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Inthelastfewyears, someinvestors have ‘learnt’
thatvaluation no longer matters, as seemingly
already expensive stocks have continued to soar
to the skies, whilst lowly valued stocks have
remained cheap. | continue to believe that this
period has been the exception, not the rule
(thistime is not different) and will attempt to
show why in this quarter’s letter to investors.

We start our defence with exhibit A, a chart showing
the correlation of the valuation of the US equity
market with the subsequent returns that were earned
from it by investors. | believe this is one of the most
important chartsin finance.

Produced by US fund manager, John Hussman,
the chart plots the valuation of the S&P 500 Index
(across the x-axis) with the subsequent 12-year
nominal annual return (on the y-axis). The lower
valuations are onthe left-hand side of the chart, and
we can see how these closely match high annual
returns. For instance, a valuation point of 0.60 tends
to produce returns of about 16% perannum.
Contrast this with the data on the right-hand side
of the chart, where a valuation of 2.95 has historically
resulted in annualised losses of 4% per annum over
the subsequent twelve years.



“BEvidently, many investors
buy when valuations are
high and subsequent
returns are likely to be low
and vice versa. In fact,
more money wentinto
the US stock marketin
2021 atits all-time high
thanin the previous 20
years added together.”

Starting valuation has a strong influence on future long-term returns
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Note two more things. Firstly, the author has highlighted the valuation that the S&P 500 at which closed 2023
andthefactthat, historically, paying this valuation has led to long-term losses forinvestors. Secondly, note the
lack of dots to the right of the end of 2023 valuation point. Thisis because the valuation of the US stock market
attheend of 2023 was one of the highest ever observed in the period since 1928.

Ifind the (negative) correlation in the data above extraordinary. To putitin technical terms, the R-squaredis-0.93
whichimpliesa near perfect negative correlation between starting valuationand subsequent returns. In simple
English, if you boughtthe US equity marketwhen itwas cheap, you received good returns in the following years,
and when you boughtitwhen itwas expensive, you received bad (sometimes negative) returns. Furthermore,
there have beenvirtually noinstancesin the period studied when thatwas not the case. Let’s now try to explain
this link between valuation and subsequent returns.

The logic behind
therelationship

[thelps to remind ourselves that when we investin equities, we are simply buying a stream of cashflows, and
the higherthe price (orvaluation) we pay for that stream of cashflows, the lower the rate of return we should
generally expectto receive. Toillustrate this point, let’sassume we are receiving £1,000 in five years’ time and
thenlook atthe annualised return we receive at various different purchase prices (see chart below). If we buy
anassetfor£150today andit gives us £1,000in five years’ time our annualised return is 46%, whereas if we pay
£900ourreturn fallsto 2% perannum.

Returns are directly linked to the price paid
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Clearly, thisis atheoretical exercise because, when investing, we don’t
know precisely what the future returnwill be. Itis, however, a useful exercise
in demonstrating the logic that sits behind the enduring relationship
between starting valuation and future long-term returns.

Nevertheless, armed with this knowledge, the obvious question to ask
iswhy so many people, and thisincludes professional investors, would
ignoreitand do the opposite of what itimplies? Evidently, manyinvestors
buywhen valuations are high and subsequent returns are likely to be
low and vice versa. In fact, more money wentinto the US stock market
in2021 atits all-time high than in the previous 20 years added together’

The influence of emotion

When people are buying groceries, a car or a house, they tend to act
rationally and are able to make a sober assessment of the price relative to
thevalue of the objectthey are purchasing. Unfortunately, when it comes
tobuying stocks, we tend to become emotional, and our decisions are
ofteninfluenced by ‘fear’ and ‘greed’. When investors see stocks going up
andother people gettingrich (atleaston paper), they have an overwhelming
urgetojoin the herd and rushinto stocks often at completely the wrong
time. Thisis what produces stock market bubbles. Conversely, when we
seebad newsonthefront pagesandshare prices are plummeting, investors
often become fearfuland sell at the wrong time.

