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Introduction — has the market stopped
caring about value?

Thevery essence of value investing is the search for securities which areincorrectly
priced - where the market priceistrading at a substantial discount to the intrinsic

value of the underlying business. Sometimes this happens because investors are
proneto behavioural biases such as extrapolation, herding and risk aversion, which

can lead them to make emotional decisions, such asselling a cyclical stock at the
low point of the economic cycle, unable to see how things will everimprove.

Mispricing can also occur when investors are forced — or choose - to investin a
‘valuation agnostic’ way, without incorporating any fundamental analysis into
their decision-making process. For example, UK pension funds have reduced
theirexposure to UK equities from above 50% in 2000 to around 3% today’,
despite the UK equity market appearing to be one of the lowest valued in the world.
This shift was largely driven by regulation, so the low valuation of UK equities was
completely irrelevant (as was the low yield and high valuation of the fixed income
securities they were buying).
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Forinvestorslike us, who use valuation as a cornerstone of their process,
this behaviouris welcome. When investors buy or sell indiscriminately,
they push share prices further away fromintrinsic value, creating
opportunities to purchase significantly undervalued securities.

In this article, we explore how therise in valuation-agnosticinvesting is
influencing the opportunity set forthoseinvestors like us, who remain
focused on fundamentals. We consider how the growth of passive
investing, fast-trading hedge funds and retail speculation have

increased the number of stocks trading far from their long-term value.

The rise of passive investing

Passive investing has grown very significantly over the last twenty
years and now accounts foralmost half of all equity invested in
mutual funds and exchange-traded funds (ETFs) globally2. Some of
the largestindex-tracking vehicles are now very big indeed, with the
SPDR S&P 500 ETF Trust, iShares Core S&P 500 ETF and Vanguard 500
Index Fund each holding more than $500 billion in assets3.

Passive investing now accounts for nearly half of global markets
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Asthe share of market participants who care about fundamentals
shrinks and is replaced by those who are indifferent to valuation, it
must inevitably lead to mispricing. Mike Green of Simplify Asset
Managementsums it up as follows:

“Passive is really just the world’s simplest algorithm. Investors
who analyse a company’s prospects and attempt to value
businesses have been replaced by machines that are simply
saying, ‘Did you give me cash? If so, then buy. Did you ask for
cash? If so, then sell’™

When those with nointerestin valuation crowd outinvestors focused
onwhata stockisworth, the market’s price discovery mechanism
beginsto break down. The extent to which thisis happeningis visible
in the chart below, highlighting the huge disparity in funds flowing
into passive strategies compared to active strategies. Active managers,
particularly those with a value-driven approach, are typically
underweight expensive mega caps and overweight smaller, cheaper
stocks®. As assets move from active to passive, these undervalued
stocks aresold and the proceeds are increasingly allocated to larger
more expensive stocks.

Passive flows are increasing while active
flows have stagnated
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Source: Morningstar, Redwheel, April 2025. Cumulative fund flows in US dollars from January
2012. Morningstar Global universe of mutual funds and ETFs, excluding money market funds
and fund of funds. The information shown above is for illustrative purposes.

Passive has, in essence, become a giant momentum strategy - rewarding
size and valuation indifference. The result is a self-reinforcing cycle
where a handful of very large companies have come to dominate the
index, regardless of fundamentals.

A handful of stocks now dominate the
US market - regardless of valuation
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Source: Bloomberg, Redwheel, 31 March 2025. Past performance is not a guide to the future.

The growing influence of pod shops

‘Pod shops’ are hedge fund platforms that allocate capital to many
independent portfolio managers, or ‘pods’, each running theirown
strategies, often with a sector or event-driven focus. The parent fund
encourages its pods to focus on relative differences between stocks
-buying one stock while shorting another (betting that its share price
will fall) - rather than taking big bets on where the overall market is
heading. This ‘market neutrality’ meansthey can apply leverage across
the strategies while keeping risks tightly controlled. The structure
aims to deliver consistent, low volatility returns — a key draw for
institutional investors.

