for the return of value
stock outperformance, but is there any correlation between the two?

The short answer is that it's hard to say: Forecasting the effect of interest-
rate moves on equity markets is challenging. Trends change continuously
and can be influenced by several factors, including economic growth and
inflation expectations. However, we can make some observations based on
recent history.

When US interest rates are on the decline, investors typically flock to
companies with faster-than-average earnings growth while disregarding
valuation measures. Therefore—because lower rates tend to boost the
current value of a company’s future expected cash flow—growth stocks
often perform best amid falling interest rates and rising company earnings.

During higher US interest-rate environments, on the other hand, investors
tend to regard valuation measures as more important. While rising rates
reflect a healthier economy, they can also lessen the future value of a
company’s earnings—making most investors less willing to buy stocks
with high price-to-earnings multiples. The conventional wisdom, then, is
that value stocks with strong existing cash flows (which may have been
overlooked when rates remained low) have the potential to outperform
growth stocks when rates are rising and investors are growing more
sensitive to valuations.

Interest rates and performance history

In the short-term, it’s virtually impossible to say for sure whether, when or
with what speed US interest rates will move higher or lower.

US interest rates had been expected to increase until recently, due to the
easing of US-China trade tensions and the softening of concerns about
global economic growth. This expectation seemed to reverse in January on
heightened worries about long-term effects of the coronavirus outbreak.
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More importantly, we have seen substantial reflationary traits globally over the long-
term that include greater fiscal stimulus and a monetising of budget deficits by central
banks—particularly the US Federal Reserve.? These drivers would typically be long-
term positives for equities in general.

Over the past eight years, the excess return of value relative to the Russell 1000 Index
has been correlated with the 10-year US Treasury yield, as the outlook for long-term
rates and returns to value have been generally in sync. This is illustrated in Exhibit 1.

Exhibit 1: Recent Correlation
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Past performance is not a reliable indicator of future results.

Exhibit 2 shows that over the last 30-plus years, however, there appears to have been
little long-term correlation between the excess return of value versus the Russel 1000
Index and the 10-year US Treasury yield (Exhibit 2).

Exhibit 2: Less Reliable Long-Term Relationship
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Past performance is not a reliable indicator of future results.

So while we believe there is likely some short-term synchronization between returns
to value and yields in the current market environment, the long-term relationship is
less clear. In fact, when we implement SEl’s strategic approach and attempt to forecast
returns for the longer term, there appears to be no relationship at all.
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Our outlook

Given the vast uncertainties facing investors, we believe that long-term success is better
positioned by a diversified portfolio that encompasses both value and growth—while
also taking value’s historical long-run outperformance to mind.

We expect the interest rate on the 10-year US Treasury bond yield to move higher from
here; although we also think it would be hard to see yields increase much beyond
2.25% if US inflation remains reasonably contained. Of course, a little bit of humility is
called for when it comes to predicting bond rates. Last year’s sharp decline was largely
unexpected, particularly for US Treasurys at the longer end of the yield curve.

Important Information

The opinions and views in this commentary are of SEIl only and are
subject to change. They should not be construed as investment
advice.

Investments in SEI Funds are generally medium- to long-term
investments. The value of an investment and any income from it can
go down as well as up. Investors may get back less than the original
amount invested. Returns may increase or decrease as a result of
currency fluctuations. Past performance is not a reliable indicator of
future results. Additionally, this investment may not be suitable for
everyone. If you should have any doubt whether it is suitable for you,
you should obtain expert advice.

The SEI Global Assets Fund Plc, SEl Global Investments Fund Plc, and
SEI Global Master Fund Plc (the “SEl Funds”) are structured as open-
ended collective investment schemes and are authorised in Ireland
by the Central Bank as a UCITS pursuant to the UCITS Regulations.
The SEI Funds are managed by SEl Investments, Global Ltd (“SIGL”).
SIGL has appointed SEI Investments (Europe) Ltd (“SIEL”), an affiliate
of SIGL, (together “SEI”) to provide general distribution services in
relation to the SEI Funds either directly or through the appointment
of other sub-distributors. The SEI Funds may not be marketed to the
general public except in jurisdictions where the funds have been
registered by the relevant requlator. The matrix of the SEl fund
registrations can be found here seic.com/GlobalFundRegistrations.

No offer of any security is made hereby. Recipients of this information
who intend to apply for shares in any SEI Fund are reminded that any
such application may be made solely on the basis of the information
contained in the Prospectus. This material represents an assessment
of the market environment at a specific point in time and is not
intended to be a forecast of future events, or a guarantee of future
results. This information should not be relied upon by the reader

as research or investment advice regarding the funds or any stock

in particular, nor should it be construed as a recommendation to
purchase or sell a security, including futures contracts.

In addition to the normal risks associated with equity investing,
international investments may involve risk of capital loss from
unfavourable fluctuation in currency values, from differences in
generally accepted accounting principles or from economic or political
instability in other nations. Bonds and bond funds are subject to
interest rate risk and will decline in value as interest rates rise. High
yield bonds involve greater risks of default or downgrade and are
more volatile than investment grade securities, due to the speculative
nature of their investments. Narrowly focused investments and
smaller companies typically exhibit higher volatility. SEI Funds may
use derivative instruments such as futures, forwards, options, swaps,
contracts for differences, credit derivatives, caps, floors and currency
forward contracts. These instruments may be used for hedging
purposes and/or investment purposes.

While considerable care has been taken to ensure the information
contained within this document is accurate and up-to-date, no
warranty is given as to the accuracy or completeness of any
information and no liability is accepted for any errors or omissions in
such information or any action taken on the basis of this information.

This information is issued by SEI Investments (Europe) Limited, Tst
Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR which is
authorised and regulated by the Financial Conduct Authority. Please
refer to our latest Full Prospectus (which includes information in
relation to the use of derivatives and the risks associated with the use
of derivative instruments), Key Investor Information Documents and
latest Annual or Semi-Annual Reports for more information on our
funds. This information can be obtained by contacting your Financial
Adviser or using the contact details shown above. SEl sources data
directly from FactSet, Lipper, and BlackRock, unless otherwise stated.
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