We, as valueinvestors, try to exploit thisemotional behaviourin other
investors by purchasing stocks where temporary bad news has pushed
theshare price well below the true value of a business. Thisis what famed
USvalue investor, Warren Buffett meant when he advised investors to
“Befearful when others are greedy. Be greedy when others are fearful.”

Thistime is
different

“Be fearful when others are
greedy. Be greedy when
others are fearful.”

Warren Buffett

Toillustrate this point, imagine that your friend has offered to sell you
herice cream van. You turn up to discuss the price with her on a wet
Wednesday in March when she has sold three ice creamsin six hours. The
chances aresheis likely to offeryou asignificantly better (lower) price for
the business than ifyou met atthe end of hot day by the beach in August
when she has totally sold out by the middle of the afternoon. But let’s
say thatyou intend to own this van for the next ten years. Then your
assessmentofitsvalue can be based on the likely cash flows the business
will produce overthewhole period, bearingin mind all the seasonal ebbs
and flows. Neither the slumpin salesin March northe buoyant sales of
August have any realimpact on the long-termvalue of the business and
yettheyare likely to have an emotionalimpact on your friend’s ability to
price the business. If you are a value investor, you will buy the business
duringthe March downpour rather than the summer heatwave.
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T e :

Why UK?

UK equities are currently among the cheapest assets that investors can buy
anywhereintheworld. Asthe chart below illustrates, the UK stock market currently
trades atavaluation discount of more than 40% to the rest of the world - that's more
than double the historic average and the biggest discount seen in the last fifty years.

UK stocks trade at a massive discount to global peers B MSCI UK vs World (LHS)
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Why value?

Empirical evidence has consistently demonstrated that value
investment strategies work over the long run. Lowly valued
stocks have outperformed in every complete decade for
the last 100 years, apart from the 2010s. Quality and growth
strategies, on the other hand, have not generally worked over
longertime periods.

In an uncertain world where we don’t know what the future
holds, it makes sense to rely on what has worked in the past.

Value continuesto be very M Value vs Growth (Avg % Premium On PE, PBV &PD
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Source: Morgan Stanley to 30 June 2023. No investment strategy or risk management
technique can guarantee returns or eliminate risks in any market environment. Past
performanceis 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. No investment strategy or risk management technique can guarantee
returns or eliminate risks in any market environment.

Why active management?

Given the extent of the UK valuation discount, broad exposure
to the UK stock market has the potential to deliver exceptional
long-term returns to investors. But the more selective
approach pursued by active portfolio managers such as lan
Lance and Nick Purves, has the potential to deliver even better
outcomes, albeit these are not guaranteed.

With more than seventy years investment experience between
them, lan and Nick focus the portfolio towards the most
compelling investment opportunities and avoid those that
look less attractive. In doing so, they are confident they can
deliveran even better long-term performance than the broad
UK stock market, which is an outcome that their investors
have regularly enjoyed in the past.

“We are value investors because we believe
thatitis a strategy that works and thereis a
huge amount of empirical evidence to prove
this. The reason it works is because human
beings are subject to behavioural biases
that mean that they are prone to overreaction
and extrapolation. We try to put ourselves
at a fundamental advantage by thinking and
acting longer term than most market
participants and thus exploiting these biases.”

lan Lance, co-portfolio manager of Temple Bar
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OTHER NEWS

Temple Barinthe media

Further positive media coverage of the Trust continued during the final weeks of 2023, with
lan and Nick contributing to a range of publications, including Bloomberg, MoneyWeek,
Citywire, Trustnet, Shares Magazine, Portfolio Adviser and an appearance on Schroders’
Value Perspective podcast.

Why it’s time for value

The big UK bargain torin

hunt continues Vs § " PortfolioAdviser
Bloomberg :

The value perspective

podcast, withlan Lance : )
Schroders’ Value Perspective podcast i Value ll'lVEStlIlg is back:

why the style is
working and how to get

involved
Aj Bell Shares Magazine

Time for value?

lan Lance, who heads the Redwheel UK Value & Income
team with Co-Portfolio Manager Nick Purves, recently
recorded a film in which he articulates some of his
expectationsfor2024.

