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In Japan and the emerging markets, value has delivered
stronger, more consistent relative performance; there

value is still attractive, though less extreme, at 34"

and 23" percentile, respectively. Equity Dislocation has
been able to generate positive returns from areas with
value outperformance; Japan in particular has been a
consistently, outsized contributor to Equity Dislocation
returns since inception
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Diversification with Strong Returns
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In late 2020, we launched GMOQ's Equity Dislocation Strategy to exploit the extraordinary
dislocation in the valuation of value and growth stocks. We sought to generate strong returns
from the bursting of the growth bubble and narrowing of valuations between the cheapest
and most expensive stocks. From its inception in October 2020 through January 2024, Equity
Dislocation returned 13.5% per annum' while MSCI ACWI Value only beat MSCI ACWI Growth
by a modest 4.1% per annum. Equity Dislocation significantly outperformed a passive value-
growth implementation due a combination of strong stock selection, a focus on the most
mispriced securities, and thoughtful risk controls.

EQUITY DISLOCATION STRATEGY SINCE LAUNCH

Cumulative returns

51.4%

ACWI Value less ACWI Growth

Equity Dislocation (Gross)

Equity Dislocation (Net)

Data from 10/31/2020 to 1/31/2024

The Opportunity Today

Despite solid returns to date, we believe the opportunity for Equity Dislocation remains
compelling. The chart below shows the valuation of the cheap 50% of the U.S. market relative
to the expensive 50% of the U.S. market, normalized such that 1.0 is the historic median.

As of January 31, 2024, the U.S. valuation differential between value and growth remains

at a historic extreme (4th percentile vs. history) due to the significant outperformance of
growth stocks in 2023. In Europe, the opportunity is similarly attractive at the 2nd percentile
vs. history.? Valuation spreads within sectors remain dislocated with the ratio of the most
expensive vs. cheapest valuation terciles in the top quartile across nearly all sectors relative to
history (Energy and Real Estate are the exception, near average).?

All together, we estimate that value globally still needs to outperform growth by 50-60% for
relative valuations to return to long-term averages. Consequently, Equity Dislocation remains
the largest single exposure in our Benchmark-Free Allocation Strategy.
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VALUE IS EXTREMELY CHEAP
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As of 1/31/2024 | Source: GMO
Stock valuations are calculated on a blend of Price/Sales, Price/Gross Profit, Price/Book, and Price/
Economic Book.

The Path Forward

The resurgence of growth in the U.S. once again cast doubt on whether value can outperform
looking forward. We view today’s extreme valuation differentials as strong evidence in support
of value's potential to meaningfully outperform growth. The recent positive performance of
U.S. growth was led by a handful of mega cap stocks, and was an outlier compared to the rest
of the world. Outside the U.S., value has been consistently winning.

The U.S. may also be ripe for a value-growth reversal as sentiment shifts. The Al frenzy
combined with expectations for rate cuts in 2024 renewed “bubbly” investor behavior.
If the projected Fed cuts fail to occur or growth companies fail to deliver on aggressive
expectations, growth investors will likely wind up disappointed.*

We expect value-growth spreads to return to historic norms. However, even if value continues
to trade at an extraordinary discount, we believe Equity Dislocation stands to profit from

the abnormally wide rebalancing impact.® Rebalancing is an often overlooked and critical
component of value investing. Value stocks are priced for disappointment; a small upside
surprise causes multiple expansion and graduation to the growth universe. An optimistically
priced growth stock falls into the value universe when it fails to meet lofty expectations and its
multiple contracts. Value investing wins by buying low and selling high. The associated price
moves are abnormally large when valuation spreads are abnormally wide, and a long-short
strategy can take profits as these transitions occur.

Absolute return, diversification, growth hedge
Equity Dislocation plays three roles in investor portfolios:

1. Absolute return - We (and many other investors) hold Equity Dislocation due to the strong
potential return in a value spread reversion scenario.

2. Diversification - Since launch, Equity Dislocation has delivered returns commensurate
with global equities, but in an entirely different pattern. The strategy is roughly market
neutral and since inception has had approximately zero beta to equities.

3. Hedging - If you are worried about excessive growth exposure in your portfolio through
either your private equity book, an abundance of the “Magnificent Seven” via passive
exposure, or concentrated active managers, Equity Dislocation has demonstrated a
correlation of -0.4 to both MSCI ACWI Growth and MSCI U.S. Growth.


https://www.gmo.com/americas/research-library/the-duration-of-value-and-growth_whitepaper/
https://www.gmo.com/americas/research-library/the-duration-of-value-and-growth_whitepaper/
https://www.gmo.com/americas/research-library/3q-2022-gmo-quarterly-letter_gmoquarterlyletter/
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Annualized Returns as of
12/31/2023 (Net, USD) Inception 1-Year 3-Year 5-Year 10-Year ITD

GMO Equity Dislocation Strategy 10/31/2020 2.09% 9.66%  N/A N/A 10.44%

FTSE 3-Month T-Bill 5.26% 2.25%  N/A N/A 2.13%

Performance data quoted represents past performance and is not predictive of
future performance.

Gross returns are presented gross of management fees and any incentive fees if applicable. Gross
returns include transaction costs, commissions, withholding taxes on foreign income and capital

gains and include the reinvestment of dividends and other income, as applicable. If management fees
were deducted performance would be lower. Net returns are presented after the deduction of a model
advisory fee and incentive fee if applicable. These returns include transaction costs, commissions and
withholding taxes on foreign income and capital gains and include the reinvestment of dividends and
other income, as applicable. Fees paid by accounts within the composite may be higher or lower than
the model fees used. GMO LLC claims compliance with the Global Investment Performance Standards
(GIPS®). A Global Investment Performance Standards (GIPS®) Composite Report is available on
GMO.com by clicking the GIPS® Composite Report link in the documents section of the strategy
page. GIPS® is a registered trademark owned by CFA Institute. CFA Institute does not endorse or
promote this organization, nor does it warrant the accuracy or quality of the content contained herein.
Actual fees are disclosed in Part 2 of GMO's Form ADV and are also available in each strategy’s
Composite Report. The portfolio is not managed relative to a benchmark. References to an index are
for informational purposes only.

Disclaimer

The views expressed are the views of the Asset Allocation through the period ending February 2024, and
are subject to change at any time based on market and other conditions. This is not an offer or solicitation
for the purchase or sale of any security and should not be construed as such. References to specific
securities and issuers are for illustrative purposes only and are not intended to be, and should not be
interpreted as, recommendations to purchase or sell such securities. Past performance is no guarantee of
future results.
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