
 

 

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: VTIM 

We had a positive, if quiet, end to 2023. For the year we were up just under 16% (including dividends) 

compared to the UK market, up just over 6%. Our largest monthly draw down was less than half of one percent 

compared to the market which saw four notable draw downs in 2023. Two of these draw downs were over 8%. 

We are pleased to be able to look back on 2023 as a year in which we produced notably better than overall 

market performance, a performance that was positive, and a performance that was achieved with very low 

volatility.  

The UK market benefitted in December by the ‘year-end rally.’ We did participate somewhat in this move but 

towards the middle of the month we decided that equities were getting both over extended and over 

enthusiastic. We are consequently starting 2024 in a fully hedged1 position. While there was certainly some 

logic to the move up in equity markets in December, we cannot help but think that equity investors are now 

betting on the arrival of a positive but extremely rare event. In addition, the arrival of this ‘soft landing’ along 

with interest rate cuts is at least somewhat discounted into markets. 

Investors now seem to expect that the economies of the West are going to avoid recession, and at the same 

time as this, that there are going to be substantial interest rate cuts. With inflation falling and with most 

economies ticking along it is easy to see how this view has pushed up markets into the year end. A common 

Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sep-23 Oct-23 Nov-23 Dec-23

Total Return 1.15% 0.34% 1.41% * 0.33% 0.08% -0.33% 4.00% 2.61% 2.16% * 1.23% 1.60% 0.83%

*Inc. Distributed Dividend
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feature of market psychology is for investors to forecast what they want and need to see. Sometimes investors 

do get what they want, but from our perspective, such a perfect, market positive outcome, is not especially 

likely.  

From our perspective there are a few issues. The first is that looking back over fifty years, the US Federal 

Reserve or the Bank of England have never cut interest rates when unemployment is as low as it is today. The 

current unemployment data in the US (from November of last year) is an astounding low unemployment rate 

of only 3.7%. In the UK unemployment is not much higher. Under any economist’s definition this would have 

to count as being full employment. Looking back at economic data during the past fifty years it has been the 

case in the UK and in the US that inflation tends to pick up when unemployment rates are at 5% or below. 

With the current rate being around 4% this would suggest that the amount of disinflation we can expect from 

here is limited. In addition, unless there is a sharp pick up in unemployment the consequences of cutting rates 

would imply a rapid return in inflation. This tends to make us feel that if the bulls on the economy are correct, 

and that a recession can be avoided, then there is very little scope for interest rates to fall. Alternatively, if 

interest rates do decline notably, it will probably be because a recession has arrived, and that unemployment 

has risen. It seems unlikely that the market can have its cake and eat it.  

In relatively recent history we can find only one example of when interest rates were cut without there being 

an economic downturn or negative event of some sort (and along with this a substantial equity market pull 

back). This was in the years 1995 to 1996. The deep early 90s recession, along with the disinflationary forces 

of both China entering the world economy as a powerful exporter, and the rise of the tech industry all helped 

to push down inflation. UK interest rates peaked at 6.6% in February 1995 and were then cut to 5.7% by June 

1996. To put this into context, base rates today are at 5.25% - a level which is already lower than the trough 

seen in 1996. It is also the case that in the mid-1990s the UK unemployment rate was around 8% - a level that 

is essentially double where it is now. Furthermore, after around a 1% cut in base rates in the mid-90s, UK 

rates then began to climb again, reaching 7.25% before the Asian and then the Russian crisis of 1998 arrived. 

It is also the case that the financial position of the US was in a much healthier state. US government debt to 

GDP was around 65%. Today debt to GDP is over 130%. In addition, looking at US equities from a cyclically 

adjusted valuation perspective they are roughly 50% more expensive now than they were in the mid-90s.  

A key final difference was the shape of the yield curve both in the UK and the US. In the mid-1990s the yield 

curve stayed positively sloped implying that there was not going to be a recession – and indeed there was not. 

Today we have a sharply negative yield curve which has successfully predicted the arrival of a recession every 

occasion it has occurred (five times) since the 1970s. Our expectation is that a recession is still more likely 

than not – and if this occurs then interest rate cuts are likely – but that equities would likely perform poorly as 

earnings estimates fall. Given the risks ahead we will proceed cautiously and quite apart from the economic 

and market risks ahead there is a lot of political volatility to navigate in 2024. A controversial and tense 

Presidential election will take place in the US. The UK may also have a general election and the troubled 

situation in the Middle East and the Ukraine are not yet over. 

We would like to wish all the readers of this letter, and our investors a happy and prosperous year ahead. We 

will do our best to defend capital when appropriate and deploying it to make money when it makes sense to 

do so.  
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Shell plc 8.4%

AstraZeneca PLC 7.1%

HSBC Holdings PLC 6.0%

Rio Tinto PLC 3.9%

BP PLC 3.8%

BAE Systems PLC 3.4%

Relx PLC 3.1%

Diageo PLC 2.9%

Compass Group PLC 2.8%

National Grid PLC 2.6%

3i Group PLC 2.3%

British American Tobacco PLC 2.2%

Unilever PLC 2.0%

Glencore PLC 2.0%

GSK plc 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. 

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. 