' Source: Portfolio Institutional, February 2025

2 Source: Morningstar, March 2025

3 Source: Company websites, Redwheel, April 2025
4 Source: Yes, | give afig, September 2024

5 Source: GMO, Q1 2024
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Theincentive structure within pod shops is built around short-term,
risk-adjusted performance. Portfolio manager compensation is closely
tied to recent results and many pod shops even penalise managers

for holding positions beyond a set period - often just 30 days. This
encourages rapid turnover and a focus on near-term catalysts such

asearnings releases, guidance updates or analyst revisions.

Thescale of pod shopsis significant. The two largest firms, Citadel
and Millennium, manage $65 billion and $73 billion, respectively®.

Their collective headcount has tripled since 20157, and their influence
extends far beyond their assets due to high turnover and gearing.
Gross leverage across multi-strategy funds has risen from 4x a decade
ago to 12x today®. As a result, itis estimated that pod shops now
account for more than 30% of US equity trading volume®.

This concentration of capital and trading activity makes them highly
influentialin determining short-term share price moves. Their activity
is particularly visible around earnings season, where the reaction to
results has become fasterand more extreme. Positive surprises can
trigger sharp rallies as the pods pile in, while disappointments often
spark steep falls as they race to exit or take short positions.

Theeffectis particularly pronounced in the mostliquid, widely followed
stocks where pod shop activity is most concentrated. But, more
broadly, the resultis a market increasingly shaped by short-term flows
and rapid reaction, rather than long-term fundamentals - further
contributing to the mispricing of securities.

Retail day traders

Meanwhile, the proliferation of retail day trading, fuelled by platforms
like Robinhood and Reddit’s WallStreetBets community, has reshaped
market behaviour in ways that extend far beyond previous cycles of
rising individual investor participation.

Since 2020, retail trading volumes have grown dramatically. In 2021,
retail investors accounted for 25% of total US equity trading volume,
nearly double the share reported a decade prior?.

Several factors have contributed to this shift: easier access via
commission-free apps, heightened market volatility during the
pandemic, the influence of social media and government stimulus
chequesthat gave many individuals the means - and the motivation
—tospeculate.

Theimpact has, attimes, been extraordinary, as best illustrated by
thetradingin GameStop in January 2021, which saw the stock swing
wildly within hours - rising 82%, falling 77%, then jumping 150%
- as coordinated retail buying overwhelmed institutional players.

GameStop, January 2021 - how retail
speculation can distort prices
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Source: Bloomberg. GameStop conducted a 4:1 stock splitin July 2022. Past performance
is nota guide to the future. The prices of investments and income from them may fall as well
as rise and investors may not get back the fullamount invested. The information shown
above is forillustrative purposes.

“Whilst it is possible to view passive
flows as an unstoppable steamroller,
flattening anything that tries to get in its
way, we believe this is a finite process. At
some level of undervaluation, entire
companies are bid for by competitors or
private equity firms."
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How this creates opportunity

We believe the growth of passive investment strategies has driven
thevaluations of the largest stocks in the most popular markets -

those receiving a disproportionate share of passive flows - significantly
above theirintrinsic value. Conversely, they are driving the valuations

of many other stocks being sold down by active managers significantly
below theirintrinsic value.

The momentum-driven, valuation-agnostic approach of pod shops
only reinforces this, as does the activity of retail day traders. The focus
of all three groups is often on the same narrow set of stocks.

Fordisciplined, long-term investors, this can be frustrating - but itis
also the source of opportunity. When share prices are driven further
below the underlying value of the business, the potential for future
returnsincreases.

What this means for Temple Bar

Whilstitis possible to view passive flows asan unstoppable steamroller,
flatteninganything that tries to get in its way, we believe thisis afinite
process. At some level of undervaluation, entire companies are bid
for by competitors or private equity firms. Others use their low
valuation to create enormous value by buying back their own shares.
And eventually, the upper hand returns to the surviving stock pickers,
and money flows out of passive and back to active.

Perhaps that point has already been reached. The recentincrease
in takeovers and share buybacks suggests that, in the UK at least,
we may have reached the lower limit on valuations — and others
appear to be stepping in to take advantage of the value on offer.

Asfaras Temple Baris concerned, ourapproachis rooted in long-term
fundamentals and a disciplined focus on valuation. Market dislocations
ofanysortcan help widen the opportunity set forinvestors like us. If we
are now entering a period where valuation starts to matter more, that
should prove afavourable environmentforour strategy.

