
Dear investor,
Welcome to the eighth issue of Temple Bar’s quarterly newsletter. 
In this quarter’s feature article, Ian Lance explores the continuing 
investment attractions of the modern banking business model. 
One of the key features of the last quarter was the sudden demise 
of several banks, most notably Silicon Valley Bank (SVB) and Credit 
Suisse. As the Temple Bar portfolio has holdings in NatWest, Barclays, 
Standard Chartered and Citigroup, Ian takes the opportunity to explain 
why he and co-portfolio manager Nick Purves believe selective banks 
can still represent very profitable long-term investments. 
We also include information about a recent video update recorded by Nick for the Doceo investment 
trust platform in March, news of the trust’s recently issued annual report and a curated selection 
of recent press coverage.

We remain open to your feedback on all matters relating to the trust. Please feel free to email us at 
TempleBar@Redwheel.com or by any of the other means of contacting us that are detailed on our website.
All the best for the year ahead. 

The Temple Bar team 
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The enduring 
investment 
appeal of banks 

“Simply dismissing a business model 
out of hand, without paying attention 

to the price at which that business is on 
sale, is an abdication of one of the key 
responsibilities of an active manager”



One of the key features of the last quarter has been the sudden demise 
of several banks, most notably Silicon Valley Bank (SVB) and Credit 
Suisse. Despite the fact that there were company specific errors that 
brought about these events, some fund managers well known for 
their quality growth style of investing, have suggested that this proves 
that banks as an industry are ‘uninvestable’. Of course, many of the 
same people were saying the same things about the energy sector a 
few years ago and this has subsequently been the best performing 
sector for the last two years and the only sector to produce a positive 
absolute return in 2022.¹  Indeed, some of our most profitable 
investments have been in industries which have become so hated that 
many fund managers state that they will not invest in them regardless 
of valuation. As the Trust has holdings in NatWest, Barclays, Standard 
Chartered and Citigroup, this quarter’s letter will seek to explain what 
is different about banks’ business model and why we believe they 
can still represent very profitable investments. 
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⁶	 NatWestGroupAnnualReportandAccounts,2022
⁷	 NatWestGroupAnnualReportandAccounts,2022
⁸	 ProcterandGambleAnnualReportandAccounts2022

¹ Bloomberg as at 12 April 2023
² NatWest Annual Report and Accounts, 2022
³ You are more likely to get divorced than to change your bank”, Fintech Finance News, 8 Jan 2019
⁴	 NatWestGroupAnnualReportandAccounts,2022&2016
⁵	 Bycontrast,sixyearsafterNetflixwasfoundedin1997,Blockbuster’ssame-storesalesgrowth

had turned negative, beginning its inexorable decline

What is different about the banking business model?
Thereareseveral things thatmakebanksdifferent fromstandard industrialbusinesses.At its
simplest, a bank’s profits are derived by taking in deposits on which it pays interest, and then 
lendingthemoutatahigherrateofinterest.Thedifferencebetweentheratepaidonthedeposits
and the rate charged on the loans (known as the net interest margin) accounts for a substantial 
proportion of most banks’ profits but there are two implications of this business model. 

Firstly, since a large part of a bank’s funding comes from deposits, it does not have to raise as 
much equity as a standard industrial company. If we take the example of NatWest, its equity 
capital is£36.5bnwhilst its fundingviadeposits ismuch larger at £470bn. Thecompanyhas
made loansof £373bnand therefore criticsof the banking businessmodelwill point to the
inherent leverage, whereby equity represents only 10% of the loan book.²

Thesecondmajordifference is thatbanksare susceptible toa ‘banking run’ in theway that
other companies are not. This is an event where depositors lose confidence in a bank and take 
their money out in a very short period of time (this was what caused SVB to fail).

Two final criticisms of the banking business model are that the returns are not high enough to 
compensate investors for the risks highlighted above and that the business model is now being 
disrupted by new entrants to the industry known as fintechs. Let us now dig a little deeper into 
each of these criticisms.

