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A MINI recovery 

 
Given its decline during 2022, it is reassuring to see the net asset value of the Miton UK 
MicroCap Trust (“MINI”) just beginning to recover as we move into 2023. We expect 
inflationary pressures to ease considerably in the coming months, as the costs of moving 
goods around the country and energy prices decline. At the same time, despite the 
country’s zero Covid policy just beginning to relax, we believe any recovery in China’s 
economy could be subdued, because we see the economy as vulnerable to a banking 
credit crunch in the next few quarters. 
 
At present we feel MINI’s holdings are standing at unusually low valuations. This is illustrated 
in the following chart, where the price/book ratio for shares listed in the UK is plotted 
against their market capitalisations. Market capitalisation refers to how much a company is 
worth as determined by the stock market. It is defined as the total market value of all 
outstanding shares. 
 
When you compare a firm's market capitalisation to its book value you are considering the 
price/book ratio. The book value of a company is equal to its total assets minus its total 
liabilities. When a price/book ratio stands below a value of ‘one’, it implies that a company’s 
valuation would improve if management just sold-up its assets and returned all the capital 
to shareholders. As at the end of November 2022, MINI had a price/book ratio of 0.87, 
similar to the FTSE AIM All-Share Index. The FTSE AIM All-Share Index is a stock market 
index consisting of all companies quoted on the Alternative Investment Market. 
 
 
 
 
 
 
 
 
 
 

 Gervais Williams, manager of Miton UK MicroCap Trust, reflects on 
the challenges presented in 2022 and the potential building up for 
2023. 
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UK listed companies – market valuation (capitalisation) compared to price/book ratio 

 
Source: Bloomberg as at 30.11.2022 
 
With a price/book ratio of below ‘one’, voluntary liquidation would be absurd for the Trust’s 
portfolio of holdings given they are well-positioned in our view to generate cash surpluses 
from their assets in the future. But it does underline just how far UK-quoted micro-cap 
company valuations have fallen. If the recovery that we are starting to see in more 
mainstream company shares, such as those in the FTSE 100 Index for example were to 
continue, micro-caps have scope for a considerable catch-up. Please remember that on the 
London Stock Exchange the term ‘micro-cap’ refers to companies with a market 
capitalisation between £50m and £230m. 
 

The effect of increased costs of capital 
 
With interest rates increasing and as a result the cost of capital also increasing, we also 
expect the prospects for capital-intensive company shares to improve. Rising interest rates 
are also favourable for capital-intensive financial companies. Banks for example make most 
of their income from the difference (called a spread) between what they charge for loans 
and what they pay for deposits. The rate charged on loans is linked to interest rates, and so 
has been low for years. The price paid for deposits, however, got stuck when the interest 
rate hit zero. Margins got painfully squeezed, and there was nothing banks could do except 
focus on costs. As a result, today they have lean cost bases and their loan pricing is rising 
again as base rates rise. 
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Focusing in on the case for the UK 

 
Large UK companies, such as banks and energy companies, are typically capital-intensive in 
nature and fund a stream of dividend payments to investors. Stock markets such as the UK 
generate a major part of their return via the compounding of dividends, which can be a 
particular advantage when stock market growth is more limited. Rising inflation may also 
mean that a wide range of asset classes increasingly move in sequence, rather than in 
different directions; this can make it ever-more important for investors to focus on 
diversification away from capital growth investment strategies, towards those that generate 
returns via dividends and the compounding effect of these over time. 
 
Based on this new focus for investors, we would expect the current selling of UK equities to 
stop and be replaced with steady purchases. Such a move may improve the trajectory of 
the UK equity market and help gradually to unwind its lower valuation in relation to other 
markets. As a side effect, increased buying interest in the UK market could also lead to 
renewed interest in UK-quoted small and micro-cap companies, as investors increasingly 
seek to invest in this recently unloved part of the UK stock market. 
 
Bringing all these considerations together, we believe the MINI’s investment strategy today 
has the potential to perform well compared to the wider UK market. The combination of 
the low current valuations of UK equities and the recent caution of investors towards UK 
equities means that there is also potential for this recovery to be long-lived. Although please 
do remember there is no guarantee of this and while we are positive about the future, it is 
still by nature uncertain and unknown. 
 

 
 
 
 
 
 
 
 
 
 

Risks 
 
The value of stock market investments will fluctuate, which will cause trust prices to fall 
as well as rise and investors may not get back the original amount invested. 
 
Forecasts are not reliable indicators of future returns. 
 
The share price of companies (equities) can experience high levels of price fluctuation. 
 
Investment in smaller companies is typically higher risk than investment in larger 
companies. Shares in smaller companies can experience greater levels of volatility. 
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IMPORTANT INFORMATION 

For Investment Professionals only. Not for onward distribution. No other persons should rely 
on the information provided. 

Whilst every effort has been made to ensure the accuracy of the information contained within this 
document, we regret that we cannot accept responsibility for any omissions or errors. The 
information given and opinions expressed are subject to change and should not be interpreted as 
investment advice. 

A free, English language copy of the trust’s full Prospectus, the Key Information Document and 
Pre-investment Disclosure Document are available on the Premier Miton website, or you can 
request copies by calling us on 0333 456 4560. 

Persons who do not have professional experience in matters relating to investments should not 
rely on the content of this document. 

Financial Promotion issued by Premier Portfolio Managers Limited,  (registered in England no. 
01235867), authorised and regulated by the Financial Conduct Authority, a member of the 
Premier Miton Investors marketing group and a subsidiary of Premier Miton Group plc (registered 
in England no. 06306664). Registered office: Eastgate Court, High Street, Guildford, Surrey GU1 
3DE. 
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