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Year’s end is neither an end nor a beginning but a going on.

A year ago we made the point that, very much in keeping with the quote above, we are loathed to
view the turn of the calendar as anything special in investment terms, it being just another day after
all. However, we made an exception last year on the basis of a newly sealed Brexit deal, promising
Covid-19 vaccine developments, resurgent M&A activity and more, which we concluded allowed us
to ‘start the new year with a renewed sense of enthusiasm in our outlook for UK equities.’

As it turned out, we shouldn’t really have bothered! Whilst UK equities made solid gains in 2021
they yet again lagged other geographies, as they have for several years now, the chart below
highlighting the performance of MSCI UK relative to MSCI World since 2015.
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Brexit continued to create challenges for the UK in 2021, whilst the emergence of first Delta, then
Omicron, meant the pandemic remained front and centre of everyone’s minds during the year. After
an initial burst of enthusiasm for ‘value’ in January and February, markets reverted to ‘growth’ and
‘quality’ for much of the rest of the year, as they have for so many years now. Meanwhile, looking at
fund flows shows the UK remained deeply unpopular with domestic and overseas investors alike.

This year we offer no ‘new year, new outlook’ type commentary. Rather, we move forward with the
same broad outlook that we’ve held for some considerable time, which can be encapsulated as:

e The UK equity market looks highly attractive from a valuation perspective both absolute and
relative to other geographies.

e The UK domestic economy is in good shape. Notwithstanding rising energy prices and
(probably) taxes, households have significant excess savings and corporate balance sheets
are robust. Labour and housing markets are healthy and financial conditions remain easy,
even if interest rates rise gradually from here.

e We will, eventually, learn to live with Covid-19, as we do the several other coronaviruses
that have been identified since the mid-1960s. The world will reopen again.

e We will continue to evolve and adapt our relationship with our hugely important trading
partners in Europe.

Value of investments can fall as well as rise and you may not get back the amount you have invested



The disconnect in valuation, perception, and investor positioning in ‘value’ stocks relative to
‘quality’ and ‘growth’ is more extreme than at any point in our careers, with the exception
of the ‘dot com’ mania of 1999/2000. This will, eventually, normalise.

We don’t intend to elaborate on these points in detail here, but rather offer a few interesting,
relevant charts that we’ve seen recently that, to us at least, suggest we might be on the right track.

MSCI UK 12Zm Fwd. P/E relative to M5CI World

100

055

050

L]

030

0Ts

0T

&S

&0

T T T T T T T T
a5 95 [1}] o a7 10 13 16 19

— USTIUK 12m Faed PE redabve Io MSCIWoNE  ——— Wedan = = = = < 25 === -2 SEV

Source:. Datastream

Ok so the first one is easy - the UK market is cheap!

Figure 4: Liquid Savings, £bn
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Since the onset of the pandemic UK household liquid deposits have grown over £220bn or
nearly 10% of UK GDP! Most definitely not a ‘normal’ outcome after a recessionary period,
but extremely helpful in the context of rising living costs, energy prices etc.
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Total ICU bed occupancy in London has dipped in recent weeks
and is not tracking the rise seen last winter
Total number of adult critical care beds occupied in London over recent winters
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e Thisis a hugely welcome development, one which seems to corroborate the initial findings
from South Africa. Omicron is clearly highly transmissible but thankfully appears to be
significantly less severe. Could we be getting closer to ‘endemic’ rather than ‘pandemic’?
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e Over the last few months, markets have become increasingly convinced that central bank
bond purchasing is coming to an end and interest rates are going to rise. This has potentially
profound implications for the cost of capital, valuations, factor performance and more.

2022 started with one of the strongest value rallies of the pandemic era
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e Indeed, 2022 has already seen a sharp improvement in ‘value’ performance as bond yields
have risen. However, this happened at the start of 2021 too!

e The chart above is the Morgan Stanley ‘US Value Factor Long/Short Basket’. It suggests
‘good value’ companies are starting to outperform ‘bad value’ ones and, as can be seen,
could have a long way to go given the scale of underperformance in recent years.
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e Meanwhile the chart above gives some indication of where US 10-year bond yields could go
if they were to reconnect with the 10-year inflation breakeven rate as they have historically.
The latter could, of course, come down too!

As you might have gathered from our opening comments, we see no reason for radical reappraisal
just because the date has changed, and you certainly won’t find a list of new year resolutions
anywhere near our desk. However, we do, sincerely, wish all our clients and readers an extremely
happy, healthy and prosperous 2022 and beyond.

Simon Murphy, Fund Manager, VT Tyndall Real Income Fund, 14th January 2022

Data source (unless otherwise stated): Bloomberg.
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Fund Manager - smurphy@tyndallim.co.uk
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Disclaimer

@M%@Xﬂ glrmanon about the VT Tyndall Real Income Fund (‘The Fund’) is

ted Fi M,
availabiein Thé"Flind’s prospectus and Key Investor Information Document which are

available free of charge (in English) from Valu-Trac Investment Management Limited
(www.valu-trac.com). Any investment in the fund should be made on the basis of the
terms governing the fund and not on the basis of any information provided herein.
The information in this Report is presented using all reasonable skill, care and
diligence and has been obtained from or is based on third party sources believed to be
reliable but is not guaranteed as to its accuracy, completeness or timeliness, noris it a
complete statement or summary of any securities, markets or developments referred
to. The information within this Report should not be regarded by recipients as a
substitute for the exercise of their own judgement.

The information in this Report has no regard to the specific investment objectives,
financial situation or particular needs of any specific recipient and is published solely
for informational purposes and is not to be construed as a solicitation or an offer to
buy or sell any securities or related financial instruments. In the absence of detailed
information about you, your circumstances or your investment portfolio, the
information does not in any way constitute investment advice. If you have any doubt
about any of the information presented, please consult your stockbroker, accountant,
bank manager or other independent financial advisor.

Value of investments can fall as well as rise and you may not get back the amount you
have invested. Income from an investment may fluctuate in money terms. If the
investment involves exposure to a currency other than that in which acquisitions of
the investments are invited, changes in the rates of exchange may cause the value of
the investment to go up or down. Past performance is not necessarily a guide to
future performance.

Any opinions expressed in this Report are subject to change without notice and
Tyndall Investment Management is not under any obligation to update or keep
current the information contained herein. Sources for all tables and graphs herein are
Valu-Trac Investment Management Limited unless otherwise indicated.

The information provided is "as is" without any express or implied warranty of any
kind including warranties of merchantability, non-infringement of intellectual
property, or fitness for any purpose. Because some jurisdictions prohibit the exclusion
or limitation of liability for consequential or incidental damages, the above limitation
may not apply to you.

Users are therefore warned not to rely exclusively on the comments or conclusions
within the Report but to carry out their own due diligence before making their own
decisions.

Employees of Tyndall Investment Management, or individuals connected to them,
may have or have had interests of long or short positions in, and may at any time
make purchases and/or sales as principal or agent in, the relevant securities or related
financial instruments discussed in this Report.

© 2022 Tyndall Investment Management.

Tyndall Investment Management is a trading name of Odd Asset Management.
Authorised and regulated by the Financial Conduct Authority (UK), registration
number 660915. This status can be checked with the FCA on 0845 730 0104 or on the
FCA website (UK). All rights reserved. No part of this Report may be reproduced or
distributed in any manner without the written permission of Tyndall Investment
Management.

Investment Manager: 5-8 The Sanctuary, London, SW1P 3JP.
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