
 

 

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 

We had a frustrating November. We were hedged for much of the month but took the hedge1 off towards the 

end of November. There were a few reasons for this. What had been very positive sentiment had retreated, 

the UK stock market itself had pulled back enough to look oversold from a near term perspective. There were 

indications of imminent policy easing in China and flows from buy backs scheduled for December are normally 

very strong. It is also worth pointing out that sterling has been quite notably weak. Since the summer the pound 

is down around 7% versus the US dollar, and over the same period the stock market itself has basically been 

flat in sterling terms. Given that the bulk of earnings are in US dollars, the UK stock market is in our view more 

oversold than it looks. While we still feel that all these points are legitimate, we unfortunately found ourselves 

exposed when the news of the new covid variant hit markets. Since the news we have stayed long, but we do 

have a formal stop loss strategy that will be deployed if the market falls further from month end levels. 

We are not virologists but regarding the threat posed by the new variant we would like to make a few points. 

First the world, including the pharmaceutical industry, is now much better prepared for new variants than it 

was at the start of this whole episode. Second, although the scientific commentary is a little contradictory, it 

does still seem that existing vaccines are going to be effective against this variant. Finally, it also appears that 

while the new variant is highly infectious, that the symptoms are mild or even extremely mild. This appears to 

be following the pattern in which the more transmissible a virus is the less dangerous it becomes. Although it 

is too early to tell, it is possible that this variant may be the beginning of the end of the covid story. If the world 

is fortunate the result of this mutation could mean that the virus changes into something that is much more like 

the common cold.  
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Apart from the news on the new variant it is also, we believe, worth discussing inflation. We have been 

somewhat spellbound by the rise in inflation and have felt that rising wage awards means, for the first time in 

decades, there is a possibility that the current inflationary surge could be somewhat sticky. In an astounding 

turnaround the head of the US central bank, after relentlessly insisting on the transitory nature of the current 

inflation, has now decided that the word transitory needs to go. The view that inflation is transitory seems itself 

to have been transitory. 

This change of official stance does seem to be important. The transitory argument has certainly been used by 

Western central banks to resist the need to tighten policy. It is quite possible that we have now seen the lows 

of a forty-year trend of falling interest rates. This is significant because interest rates are, in the Western world, 

lower than they have ever been. In the US this data goes back to 1790, in the UK it goes back further into the 

1600s. It does seem remarkable to think that interest rates are currently lower than they were in the Great 

Depression. At some points in the 1930s unemployment rates in the US and UK were over 20% compared to 

today when both economies are basically running at full employment. Any mean reversion to something that 

could be thought of as normal is far away from where we are today.  

Regarding interest rates it is interesting to look at what happened in the 1970s and early 1980s. In the mid-

70s real interest rates were profoundly negative in the UK, like today. To tame inflation real interest rates had 

to be increased to around 5% before inflation was wrung out of the system and to create the following decades 

of low inflation and falling interest rates. Given that the world, and certainly the UK government and consumer, 

are much more indebted now than in the 1970s it may take a less aggressive change in real interest rates to 

defeat inflation. However, the longer it takes for central banks to act, the more likely it is that real interest rates 

will have to return to be positive levels if inflation is going to be defeated. Even a return to the real interest 

environment of the years before the financial crisis in 2008 would imply real rates of 2.5% or so. Just using the 

Bank of England’s own 2% inflation target a real interest rate of 2.5% would imply base rates of around 4.5% 

which is also around the very long-term average seen in this country. This would be a profound change from 

the environment many investors and mortgage holders have become used to. The longer the central banks 

drag their feet the more likely it is that real interest rates will have to rise profoundly to get inflation down. 

Another profound long-term trend that appears to be shifting is wages as a percentage of GDP. Wages as a 

percentage of GDP have fallen steadily since the 1970s, and this has certainly helped keep corporate profit 

margins up, and inflation down. However, the currently very tight labour markets along with increases in the 

minimum wage and less easy access to migrant labour means that this may now be changing. Labour is often 

the largest element in any company’s costs and unless a company can pass these costs on easily then there 

is the real possibility of corporate margin pressures ahead. In a largely service sector-oriented economy like 

the UK this is even more important than the margin pressures stemming from high commodity prices.  

Overall, our feeling is that although the language from central bankers has changed, they will still be slow to 

act decisively. The current generation of central bankers may have to leave the field before more determined 

action can be taken. If so, this probably means that a substantial equity market re-pricing problem may be a 

little way off. However, given high valuations and low real interest rates, it seems to us that some sort of market 

problem is going to be close to inevitable. Next year may well turn out to be much more challenging than 2021.  

As ever we will proceed carefully.  
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AstraZeneca  5.3%

BP 4.6%

Royal Dutch Shell 'A' 4.5%

HSBC 4.5%

Diageo 4.3%

Rio Tinto 3.4%

Ferguson 3.1%

National Grid 2.7%

BATS 2.7%

BHP Group 2.7%

Relx 2.6%

Unilever 2.3%

Compass Group 2.2%

Prudential  2.1%

GSK 2.1%
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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. 