Among otherthings, lan explains why he believes value
investing looks poised for a comebackin 2024, and
predicts anotheryear of reversion back to an economic
cycle of normalised inflation and interest rates, after
the decade of exceptional policy and quantitative
easing. He considers these to be conditions that could
befavourableto thevalue style of investing, over other
stylessuch as growth or quality.

You can access the film on the Temple Bar website by
following the link below.

Watch now >
https;//www.templebarinvestments.co.uk/time-forvalue/




The Temple Bar portfolio
Dataasat31 December 2023

Top 10 equity holdings (%)  Financialdata
Shell 73  Total Assets £795.7m
BP 64  Shareprice(p) 238.00
TotalEnergies 54 NAV (p) (cumincome, debt at mkt)* 252.22
’ Premium/(Discount), Cum income (%)* (5.6)
Marks & Spencer 53 Historic netyield (%) 4.0
NatWest 51 Net gearing (%)* 8.0
Aviva 44 Calculated with debtatfairvalue
[TV 43
Stellantis 40 Dividendhistory
Barclave 4'0 Type Amount(p) XDdate Paydate
Anglo/{merican 3.8 3rdinterim -2023 250 301123  29.12.23
l 50 '0 2nd interim -2023 2.30 24.08.23  29.09.23
Tota ¥ Istinterim-2023 230 010623 30.06.23
4thinterim-2022 250 020323 31.03.23

Performance (total return)
s Past performance is not a guide to future performance. The
maneals value of investments and the income from them may fall as
well as rise and is not guaranteed; an investor may receive
back less than the original amountinvested. This Trust may
not be appropriate forinvestors who plan to withdraw their
money within the short to medium term.

Consumer Discretionary

Performance (total return)

Communications Cumulative returns (%)

Share NAV FTSE
/ price All-Share
Materials
1 month 3.9 34 4.5
(i 3months 19 1.8 32
3year 39.9 412 281
(i i Syear 28.8 30.0 37.7
P 10 vyear 415 475 68.2
Since 30/10/2020 92.5 86.7 50.0
Healthcare

Rolling 12 month returns (%)
Utilities Share NAV FTSE
price All-Share
Witti A 31.1222-31.12.23 125 123 7.9
31.12.21-31.12.22 36 0.9 03
Vi 31.12.20-31.1221 200 246 183
A 31.12.19-31.12.20 315 -28.0 9.8
31.12.18-31.12.19 343 279 19.2

Performance, price andyield information is sourced from Morningstar as at 31.12.23.

Important information

Past performanceis 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 fullamount invested. Forecasts and estimates are based upon subjective assumptions about circumstances and events that may
notyet have taken place and may neverdo so.

No investmentstrategy 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 asindicative of future results. The value of investments can go down aswell as up.

Thisarticleisissued 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 actas investment manager oradviser, or otherwise provide services, to more than one product pursuing a similarinvestment strategy or
focustothe product detailed in this document. Redwheel seeks to minimise any conflicts of interest, and endeavoursto actatall times in accordance
withitslegal and regulatory obligations as well asits own policies and codes of conduct.

Thisdocumentisdirected only at professional, institutional, wholesale or qualified investors. The services provided by Redwheel are available onlyto such
persons. Itis notintended for distribution to and should not be relied on by any person who would qualify as a retail orindividual investor in any jurisdiction
orfordistributionto, or use by, any person orentity in anyjurisdiction where such distribution or use would be contrary to local law or regulation.

Theinformation contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer,
recommendation orsolicitation to buy orsell shares in any fund, security, commodity, financial instrument or derivative linked to, or otherwise included
ina portfolio managed or advised by Redwheel; or (iv) an offerto enter into any other transaction whatsoever (each a Transaction). No representations
and/orwarranties are made that the information contained herein is either up to date and/or accurate and is notintended to be used or relied upon by
any counterparty, investor orany otherthird party. Redwheel bears no responsibility foryourinvestment research and/or investment decisions and you
should consultyourown lawyer, accountant, taxadviser or other professional adviser before entering into any Transaction.
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