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Quarterly Factor Returns
(Fig. 1) January 1, 2022-March 31, 2022
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Past performance is not a reliable indicator of future performance.
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Sources: Refinitiv/IDC data, Compustat, Worldscope, Russell, and MSCI. Analysis by T. Rowe Price. See Additional Disclosures.

Factor returns are calculated as equal weighted quintile spreads.

The first quarter of 2022 was unusually volatile for global
stocks. While summary statistics suggest a fairly clear
factor pattern—rotation from growth to value and a risk-off
environment—the actual story was more nuanced. In the
following sections, we highlight two prevalent sub-themes:

1. The first quarter showed three distinct periods of factor
performance, with three different catalysts (Figure 2). The
first two performance patterns appeared fairly sensible, with
the last one seeming partially counterintuitive, in our view.

= Jan. 1-Feb. 23: Forecasts of tighter Federal Reserve policy
led to rising interest rates, a sharp market sell-off, and a
violent rotation from growth to value.

= Feb. 24-March 14: Russian invasion of Ukraine accelerated the
market sell-off and drove the rotation from risk to quality assets.

= March 15-March 31: Around the Fed’s mid-March meeting,
risk-taking returned. Negative earners, growth, and risk

outperformed, while quality and valuation lagged significantly.

= As at the beginning of the quarter, the 10-year U.S. Treasury
note yield rose sharply, but the Treasury yield curve flattened
amid speculation that tighter policy could slow economic
growth. The recovery in growth stocks versus value seemed
justified, but extreme risk-taking and the rally in negative
earners appeared to be at odds with concerns about a
Fed-induced slowdown. Our view is that this risk rally could
be short-lived and ultimately reversed.

2. In some cases, the seemingly strong factor returns were
asymmetric and, therefore, harder for long-only managers
to exploit.

= |n U.S. small- and mid-caps, expensive and low-quality stocks
underperformed disproportionately compared with cheap
and high-quality stocks, which outperformed (Figure 3).
Results among U.S. large-caps were similar, with expensive
and high-growth stocks correcting disproportionately.

= The quarter illustrated the importance of knowing what to
avoid or underweight, rather than what to overweight. As
we'll discuss, this is called “winning the loser’'s game.”"

" Charlie Ellis, “The Loser's Game.” https://www.empirical.net/wp-content/uploads/2012/06/the_losers_game.pdf

Please see Appendix for more details on the factors.
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Factor Performance Variance
(Fig. 2) January 1, 2022-March 31, 2022

Russell 1000
Negative
Earners Quallty Rlsk Valuatlon
Jan. 1-Feb. 24 -10.1% 3.7%
Feb. 25-Mar. 14 -3.0
Mar. 15-Mar. 31 8.9
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Date Index Earners Quality Risk Valuation

Feb. 25-Mar. 14 -2.6

Mar. 15-Mar. 31 7.3

Past performance is not a reliable indicator of future performance.
Sources: Refinitiv/IDC data, Compustat, Worldscope, Russell, and MSCI. Analysis by T. Rowe Price. See Additional Disclosures.
Factor returns are calculated as equal weighted quintile spreads.

Small- and Mid-Cap Valuation and Quality Factors
(Fig. 3) December 31, 2021-March 31, 2022
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Past performance is not a reliable indicator of future performance.
Sources: Refinitiv/IDC data, Compustat, Russell, T. Rowe Price analysis. See Additional Disclosures. Long excess returns are calculated as the cumulative return

to the highest quintile minus the cumulative return to the index. Short excess returns are calculated as the cumulative return to the lowest quintile minus the
cumulative return to the index.

MARKET INSIGHT—WHAT WE’RE MONITORING Building on this theme, we have been introducing new research
In previous quarters, we’ve written about the high valuations on dlffe”rentlatlng between “durable growth” and “speculative

in negative earners and speculative growth companies. As growth” stocks. We recognize that growth stocks can create value
mentioned above, these stocks continued correcting in by compounding eamings over time, but they can also destroy
the first quarter. Our analysis suggests that this subset capital when valuations reflect overly optimistic expectations.
particularly within U.S. small- and mid-cap stocks, could face Therefore, it’s critical to distinguish quality compounders from
additional headwinds (Figure 4). riskier and speculative names that are likely to disappoint.

Please see Appendix for more details on the factors.
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Our research team has constructed two definitions of growth:

1. Forecasted growth: We use forward-looking consensus
data to identify stocks with the highest expected future
growth. This is, by definition, speculative.

2. Durable growth: We use historical performance to
identify stocks that have demonstrated sustainable
growth. We identify companies based on five criteria that,
while potentially attractive on their own, are particularly
valuable in combination.

= Proven sales growth: the ability to grow sales
consistently over the previous five years.

= Proven earnings growth: topline growth that has led to
increased earnings.

= Earnings stability: Companies with higher-quality
businesses and more stable income statements are
easier to forecast into the future. This also filters out
“peak cyclicals.”

= Profitability: Companies that have made money—another
sign of quality and sustainability—can continue reinvesting
profits into their business without relying on capital markets.

= Low leverage: Profitability through attractive unit
economics—high margins or high sales turnover—and
not through higher leverage.

