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BlackRock.

Will value be great again?
Or should we all move on?
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Overview

 Channeling Gov Cuomo of NY from 2018

« Fama-French’s most recent paper agrees
* Not only that, but

* Value spreads mostly forecast risk (told you so in November 2019)
« “Making value great” is a mis-allocation of human and financial capital
— Human capital: dividing ideas by P squanders the value-add

— Financial capital: X/P portfolios are a commodity. Spend your active fees
elsewhere

— For details, see “Value in Listed Equities: It's Just a Story”, forthcoming September
in JPM
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Value spreads: doubling
down on double failure

Failure 1: bad performance

Failure 2: Circularity. value will be great...says value



Value cheap = Value lost (also see next UBS value session)
Log spread and trailing HML return 1926-2019
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Source: https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html. As of December 31, 2019. For illustrative purposes only

BlackRock.
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Percent spread forecasts risk, not return
Value spread and subsequent 12 month return and vol
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Simple spread forecasts better, because it has been low for a
long time!
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Don’t bother fixing value



Can’t you fix value?

« Sort of, but Insight/P = (Insight/Book) * (Book/P)
e Much better to do a linear combo of the two:

» Diversification away from X/P
 Save on fees for the B/P component

* |solate value-add of new ideas

 Why?
* Ideal value metric just captures what the market is pricing
 Butalpha comes from pinpointing mis-pricing

* Valueis a sledgehammer: just bet against the current price, most of which you do
not understand
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Example from French’s website, 1963-2019
Average annual alpha at 10% risk
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HML (Book/Price) Operating Profit/Book Cash-Flow/Price Blend of Book/Price and Operating
Profit/Book

Source: https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html. As of December 31, 2019. For illustrative purposes only
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Important Notes

THE INFORMATION CONTAINED HEREIN MAY BE PROPRIETARY IN NATURE AND HAS BEEN PROVIDED TO THE RECIPIENT ON A CONFIDENTIAL BASIS, AND MAY
NOT BE REPRODUCED, COPIED OR DISTRIBUTED WITHOUT THE PRIOR CONSENT OF BLACKROCK, INC. (“BLACKROCK?”). These materials are not an advertisement and
are not intended for public use or dissemination.

This communication and its content represent confidential information. This material has been prepared for informational purposes only, and is not intended to provide, and
should not be relied on for, accounting, legal or tax advice. You should consult your tax or legal adviser regarding such matters.

These materials are neither an offer to sell nor a solicitation of any offer to buy shares in any fund. You may not rely upon these materials in evaluating the merits of investing in
any fund that employs any of the strategies referred to herein. Any reference herein to any security and/or a particular issuer shall not constitute a recommendation to buy or sell,
offer to buy, offer to sell, or a solicitation of an offer to buy or sell any such securities issued by such issuer. This material is not intended to provide investment advice. BlackRock
does not guarantee the suitability or potential value of any particular investment.

Investing involves risk, including possible loss of principal.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to
adopt any investment strategy. The opinions expressed may change as subsequent conditions vary. The information and opinions contained in this material are derived from
proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all inclusive and are not guaranteed as to accuracy. There is no guarantee that any
of these views will come to pass. Reliance upon information in this material is at the sole discretion of the reader.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections, forecasts,
estimates of yields or returns, and proposed or expected portfolio composition. Moreover, where certain historical performance information of other investment vehicles or
composite accounts managed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) has been included in this material, such performance information is presented by
way of example only. No representation is made that the performance presented will be achieved, or that every assumption made in achieving, calculating or presenting either the
forward-looking information or the historical performance information herein has been considered or stated in preparing this material. Any changes to assumptions that may
have been made in preparing this material could have a material impact on the investment returns that are presented herein by way of example.

THIS MATERIAL IS HIGHLY CONFIDENTIAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS OTHER THAN THE RECIPIENT.

© 2020 BlackRock, Inc. All rights reserved. BLACKROCK is a registered trademarks of BlackRock, Inc. All other trademarks are the property of their respective owners.
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