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M&G North American Value Fund

A compelling time for value investing in North America

After a prolonged period of underperformance, ‘value’ as a style has returned to favour and has outperformed over
the year to date. Daniel White, manager of the M&G North American Value Fund, believes this trend can continue
and that value has further to go. Value stocks are trading at unprecedented discounts to ‘growth’ stocks, creating a
wealth of opportunities sector-wide. With a combination of cheap stocks and robust fundamentals, the fund, he

believes, is well positioned to capture the value tailwind.

Why value?

‘Value investing’, namely buying cheap, out-of-favour
stocks, has tended to outperform the market over the
long term. This value phenomenon is supported by
empirical studies as well as our own analysis.

Our research shows that a value strategy investing in
the cheapest quartile of the US market would have
delivered an outperformance of 1-2% per annum over
the medium to long term (see Figure 1). This is the
cornerstone of our investment process.

Figure 1. Outperformance of value stocks
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Figure 2. Recent outperformance of value
follows long period of underperformance
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Source: Datastream, 31 March 2016. Relative returns
calculated in US dollars. Russell 1000 Value Index vs

three-year annualised basis, since 31 December 1989.
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Why value now?

Value appears to have returned to favour, as value
stocks got off to a strong start in 2016, outperforming
not only the broader market, but also growth stocks
(see Figure 2). While we consider this to be
encouraging, we believe value’s outperformance can
continue and this is potentially only the beginning of a
style reversal.

In our opinion, there is plenty of scope for value to
maintain this outperformance. We believe the prospects
for value investing currently are very attractive.

Russell 1000 Growth Index. Geometric relative returns. /
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Value’s outperformance over the year to date is
extremely modest in comparison to its historic
underperformance. Although the value style has
shown the ability to deliver superior returns over the
long term, value stocks have suffered from one of
their longest and most severe periods of
underperformance since 2007.

Heightened risk aversion has driven investors towards
the perceived safety of ‘growth’ and ‘quality’ stocks.
Record low interest rates have also encouraged
investors to favour income-generating firms, which
tend to be found among larger ‘growth’ companies
with stable earnings. As a result, value has a long way
to go before it has narrowed the gap with growth.

Moreover, value has seldom been cheaper, as Figure
3 shows. Stocks are trading at significant discounts to
their more expensive peers. Even after the recent
rebound, the gap between the cheapest part of the
market and the most expensive has rarely been wider.

Value has only been cheaper on two occasions:
during the height of the technology bubble and during
the global financial crisis of 2008/09.
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Figure 3. Value is cheap relative to history
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Source: Bernstein, 31 March 2016. Book-to-price (B/P)
spread is calculated as the percentage difference between
the median B/P of the cheapest quintile and the overall
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What is even more encouraging, however, is the
valuation dispersion within sectors. Opportunities are
not just concentrated in a few select areas/sectors
such as energy or financials — there is a wide
dispersion of valuations within sectors too. Not only
have investors crowded into defensive sectors, they
have also favoured particular companies within each
sector. As a result, attractive valuation opportunities
can be found across a diverse range of sectors and in
companies of different sizes.

Despite value’s unprecedented cheapness, we would,
however, caution against a broad-based shift to value.
Investors must remain selective to identify genuinely
mispriced stocks — some stocks, are caught in
so-called ‘value traps’ and are cheap for a reason.

Why the M&G North American
Value Fund?

We truly believe our investment process is
differentiated. We aim to capture the value tailwind
while attempting to mitigate the shortfalls associated
with a traditional approach to value investing — namely
volatility and value traps. Our approach, in our
opinion, offers something above and beyond a
passive value-management approach.

We believe the fund is currently well positioned to
capture the valuation opportunities that exist in the
market. The fund’s differentiated approach combines
strict valuation-focused screening with  rigorous
fundamental analysis to ensure the fund maintains a
strong and consistent value bias without compromising
on the fundamentals of the companies in the portfolio.

This is illustrated in Figure 4. The fund trades at a 41%
discount to the broader market (as represented by the

S&P 500 Index) and is cheaper than the Russell 1000
Value Index of value stocks. At the same time, the
companies in the portfolio have robust fundamentals:
they have the same level of return on equity as that of
the S&P 500, as well as stronger balance sheets (as
measured by lower debt-to-equity levels).
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Figure 4. Strong value characteristics
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Source: M&G, Factset, Bloomberg, 31 March 2016, price-
to-book and price-to-earnings on 12-month forward basis.

The fund also offers a more diversified approach to
the value style with a significantly lower exposure to
financials and energy than the value index. This is
because the fund has not achieved its significant
value bias by focusing on structurally weak ‘cheap’
companies or cheap sectors. This diversified
approach should ensure that returns are driven by the
value style rather than a large sector or stock bet.

In our opinion, this combination of valuation screening
and fundamental analysis represents an attractive
proposition for investors who seek to invest in a US
value strategy, yet are concerned about timing the
value style. Due to the fund’s diversified approach and
lack of compromise on company fundamentals, the
fund is not reliant on a recovery in the value style to
outperform. On the other hand, if value outperforms,
the significant value bias/valuation discount should
enable us to capture the tailwind.

Opportunities for selective investors

We believe the outlook for a value investing strategy
is compelling. Valuation opportunities can now be
found in a wide range of sectors across the US
market. In our view, this is a significant opportunity,
and importantly, allows investors to construct a
diversified portfolio. As such, we believe we are well
positioned to capture the value tailwind, as and when
the value style returns to favour.

