
 

 

1 From time to time, the fund uses FTSE 100 equity futures to protect the value of the fund. When the hedge is applied, net equity exposure is reduced, and the capital should be 

largely protected. 
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PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS         

Source: Morningstar 

After a good run of positive outperformance, we had a quiet August with the fund up very slightly. We had 

remained hedged1 for much of August based on a mix of high valuation, over extended markets, and a concern 

that, after months of above target inflation, that central banks may finally start to act. However, towards the 

end of the month we did take off the hedge for a few reasons. The extreme overbought nature of equities 

moderated slightly as did sentiment. Also, and probably most importantly, the economic data that we watch 

was clearly showing a slowdown in activity across the world. This was most notable in China and in the US. 

Regarding the US, where timely data availability is good, it is now clear that the economy has been seriously 

losing momentum since the end of March. This made us believe that central banks may pause in their promised 

tightening plans.  

Whatever happens with inflation it now seems to be clear that central banks are mainly paying attention to 

economic momentum and employment. In this regard if economies keep losing momentum the date of central 

bank tightening is likely to be delayed. Overall, for a while at least, this environment, a type of dark Goldilocks, 

is likely to be supportive for equities. 

The lack of economic momentum around the world is itself interesting. It is possible that some bottlenecks and 

the delta COVID variant have had an effect, but even allowing for this, the loss of momentum is curious. 

Governments are spending huge amounts of money and central banks have provided entirely unprecedented 

levels of stimulus. Despite these policies, following an initial bounce back, economies have struggled to keep 

moving.  

Sep-20 * Oct-20 Nov-20 Dec-20 Jan-21 Feb-21 Mar-21 * Apr-21 May-21 Jun-21 Jul-21 Aug-21

Total Return -2.43% * -0.48% 7.38% -1.09% 1.45% 0.78% 1.13% * -0.17% 0.77% 0.62% 1.99% 0.01%

*Inc. Distributed Dividend
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It feels to us that the Western world (and perhaps China) are starting to follow Japan of the 1980s. After the 

Japanese asset bubble of the late 1980s collapsed, the economy struggled to ever get going, even after 

relentless and large amounts of government and central bank support. For Japanese equites, despite very low 

interest rates, the following decade was very poor with the market experiencing a major derating. From our 

perspective this is now a real possibility for Western stock markets. The amount of debt in the system is very 

substantial, and if economies are not especially strong, then this debt will act as a drag on performance. Debt 

pulls future consumption into the present and an awful lot of future spending has been compressed into the 

last decade or so.  

Another reason to consider a Japanese 1980s type of future is valuation. Equity markets (especially in the US) 

are more expensive than they have been at any time other than in the last moments of the dot com bubble. 

Any long-term historic analysis of valuation and performance suggests that a tricky decade is likely for equity 

markets. For Japanese investors, very low interest rates along with large government spending programs did 

not help once the collapse had arrived. Finally, the demographic (aging) aspect of China and the West look 

like that seen in Japan in the 1980s. 

While the outlook described above is probably not at all positive on a medium-term perspective it is interesting 

to ask where we are today if the West is indeed shifting to a Japanese type of environment. Going back to the 

discussion about the world economy losing momentum and regarding central banks staying on hold, it is 

possible that such an environment could produce a final bubble peak. If investors start to believe that central 

banks are never going to enact a substantial tightening program, then this could be a situation in which 

valuations rise to levels even above that seen in early 2000.  

It is not irrational to believe that after decades of debt build up that interest rate normalisation is now impossible. 

The chart of the US stock market is following an eerily similar pattern to the Japanese stock market in the final 

run up to the top of the Japanese bubble. Once the bubble burst Japanese equities fell by 80% between 1989 

and 2009 (Japanese equities are still trading below the peaks seen in the late 80s). A true and final bubble 

could be forming in the West and the more it builds the worse the ultimate performance will be. The exact 

timing of bubble peaks and the cause of their collapse are mysterious. Events in the real economy are largely 

irrelevant in such circumstances. 

Finally, the events in Afghanistan mark not only the failure of a long-term Western policy but also say 

something about emerging markets. Following the end of the Soviet Union a great enthusiasm swept the world 

for emerging stock markets. Communism was over, free markets were in the ascendency and emerging 

markets had the potential to do a great deal of catching up. From where we are now, thirty years after the fall 

of the Berlin Wall, it can only be said that in many cases this optimism was misplaced. Many emerging markets 

have lurched from crisis to crisis and Afghanistan, as well as many other poorer countries, have not been 

transformed into a thriving Western-style economies.  

While Afghanistan is an extreme example it is also the case that many emerging market countries have 

disappointed expectations. Even China, the poster child for successful development now appears to be turning 

away from a liberal economic model. It is becoming more and more clear that the Chinese authorities are now 

acting to try and iron out some of the” excesses” of liberal economics. China appears to be trying to act to 

benefit those who have been left behind and is doing so at the cost of investors. This is a very different 

environment to what the world has seen in the last decade or so. More and more it appears that so many of 

the old certainties have shifted and that we have entered a world that is different to that seen by almost any 

investor working today. 

As always, we will do all we can to navigate the currently strange environment but will also to proceed with a 

positive mindset and armed with caution. 
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AstraZeneca  5.5%

Diageo 4.0%

BP 4.0%

HSBC 3.9%

Royal Dutch Shell 'A' 3.9%

Rio Tinto 3.8%

BHP Group 2.8%

BATS 2.7%

Ferguson 2.6%

National Grid 2.4%

Prudential  2.3%

Relx 2.3%

Unilever 2.3%

Compass Group 2.1%

Lloyds bank 2.0%

http://www.woodhillam.co.uk/


Disclaimer 

The information in this Report is presented by WoodHill 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, nor 

is 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 WoodHill is not under any obligation to update or 

keep current the information contained herein. Sources for all tables and graphs herein are WoodHill unless otherwise indicated. 

The information provided is "as is" without any express or implied warranty of any kind including warranties of merchantabili ty, 

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. 

Unless otherwise stated Equity Market price indices used within this publication are sourced or derived from data supplied by 

MSCI Inc. 2021. 

WoodHill Asset Management LLP and its affiliated companies, employees and appointed representatives of WoodHill Asset 

Management LLP and its affiliated companies, 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. 

No part of this report may be reproduced or distributed in any manner without the written permission of WoodHill Asset 

Management LLP. 

 

Authorised and regulated by the Financial Conduct Authority (FCA), registration number 649832. 

This status can be checked with the FCA on 0800 111 6768, or on the FCA website. 

Registered in England No: OC389733. 

 

If you do not wish to receive any further emails from us, please reply "Unsubscribe" in the subject line. 