No evidence that banks are being disrupted by fintechs
The appropriately high regulatory oversight of the banking and broader financial sectors 
makes it very challenging for new companies to take meaningful share from incumbent banks. 
This perhaps insulates banking from the threat of obsolescence more than in some other sectors, 
where competition is fiercer and barriers to entry are lower. Whilst consumers will frequently 
switch between broadband providers or utility companies, research has revealed British citizens 
are more likely to divorce than to switch bank accounts, even if they are unhappy with the service 
they receive.³  Whilst many fintechs have been launched in the past decade to much fanfare, 
thecorebankinglandscape inmostcountries,andcertainly theUK,hasnot shiftedmuchasa
result: NatWest, a large UK retail bank that the trust owns, had 19 million UK customers in 2022, 
thesamenumberithadin2016.⁴		ThestoryisthesamewiththeotherlargeUKbanks,withscant
evidenceofmasscustomerchurn.⁵

What is happening, and a point that investors afraid of 
fintech innovation forget, is that banks are simply 
incorporating and adapting fintech approaches to change 
the way they interact with their customers. This not only 
neatly headsoff the risk of technological obsolescence
– with the well-funded banks able to put substantial 
resources into suchefforts –but it alsomakes these
processesmore pleasant and efficient for customers,
likely increasing consumer experience and retention, 
and lowering the cost of service delivery. At NatWest, for 
example, there were 10.1 million active digital users in 2022, 
with 8.9 million on the mobile app (more than double the 
4.2millionseenin2016)and63%ofallretailcustomersnow
exclusively using digital channels, requiring no human input 
whatsoever (up from58%just twoyearsago).⁶

At the same time, where customers need further support, 
thebankoffersAIvirtualassistance,resultinginjustunder
50%of customers resolving their issuewithnoneed for
human (read: expensive) intervention. In 2022, this 
amounted toa little less than5.2million customer
interactions with NatWest which were started, conducted 
and resolved fully autonomously, with no people from 
NatWestcustomersupport involved.⁷Withthewell-
heralded introduction in 2023 of newer, more capable and 
enterprise-ready AI tools, it seems highly likely that this 
rate may continue to improve, rewarding shareholders 
and customers with the improved productivity that novel 
technologies bring. The same story is true across the wider 
banking sector where retail banking customers and 
investors have come to expect their banks to keep up the 
pace of improved technological capabilities. In such an 
environment, it is puzzling to accuse these businesses 
of ignoring, or being incapable of responding to, 
technological innovation.

Are returns really too low to compensate investors?
Quality growth investors are sometimes guilty of a sleight 
of hand in which they claim that a consumer product 
business, for instance, is a better business than a bank 
because it makes a higher return on equity. Whilst this 
is factually correct, it is arguably disingenuous because it 
fails to consider the valuation paid to access those returns. 

Think of it this way: a landlord who purchased a house for 
£100,000 forty years ago, and now earns rent of £33,000 
on it has a yield of 33%. The new buyer at today’s market 
value of £825,000 ismaking a yield of 4%not 33%. The
same maths applies to stock market investments. 
CompaniessuchasProcterandGambleareoften lauded
as ‘wonderfulbusinesses’becauseof theirhighreturnon
equity and it is fair to acknowledge that in 2022 it made 
$15bnon anequitybaseof$46bnwhich isan impressive
returnonequityof32%.⁸

Theomissionhere is that Proctor &Gamble is valuedat
$355bn inthestockmarket todayandhencethe investor
who pays this starting price does not get to make a 32% 
return on equity but only 4% ($15bn/$355bn) because
theyarepaying7.5xshareholdersequity for theprivilege
ofbeingaProctor&Gamble shareholder.
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⁹	 Bloombergasat31.03.23
¹⁰	 Bloombergasat31.03.23

¹¹ The importance of considering the risks of the business model as well as those 
of the capital structure can be amply demonstrated by looking at what happens 
to the equity capital of companies with unprofitable economics. Merely observe 
the plethora of unprofitable tech companies that listed in the frenzy of 2021, only 
to be worth 1% of their peak value today. Business model, as well as funding 
structure, matters for investors.