M&G
April 2016
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The value of investments will fluctuate, which will cause Fund prices to fall as well as rise and investors may not get back the original amount invested. For
Investment Professionals, Institutional Investors, and Professional Investors only. Not for onward distribution. No other persons should rely on any
information contained within. For Switzerland: Distribution of this document in or from Switzerland is not permissible with the exception of the distribution
to Qualified Investors according to the Swiss Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective
Circular issued by the Swiss supervisory authority ("Qualified Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor)
only. In Spain the M&G Investment Funds are registered for public distribution under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G
Investment Funds (1) reg. no 390, M&G Investment Funds (2) reg. no 601, M&G Investment Funds (3) reg. no 391, M&G Investment Funds (5) reg. no 972, M&G
Investment Funds (7) reg. no 541, M&G Investment Funds (9) reg. no 930, M&G Investment Funds (12) reg. no 1415, M&G Investment Funds (14) reg. no 1243, M&G
Global Dividend Fund reg. no 713 M&G Dynamic Allocation Fund reg. no 843, M&G Global Macro Bond Fund reg. no 1056 and M&G Optimal Income Fund reg. no
522. The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with variable capital, incorporated in
England and Wales. In the Netherlands, all funds referred to are registered with the Dutch regulator, the AFM. For Hong Kong only: Some of the Funds referred to in
this document may not be authorised by the Securities & Futures Commission of Hong Kong (,the SFC*) and may not be offered to the retail public in Hong Kong. The
Funds may only be offered to Professional Investors (as defined in the Securities and Futures Ordinance). If you have any questions about this financial promotion
please contact M&G Investments (Hong Kong) Limited. For Singapore only: The Funds referred to in this document are not authorised by the Monetary Authority of
Singapore (MAS) and are not registered for public distribution in Singapore. M&G Investments (Hong Kong) Limited and M&G International Investments Limited and
the Funds referred to in this document may not be authorised, recognised or regulated by the local regulator in your jurisdiction. This information is not an offer or
solicitation of an offer for the purchase or sale of investment shares in one of the Funds referred to herein. Purchases of a Fund should be based on the current
Prospectus. The Instrument of Incorporation Prospectus, Key Investor Information Document, the, annual or interim Investment Report and Financial Statements, are
available free of charge, in paper form, from the ACD: M&G Securities Limited, Laurence Pountney Hill, London, EC4R OHH, GB, or one of the following: M&G
International Investments Limited, German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am Main, the German paying agent J.P. Morgan AG,
Junghofstrale 14, D-60311 Frankfurt am Main, the Austrian paying agent, Raiffeisen Bank International A.G., Am Stadtpark 9, A-1030 Wien, the Luxembourg paying
agent, J.P. Morgan Bank Luxembourg S.A., European Bank & Business Center, 6 c route de Treves, 2633 Senningerberg, Luxembourg, the Danish paying agent,
Nordea Bank Danmark A/S Issuer Services, Securities Services, Hermes Hus, Helgeshgj Allé 33, Postbox 850, DK-0900, Copenhagen C, Denmark, Allfunds Bank,
Calle Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, M&G International Investments Limited, the French branch, or from the
French centralising agent of the Fund: RBC Investors Services Bank France. For Switzerland: Please refer to M&G International Investments Switzerland AG,
Talstrasse 66, 8001 Zurich, for Sweden, from the paying agent, Skandinaviska Enskilda Banken AB (publ), Sergels Torg 2, 106 40 Stockholm, Sweden. For Italy, they
can also be obtained on the website: www.mandgitalia.it. Before subscribing investors should read the Prospectus, which includes investment risks relating to
these funds. This financial promotion is issued by M&G Securities Limited (registered in England 90776).and M&G International Investments Ltd. Both are authorised
and regulated by the Financial Conduct Authority in the United Kingdom and have their registered offices at Laurence Pountney Hill, London EC4R OHH. This financial
promotion is further issued by M&G Investments (Hong Kong) Limited. Office: Suite 08, 20/F One International Finance Centre, 1 Harbour View Street, Central, Hong
Kong. M&G International Investments Ltd is registered in England, No. 4134655. It also has a branch located in France, 6 rue Lamennais, Paris 75008, registered on
the Trade Register of Paris, No 499 832 400 and a branch in Spain, with corporate domicile at Plaza de Col6n 2, Torre Il Planta 14, 28046, Madrid, Spain, registered
with the Commercial Registry of Madrid under Volume 32.573, sheet 30, page M-586297, inscription 1, CIF W8264591B and registered with the CNMV under the
number 79. In Switzerland, this financial promotion is published by M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich, authorised and
regulated by the Swiss Federal Financial Market Supervisory Authority. The Portuguese Securities Market Commission (Comissado do Mercado de Valores Mobiliarios,
the “CMVM”) has received a passporting notification under Directive 2009/65/EC of the European Parliament and of the Council and the Commission Regulation (EU)
584/2010 enabling the fund to be distributed to the public in Portugal. M&G International Limited is duly passported into Portugal to provide certain investment services
in such jurisdiction on a cross-border basis and is registered for such purposes with the CMVM and is therefore authorised to conduct the marketing (comercializagéo)
of funds in Portugal. 125502_136502
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