Conclusion: why value still matters

The growing influence of valuation-agnosticinvestors presents both
challenges and opportunities for fundamentally driven investors.
Akey challengeisthat, for periods of time, valuation may be ignored.
Share prices can move significantly on short-term momentum or flows,
while robust undervalued businesses are overlooked. This can be
frustrating for disciplined, long-term investors. But it also creates
opportunity. If fundamentals are being sidelined, the number and
scale of pricing anomalies should increase, offering more chances
to buy good businesses well below their intrinsic worth.

Although fund flows still appear to favour passive strategies, there
isstrong evidence thatfundamentals are reasserting themselves in

markets. Thevaluation gap between value and growth stocks, which
had reached historic extremes, has started to narrow. Outside the US,
value has been outperforming growth consistently. Evenin the US,
there have been periods thisyear when value has shown clearrelative
strength. Asfarasthe UK stock market is concerned, the recent uptick
intakeovers and share buybacks also suggests that others are beginning
to take advantage of the abundant value on offer.

For Temple Bar, this environment is encouraging. We continue to
focus on fundamentals and valuation — and we believe that, asthe
market continues to rediscover theimportance of value, our approach
iswell placed to benefit.

Therecord gap between value and
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Source: Morgan Stanley, 30 April 2025. Past performance is not a guide to the future.

“Although fund flows still appear
to favour passive strategies, there is
strong evidence that fundamentals

are reasserting themselves in
markets. The valuation gap
between value and growth stocks,
which had reached historic
extremes, has started to narrow."

Source: Company websites, April 2025
Source: Goldman Sachs, April 2024
Source: Rupak’s Substack, March 2025
Source: NSP Group, March 2024
0 Source: The Retail Investor Report, August 2023

—© © - O



@ TempleBarquarterly newsletter

Other news

FT Advise
100 Club A

We are pleased to share the news that Temple Bar haswon FT
Adviser's 100 Club 2025 award in the UK Equity Income category.

"The Asset Allocator 100 Club pinpoints the UK’s very best
open-ended funds, investment trusts and asset managers over
the pastyear. 100 nominees have been hand-picked for the Asset
Allocator 100 Club 2025, and a panel of leading investment
managers has now decided which of these 100 funds and asset
managers represent the elite in each of our specialist categories."

L,

C

Nick Purves, Fund Manager

In June, Nick Purves presented at a UK Investor Magazine
virtual investment trust conference, where he gave an
insightful update on the Temple Bar portfolio's
progress and positioning, as well as handling a series
of questions from the audience on subjects including
tariffs, value investing and takeover activity in the UK
stock market.

templebarinvestments.co.uk/media/insights/presentation-nick-purves/

Temple of performance

QuotedData has recently published a new research note with
a positive view on Temple Bar.

"Temple Bar Investment Trust (TMPL) is continuing to
deliver for its shareholders. Over each of the past three
years, both its NAV and share price total return have been
ahead of the UK market and global equities, as well as
the closest index comparator, the MSCI UK Value Index.

This marked outperformance has been achieved by the
managers, lan Lance and Nick Purves, staying true to their
core investment philosophy. While thisis rooted in a deep
beliefin value investing, more importantly it means
identifying companies that have a credible path to recovery,
ratherthan just simplistically targeting beaten-up stocks
in the hope that they will eventually return to long-term
average valuations."

Read the full note here: quoteddata.com/research/
temple-bar-temple-of-performance-qd/

We were delighted to welcome so many shareholders
to the Barber-Surgeons' Hall, London, in May for
Temple Bar's Annual General Meeting. In their
presentation, Nick Purves and lan Lance reflected
on the Trust's strong absolute and relative
performance overthe last financial year, discussed
how they are navigating current market conditions
and how the portfolio is positioned for the year
ahead. A pre-recorded version of the Portfolio
Managers' presentation is available on our website.

templebarinvestments.co.uk/media/insights/agm-presentation/
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TEMPLE BAR
IN THE MEDIA

Positive media coverage of the
Trust has continued in recent
months, with Ian and Nick
contributing to a range of
publications and podcasts,
including The Times, This is

Money, AJ Bell’s Money &
Markets podcast and FT Adviser.