¹²  Moody’s Annual Default Study, 2021
¹³ 	 WalterBagehot,LombardStreet:AdescriptionoftheMoneyMarket,1873

When businesses change hands at fractions (or large multiples) of their 
book value, the price paid for ownership can amplify or dampen the 
returns investors ultimately reap. In the same way that we would argue 
that investors bid away 30% returns on equity by paying eight times 
bookvalueforacompanylikeProctor&Gamble,wewouldarguethat
investors can generate superior returns by buying a 10% return on 
equity company like Standard Chartered at half of its book value (thus 
generating a 20% earnings yield on their money). Simply dismissing 
a business model out of hand, without paying attention to the price 
at which that business is on sale, is an abdication of one of the key 
responsibilities of an active manager.

Assuming all banks are the same is either lazy or misleading
Having had an unpleasant experience with a cheap bottle of heavily 
oaked Australian Chardonnay, none of us would conclude that all white 
wines are undrinkable. So why would anyone do that with businesses? 
A key job of an active fund manager is to find and own the very best 
investmentopportunitiesthattheirrelevantareaoffocusaffordsthem.
Dismissing a large number of companies, based on an assessment of the 
returns historically delivered by the sector in which they operate, would 
again seem to overlook this imperative function. 

Even if banks have performed poorly in broad terms, as measured by an 
appropriate index of choice, that is no reason to conclude that all banks 
have performed poorly and that the banking business model is flawed. 
There are, in almost all circumstances, standout performers to choose 
to be invested in. 

An easy example in the banking industry is US behemoth Wells Fargo, 
which has earned an average 13.3% return on equity in the 23 years 
since 2000, including the catastrophic industry experience in the 
FinancialCrisis (duringwhichitstillmademoney).⁹ Indeed, if investors
both recognised this impressive performance, and took advantage 
of the lowprice-to-bookopportunityofferedby thecrisis, buyers in
2009wouldhaveearneda total annualised returnof 17.7%over the
subsequentfiveyears.¹⁰Dismissingbanksoutright is todismiss these
return opportunities, not something we feel any need to do.

Looking at leverage alone is too simplistic
The counterpoint raised by some investors is that, whilst it is true that these high 
return opportunities do exist forbank investors, theydonotsufficiently reward
shareholders for the risks they bear, given the highly leveraged nature of the 
business. We disagree. Whilst it is no doubt the case that leverage brings with it 
risks, it is important to consider what companies do with the proceeds of that 
leverage, and how they employ it in the context of a wider business model, 
before reaching conclusions about howrisky thatborrowing really is. After all,
freight trucks have much larger engines than Ferraris, but don’t travel at speeds 
that endanger the driver nearly as much.

For example, a company that borrows money to purchase specialised equipment 
and construct a factory that can be employed only for the manufacture of a single 
product category, seems to us to be taking far more risk with that money than a 
bank, which deploys its borrowings across a broad array of assets, many of which 
are high-quality, low risk and deeply liquid, tradeable almost instantly to meet 
client redemptions.¹¹

One need only look at default rates by sector to observe that banking has one 
of the lowest cumulative default rates over a ten-year horizon. Bank default rates 
standat4.2%,whilstdurableconsumer goods (25.6%), retail (24.3%) and even
healthcare (10.4%)all sport farhigher risks for investors.¹²

It is true that leverage requires caution, and that bank management teams that 
do not proceed with that caution can wound shareholders, occasionally fatally. 
The same, however, is true of all business models, and bank management teams 
seem to have internalised the lessonmore thanmost, if a fifty-year record of
corporate bankruptcies is any guide.

