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of share prices or equity values does not seem to fit this model, it turns 

out to be peculiarly different. 

Robert Shiller won a Nobel Prize for showing that you can use current 

valuation levels compared to their long-term history to make some sort of 

prediction of future equity returns. He showed that when the market was 

cheaper than it usually is, that future returns are higher than when it is 

averagely valued or especially from when it is more expensive than usual. 

His measure of valuation was to compare current prices to an average of 

the past 10 years earnings, which he called CAPE (the Cyclically Adjusted 

Price to Earnings ratio). Interestingly, when looking over shorter periods 

like one year, he found no relationship between how cheap or expensive 

the market was and how it would do over the coming year. 

Many studies have replicated this finding and yet forecasters and analysts 

are generally asked to forecast periods up to a year. Those can all be 

ignored. The one-year horizon is an unforecastable random walk. 

However, over longer periods, the relationship between starting value 

and future returns emerges. So, applying that finding to the UK at the 

moment we find that as a market it is in the cheaper zone of its long-term 

history no matter which period you choose. This suggests that over the 

longer term the performance from UK equities will be better than usual. 

The UK is also relatively cheaper than most of its peer markets, which 

should mean that UK equities will outperform other developed markets 

relatively. 

The reason the UK has got to this level of relative undervaluation is most 

likely the upcoming Brexit. It is the question we are most asked and ever 

since the referendum it has been the reason why many potential 

investors in Phoenix, especially from overseas, have decided not to 

invest. And yet the history of "known unknowns" in the stock market 

would suggest that rather than being a reason to avoid investing, it is 

more likely a good reason to invest. 

The last two wars in Iraq are a good case study. Their lead up was 

characterised by much angst which depressed equity prices, which then 

turned sharply when the wars started in January 1991 and March 2003. 

These points marked low points from which markets rallied significantly. 

The most interesting aspect, as those who experienced them will 

remember, is that the markets started rising immediately on the first day 

of the war even before there was any information about how they would 

turn out. 

The availability heuristic causes us to put too much weight on the 

information in front of us and in the case of Brexit that is clearly happening 

in the UK. There will at some point be some form of a Brexit deal or 

arrangement and we anticipate that the most likely effect will be a rise in 

UK equities. It's not something we relish, yes, the fund will go up, but we 



Aurora shares are eligible to be invested in an ISA. 

Neither the Aurora Investment Trust nor Phoenix Asset 

Management Partners run such a scheme. You should 

consult a financial adviser regarding a suitable self-select 

ISA provider. 
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Trust Performance 
The appointment of Phoenix 
Asset Management Partners 

(“PAMP”) as Aurora’s 
investment manager came into 

effect in January 2016. 



Phoenix UK Fund Track Record 
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Regulatory Notice: 

The investment strategy 

of the Aurora Investment 

Trust is the same as that 

of the Phoenix UK Fund. 