Why it’s worth getting on the British
comeback trail
—-TheTimes

Temple Bar success driven by tried and
trusted plan
- ThisisMoney

UK growth back in the spotlight
—Money & Markets podcast (starts 18m 7s)

Temple Bar's Ian Lance on bargain shares
- ThisisMoney

Wealth managers cut UK exposure
despite cheap valuations
- FTAdviser

Is it time investors waved goodbye to US
tech titans?
—Thisis Money

An update on our analysts’ top picks
for 2025
- QuotedData



The Temple Bar portfolio

Data as at 30 June 2025
Top 10 equity holdings (%)  Financial data
z Gross Assets £987.4m
]oh'nson Matthey Matene.ﬂs 5.1 Share price (p) 319.00
Aviva Financials 51 NAV(p) (cumincome, debtat mkt)* 325.35
Shell Energy 4.9  Premium/(Discount), Cumincome (%)* (2.0)
NN Financials 4.8  Historicnetyield (%) 39
TV Communications 45  Netgearing(%)* 5.1
BT e 44 *Calculated with debt at fair value
NatWest Financials 4.0  Dividend history
BP Energy 39 Type Amount (p) XDdate Paydate
Smith & Nephew Healthcare 3.6 1stinterim -2025 3.75 29.05.25 27.06.25
Marks & Spencer Consumer Staples 3.4 A4thinterim -2024 300 060325 020425
Total 437  3rdinterim-2024 300 211124 301224
2ndinterim-2024 2.75 220824  27.09.24
Sector analysis (%)* Performance (total return)

Past performance s not a guide to future performance. The value

Financials  ofinvestmentsand theincome 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

Communications

Cumulative returns (%)

Share NAV FTSE
ey price All-Share
Materials 1month 2.6 1.7 0.5
3months 10.0 17 44
3year 66.1 61.7 355
oAb Syear 154.1 1293 673
Cokiiimsesiniiis 10year 104.7 98.2 92.7
Y Since 30.10.2020 1749 155.7 792

Industrials Rolling 12 month returns (%)
Share NAV FTSE
Utilities price All-Share
30.06.24-30.06.25 29.1 215 116
Information Technology 30.06.23-30.06.24 218 229 13.0
30.06.22-30.06.23 6.0 8.7 7.9
W Cash & equivalents 30.06.21-30.06.22 58 0.2 16
30.06.20-30.06.21 445 415 215

*Exposures expressed as a % ofthe gross assets (investments plus cash) of the Company.  Performance, price and yield information is sourced from
Frostrow Capital LLP.

Importantinformation

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. Forecasts and estimates are based upon subjective assumptions about circumstances and events
that may not yet have taken place and may neverdo 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 articleisissued 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.

The statements and opinions expressed in this article are those of the author as of the date of publication.

Redwheel may actasinvestment manageroradviser, or otherwise provide services, to more than one product pursuing a similarinvestment
strategy or focusto the product detailed in thisdocument. Redwheel seeks to minimise any conflicts of interest, and endeavoursto act atall
timesin accordance withits legal and regulatory obligations as well as its own policies and codes of conduct.

This document is directed only at professional, institutional, wholesale or qualified investors. The services provided by Redwheel are available
only to such persons. Itis 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
contraryto local law or regulation.

The information contained herein does not constitute: (i) a binding legal agreement; (ii) legal, regulatory, tax, accounting or other advice; (jii) an offer,
recommendation orsolicitationto buyorsell sharesin anyfund, security,commodity, financialinstrument or derivativelinked to, or otherwise included
ina portfolio managed oradvised by Redwheel; or (iv) an offer to enter into any othertransaction whatsoever (each a Transaction). No representations
and/orwarranties are made that the information contained hereinis either up to date and/or accurate and is not intended to be used or relied upon by
any counterparty, investor or any other third party. Redwheel bears no responsibility for your investment research and/or investment decisions and
you should consult your own lawyer, accountant, tax adviser or other professional adviser before entering into any Transaction.

TEMPLE BAR

Investment Trust Plc

Phone: +44 (0)371 384 2432

Broker helpline: +44 (0)906 559 6025
templebar@redwheel.com
templebarinvestments.co.uk