How susceptible are banks to runs on deposits?
It is also finally worth rebutting the claim that even healthy, well-managed banks 
can be wiped out by bank runs, a topic which is top of mind in light of the recent SVB 
debacle. In the modern central bank system in which most economies operate, 
this is simply not the case. To paraphrase the famous Lombard Street maxim of 
Walter Bagehot, the function of central banks in times of crisis is to lend freely, 
against good collateral, at penalty interest rates.¹³ If you have intelligently 
managed your banking operation, and have sufficient quality on the asset side 
of your balance sheet, then you can borrow against these high-quality assets in 
times of distress, and canafford topay thepenalty rates for doing so. A glance
at the influx of deposits into the strongest banks over the past few weeks, in the 
wake of the SVB concern, is a worthwhile point of corroborating evidence that 
strong banks benefit at the expense of the weak.

Conclusion
We believe that there is a clear investment case for selected, well-managed banks 
who are able to respond to technological change with the dynamism demanded of 
a start-up, whilst at the same time managing their balance sheets with the 
conservative caution that is needed when employing borrowed money. The banks 
thatweown, inourview,meetandexceedtheserequirements,andofferinvestors,
at current valuations, excellent prospects for future returns. 

In taking this view, it would appear that we are in quite good company, since Warren 
Buffett’sBerkshireHathawayhas in thepastownedbanks suchasWells Fargo,
JP Morgan, Citigroup, Bank of New York Mellon and US Bancorp. Bank of America 
is currentlyitssecondlargestpositionafterApple.

If banksare ‘uninvestable’, itwouldappear thatno-onehasbothered to tell the
Sage of Omaha.



Past performance is not a guide to the future. The price of investments and the income from them may fall as well as rise and investors may not get 
back the full amount invested. Forecasts and estimates are based upon subjective assumptions about circumstances and events that may not yet 
have taken place and may never do so.
No investment strategy or risk management technique can guarantee returns or eliminate risks in any market environment. Nothing in this document 
should be construed as advice and is therefore not a recommendation to buy or sell shares. Information contained in this document should not be 
viewed as indicative of future results. The value of investments can go down as well as up.
This document is issued by RWC Asset Management LLP (Redwheel), in its capacity as the appointed portfolio manager to the Temple Bar Investment 
Trust Plc. Redwheel, is authorised and regulated by the UK Financial Conduct Authority and the US Securities and Exchange Commission.
Redwheel may act as investment manager or adviser, or otherwise provide services, to more than one product pursuing a similar investment strategy 
or focus to the product detailed in this document. Redwheel seeks to minimise any conflicts of interest, and endeavours to act at all times in 
accordance with its legal and regulatory obligations as well as its own policies and codes of conduct.
This article is directed only at professional, institutional, wholesale or qualified investors. The services provided by Redwheel are available only to such 
persons. It is not intended for distribution to and should not be relied on by any person who would qualify as a retail or individual investor in any jurisdiction 
or for distribution to, or use by, any person or entity in any jurisdiction where such distribution or use would be contrary to local law or regulation.
The information contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer, 
recommendation or solicitation to buy or sell shares in any fund, security, commodity, financial instrument or derivative linked to, or otherwise included 
in a portfolio managed or advised by Redwheel; or (iv) an offer to enter into any other transaction whatsoever (each a Transaction). No representations 
and/orwarrantiesaremadethattheinformationcontainedhereiniseitheruptodateand/oraccurateandisnotintendedtobeusedorrelieduponbyany
counterparty, investor or anyother thirdparty. Redwheel bearsno responsibility for your investment researchand/or investmentdecisions andyou
should consult your own lawyer, accountant, tax adviser or other professional adviser before entering into any Transaction.

Financial data
Total Assets (£m)	 820.87
Share price (p) 231.0
NAV (p) (ex income,debtatmkt)	 243.1
Premium/(Discount), Ex income (%)	 -5.23
NAV (p) (cum income,debtatmkt)	 245.7
Premium/(Discount), Cum income (%)	 -6.37
Historicnet yield (%)	 4.05
Net gearing (%) 6.57

Dividend history
Type Amount (p) XD date Pay date
4th interim	 2.50	 10.03.23	 31.03.23
3rd interim	 2.50	 10.12.22	 30.12.22
2nd interim 2.30 10.09.22 30.09.22
1st interim	 2.05	 10.06.22	 30.06.22