The key conclusion is that growth investors can outperform
by “winning the loser’s game.”' The most dangerous stocks
are those with high expectations that haven’t demonstrated
that they can deliver on those expectations. Not only do these
stocks have significantly lower returns, but they also bring
significantly higher volatility (Figure 5).

Our research indicates that durable growth companies
have typically outperformed those with the highest
forecasted growth, but occasionally the latter outperform
in periods of speculation (Figure 6). This was most notable
during the 1999-2000 dot-com bubble, but it has also
occurred over the past two to three years (Figure 7).

Our view is that this outperformance of speculative growth
stocks is not sustainable and that the resurgence we saw in
speculative growth during the second half of March 2022
may prove to be short-lived. We also note that first-quarter
outperformance depended on “avoiding the losers,” and
we expect that to be a theme going forward.

Low Quality: EV/Sales (relative to market)
(Fig. 4) December 31, 1990-March 31, 2022
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Past performance is not a reliable indicator of future performance.
Sources: Refinitiv/IDC data, Compustat, Russell, T. Rowe Price analysis. See
Additional Disclosures.

Avoiding High-Expectation Stocks With
Fundamental Cracks Drives Outperformance
(Fig. 5) January 1, 1990-December 31, 2021
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Past performance is not a reliable indicator of future performance.
Sources: Refinitiv/IDC data, Compustat, Russell, Thomson Reuters,

T. Rowe Price analysis. See Additional Disclosures. Annualized risk is the
standard deviation of returns. Fundamental cracks are defined as the bottom
quintile, according to our durable growth metric. High and low expectations
are defined as the top and bottom quintile, according to analyst-forecasted
growth—five-year earnings-per-share forecasted growth prior to 2005,
two-year forecasted sales growth after 2005. The universe is the Russell 1000
Index. The dots are the annualized risk values (standard deviation of returns).

" Charlie Ellis, “The Loser’'s Game.” https://www.empirical.net/wp-content/uploads/2012/06/the_losers_game.pdf

Please see Appendix for more details on the factors.
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Taking a longer view, we see a variety of headwinds,

including inflation, growing risks to corporate profit margins,

and the inevitability of tightening financial conditions

Rolling Two-Year Excess Returns (Annualized)
(Fig. 6) January 1, 1990-December 31, 2021

as the Fed raises rates. While we do not take a view on
recession probability, we believe these headwinds create
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Past performance is not a reliable indicator of future performance.
Sources: Refinitiv/IDC data, Compustat, Russell, Thomson Reuters,

T. Rowe Price analysis. See Additional Disclosures. The graph shows the
rolling two-year excess returns of durable growth and forecasted growth,
each relative to the market. This is defined as the trailing two-year return to
durable/forecasted growth minus the rolling two-year return to the market.
The universe is the Russell 1000 Index.

Durable Growth Minus Forecasted Growth
Rolling Two-Year Excess Returns (Annualized)
(Fig. 7) December 31, 1991-December 31, 2021
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Past performance is not a reliable indicator of future performance.

Sources: Refinitiv/IDC data, Compustat, Russell, T. Rowe Price analysis. See Additional Disclosures. Using data points from Figure 6, this graph shows the

performance difference between durable growth and forecasted growth. The universe is the Russell 1000 Index.

APPENDIX

Factors are our internally constructed metrics defined as follows:

Valuation: Proprietary composite of valuation metrics based on earnings, sales, book value, and dividends. Factor selection and weighting varies by region and industry.
Growth: Proprietary composite of growth metrics based on historical and forward-looking earnings and sales growth. Factor selection and weighting varies by
region and industry.

Momentum: Proprietary measure of medium-term price momentum.

Quality: Proprietary measure of quality based on fundamental and stock price stability, balance sheet strength, various measures of profitability, capital usage,
and earnings quality.

Profitability: Return on Equity.

Risk: Proprietary composite capturing stock return stability over multiple time horizons (defined as positive return means risky stocks outperform stable stocks).
Size: Market capitalization (defined as positive return means larger stocks outperform smaller stocks).

Negative Earners: Stocks with a negative P/E ratio.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

To learn more, please visit troweprice.com.
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Additional Disclosures

Copyright © 2022, S&P Global Market Intelligence (and its affiliates, as applicable). Reproduction of any information, data or material, including ratings
(“Content”) in any form is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”)
do not guarantee the accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent
or otherwise), regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any damages,
costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a
particular investment or security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold
such investment or security, does not address the suitability of an investment or security and should not be relied on as investment advice. Credit ratings are
statements of opinions and are not statements of fact.

© 2022 Refinitiv. All rights reserved.

London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2022. All rights in the FTSE Russell indexes

or data vest in the relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or
omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. No further distribution of data from the LSE
Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote, sponsor or endorse the content of
this communication.

Source: MSCI. MSCI and its affiliates and third party sources and providers (collectively, “MSCI”) makes no express or implied warranties or representations
and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for
other indices or any securities or financial products. This report is not approved, reviewed, or produced by MSCI. Historical MSCI data and analysis should not
be taken as an indication or guarantee of any future performance analysis, forecast or prediction. None of the MSCI data is intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.

Important Information

This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any
nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended
to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates,
Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance.
The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any
jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’
accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject
to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the
material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is
provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited
Investors as defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment
management services.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange
Commission. For Institutional Investors only.

© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/ or apart,
trademarks of T. Rowe Price Group, Inc.
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