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Why are UK stocks frading at all time highs whilst the political picture is so uncertaine

We have written many times before about how valuation is the primary driver of equity
returns over the medium term. The price you pay for an investment today has a
disproportionate influence on the return you can hope to achieve from that investment
in the future. There are many measures of an equity’s value: the price you pay for a year's
income, the price you pay for every Pound of value on its balance sheet, the current
dividend yield it pays to you. All valuation measures are subjective in some way. The
value of a balance sheet can be written down by a bad investment decision taken by
a company whilst the earnings a company generates will fluctuate from year to year.

To help manage against these risks, economists have derived CAPE, the cyclically
adjusted price to earnings ratfio of a company. It is a valuation measure which aims to
smooth out the earnings volafility exhibited by companies by using an average of ten
years of earnings (adjusted for inflation). This reduces its volatility due to individual events
such as 2008, however, most importantly, it provides an indicator of the price being paid
today for the average longer term earnings generated by a company. As with a
sfandard price/earnings ratfio, a high number implies expensive and a low number
cheap.

A company called Star Capital calculates the CAPE for most equity markets from the
United States to the Philippines at each calendar quarter end to assess prevailing value.
Interestingly, the US equity markets is trading on a CAPE of 27.5 fimes earnings, with
Ireland and Denmark the only more expensive markets at present. This in ifself is not an
issue as the US market has fraded at high CAPE ratios before and this is not a precursor
to animminent fallin the S&P 500. What is interesting however is that the UK equity market
is frading on a CAPE of 15.3 times earnings, a near 50% discount to the US. It is also one
of the cheapest developed markets on this measure, behind only Spain and Italy.

Now, history does not repeat itself, but it can rhyme. The UK equity market hitting new all
time highs does not mean that it is expensive, nor does it mean that it will fall or rise over
the coming year. For one, the ‘real’ value of UK equities it not at all time highs as inflafion
has eroded this by over 30% during the past decade alone. Secondly, the companies
listed in London are 10% cheaper for overseas buyers today than they were prior to the
Brexit vote (due fo the devaluation of Sterling). These two factors might just help explain
why UK equities are continuing to rise.
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IMPORTANT DISCLAIMER: This document has been issued and approved by Tacit Investment Management. The information herein
is not infended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and has been obtained from, or is
based upon, sources believed to be reliable ; however no representation or warranty, express orimplied, is made norresponsibility of any
kind accepted either as to the accuracy, completeness or correctness of the information stated herein, or that material facts have
not been omitted. Material contained in this report safisfies the regulatory provisions concerning independent investment research as
defined in MiFID. Tacit Investment Management, its associate companies and/or their clients, directors and employees may own or
have a position in the securities mentioned herein and may add to or dispose of any such securities. Please bear in mind that, before
publishing a research recommendation, we may have acted upon it or made use of information on which it is based.

The views of reflected in this document is a matter of judgement at the time of writing and is subject to change without notice. In
addition, Tacit Investment Management may issue other reports that are inconsistent with, and reach different conclusions from,
the information presented in this report and is under no obligation to ensure that such other reports are brought to the attention of any
recipient of this report. To the maximum extent possible at law, Tacit Investment Management does not accept any liability
whatsoever arising from the use of the material or information contained herein.

The financial instruments discussed in this report may not be suitable for all investors, and investors must make their own informed

decisions and seek their own advice regarding the appropriateness of investing in financial instruments or implementing strategies

CO NTACT D ETAI LS discussed herein. Any price shown is only an indication of the middle market price at the time of publication. Private clients should be
aware that prices may fall as well as rise and the income derived from them may fluctuate. The value of securities and financial

. instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on the price of such securities
T- +44 (0)203 05] 6450 or financial instruments. Tacit Investment Management does not provide any tax advice. Past performance is not necessarily a
. Y guide to future performance and you may not get back the original amount invested. Estimates of future performance are based
(SH |nfO@TGC|T| m.com on assumptions that may not be realised. Investmentsin general, and derivatives in particular, involve numerousrisks, including, among
others, market, counterparty default and liquidity risk. Investments referred to in this document may not be suitable for you and if you

W: WWW-TOC|T| m.com have any doubt about this you should contact your adviser for further advice
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