Performance (total return)
Cumulative returns (%)

Share NAV FTSE
price  All-Share

1month	 -5.5	 -6.1	 -2.8
3months	 5.8	 5.8	 3.1
1 year	 4.1	 7.0	 2.9
3 year	 71.2	 81.6	 47.4
5 year	 16.6	 17.1	 27.8
10year	 52.0	 59.4	 75.9
Since30/10/2020	 81.1	 75.8	 43.3

Rolling 12 month returns (%)
Share NAV FTSE
price  All-Share

31.03.22 - 31.03.23	 4.1	 7.0	 2.9
31.03.21 - 31.03.22	 5.0	 6.3	 13.0
31.03.20 - 31.03.21	 56.7	 59.8	 26.7
31.03.19 - 31.03.20	 -39.0	 -41.0	 -18.5
31.03.18 - 31.03.19	 11.6	 9.3	 6.4

19.2%

18.8%

6.6%

9.2%

8.0%

6.4%

4.6%

1.4%

13.6%

12.3%

  Cash & equivalents

  Consumer Staples

  Information Technology

  Utilities

  Financials

  Energy

  Materials

  Communication Services

  Industrials

  Consumer Discretionary

Sector analysis

Important information 

BP	 7.57
Shell	 6.86
MarksandSpencerGroup	 6.58
Centrica	 6.39
NatWestGroup	 5.43
StandardChartered	 5.42
Pearson	 5.20
ITV	 4.95
TotalEnergiesSE	 4.73
InternationalDistributionsServices 4.47
Total 57.6

Top 10 equity holdings (%)

The Temple Bar portfolio 
Data as at 31 March 2023



Positive media coverage of Trust continued during 
the first three months of 2023, with Ian and Nick 
contributing to a range of publications, including 
the Daily Mail, Bloomberg, This is Money, Investors’ 
Chronicle, and appearances on Sky News and 
Bloomberg’s Merryn Talks Money podcast.

Subscribe to receive a version 
of this newsletter delivered 
straight to your inbox. 

Temple Bar’s annual report and financial 
statements for the year ended 31 December 2022 
were published on 23 March. Shareholders for 
whom we hold correspondence details should 
already have been notified of this, but you can 
download a copy of the annual report from 
our website (templebarinvestments.co.uk) or 
request a copy by emailing us at TempleBar@
Redwheel.com. 

Ian Lance presented at a UK Investor Magazine 
virtual event in March, outlining how the 
trust is positioned to capture the UK value 
opportunity. You can watch a recording of his 
presentation and download the slides via the 
link below. 

Watch and download now >
https://ukinvestormagazine.co.uk/temple-bar-investment-trust-
presentation-march-2023/

Phone
+44	(0)371	384	2432

Broker helpline
+44	(0)906	559	6025

templebar@redwheel.com
templebarinvestments.co.uk

Why there’s more to come 
from Temple Bar
– Investors’ Chronicle 

The potential 
benefits of share 
buybacks
– Sky News

Time to invest in 
the UK 
– Shares Magazine

Why you should stop selling 
UK equities 
– Merryn Talks Money podcast

What the ‘resurgence’ of 
value stocks means for 
investors 
– FTAdviser

 Other news 

Annual report and accounts

Nick Purves video 
March 2023

UK Investor Magazine 
event presentation

Temple Bar 
in the media

Temple Bar’s Annual General Meeting will this year be held at 25 Southampton 
Buildings, London, WC2A 1AL on Tuesday, 9 May 2023 at 12:30pm. We realise that 
this newsletter may arrive with you after the AGM has taken place, but 
shareholders are welcome to attend in person where you will be able to hear 
a presentation from our portfolio managers and meet the board of directors. 

Annual General Meeting

In this video, Nick provides 
an update on recent 
performance, current 
strategy and an outline of 
the investment case for two 
of the portfolio’s core 
holdings, Shell and Barclays.

Watch now >
https://www.templebarinvestments.co.uk/
nick-purves-video-update-march-2023/




