
 

 

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 another relatively quiet month in October, which contrasts starkly with developments in the real world. 

Since the late summer, the UK stock market has moved broadly sideways, although in a volatile way. Although 

it may have been possible to take advantage of some of this up and down volatility, we have remained hedged1 

for much of the period. There are a few reasons for this. 

We cannot remember a time in which equity markets have been more willing to ignore a steadily rising list of 

risks. In the past any one of these risks would have been enough to cause turbulence. These include: the 

looming end of central bank excess liquidity with the potential for interest rates to rise, rising inflation that may 

or may not be temporary, labour market shortages, rising taxes, rising energy prices, large tech names 

announcing disappointing earnings forecasts, a substantial slowdown in the Chinese economy with the 

potential bursting of a massive property bubble, signs of a truly extreme speculative environment, and, finally 

rising global geopolitical tensions.  

We know that interest rate increases are likely in the UK, and that in the US, the huge surge in central bank 

created liquidity is about to end. In much of the Western World inflation rates are at least double the level of 

central bank formal targets. Unlike in equity markets where things have generally been moving along relatively 

calmly, there has been quite a lot of activity in bonds. In the UK (and in many other places) short term interest 

rates have risen, signalling that formal base rates may rise soon. At the same time longer term interest rates 

have been falling. This combination of changes appears to imply two things. First, that base rates will rise, and 

second, that the result will be an economic slowdown.  

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

Total Return 7.38% -1.09% 1.45% 0.78% 1.13% * -0.17% 0.77% 0.62% 1.99% 0.01% -2.36% * -0.08%

*Inc. Distributed Dividend
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Normally when short term interest rates rise (especially at the beginning of a tightening cycle) longer term rates 

rise as well. It is only after a few increases in short term rates that long rates start to fall signalling that the 

central bank has done enough to constrain inflation. Now, long rates are falling before the first formal rate 

increase has even happened. Either bond markets are wrong about the outlook or, if not, such market action 

would suggest that the underlying economic picture is quite fragile. The way that bond markets have acted 

would normally imply that we are closer to the end of an economic cycle than its start. The same is true 

regarding the rise in inflationary pressure, shortages, and energy price spikes. Even before the slowdown that 

bond markets are predicting has arrived some large consumer facing tech companies are having to lower 

future expectations. If the world economy does slowdown notably then earning expectations may be too high. 

This itself could be the catalyst to shake equities out of their complacency.  

At the same time developments in the Chinese property market indicate that there is the potential for a difficult 

shake out. While the ongoing drama around the large, troubled property developer Evergrande is ongoing it 

seems unlikely that its problems are unique. Smaller developers have also been getting into trouble and 

property prices appear to have lost momentum and in some cases are falling. Normally the prospect of a 

potential slump in what could be argued is the biggest driver of the Chinese economy would be enough to 

cause tremors throughout the world. So far equities appear to have ignored this issue, although as bond 

markets are hinting, the Chinese property market is likely to be another drag on growth. 

On an international scale it is also notable that as the world has emerged from the pandemic it seems to be 

chaotic. The Middle East appears to be full of drama again, new wars are breaking out in Africa, China is more 

bellicose than ever, and Russia is moving troops to the boarders of Ukraine for the second time. 

Finally, we cannot help but note how extreme the current speculative environment has become. US electric 

car company Tesla is now worth more than the rest of the global auto industry put together, but even this 

seems mild compared to some of the on-line activity taking place in the world of crypto currency. New dog 

themed crypto currencies have been rising in value by thousands of percent over short time periods, and post 

the success of the dog themed coins, the hottest speculative interest is now moving to cat themed coins.  

How long this can last is hard to tell but now looks like the time of maximum speculative activity. It is almost 

as if the more solid, fundamental, and reasonable an asset is the less well it does and the less interest it 

attracts. A world in which the less substantive something is the more highly it is valued does not seem normal 

or long lasting. 

Putting all these factors together we have remained defensively positioned for a few months. Markets are, in 

some places, exhibiting extreme levels of speculation while the world economy and the world itself is facing 

some substantial new challenges. Meanwhile equity valuations are generally high. So far equities have 

remained calm, but it can be the case that it takes quite a long time for bull markets to turn into bear markets. 

It is often easy (with the benefit of hindsight) to see the writing on the wall well before a more serious decline 

takes place. Bull markets tend to die quite slowly as the worrying news is resisted by ingrained and learned 

behaviour to always buy the dip. Looking back to the turn of the millennium the UK stock market peaked in 

December 1999 (and at the time bond market yield curves were flattening much as they are now) but it was 

not until the start of 2001 that more profound negative price action started to take place. The topping period 

that ended the 1990s equity bull market took around a year to take place. Even the drama around the 2008 

financial crisis took time.  

We feel that we may be in a similar situation today, that all the ingredients for a bear market exist but that 

equity markets are still enjoying the last few drinks before closing time. As ever we will proceed carefully.  
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AstraZeneca  5.6%

BP 4.9%

Royal Dutch Shell 'A' 4.8%

HSBC 4.6%

Diageo 3.9%

Rio Tinto 3.4%

Ferguson 2.9%

BATS 2.6%

National Grid 2.5%

BHP Group 2.5%

Relx 2.4%

Prudential  2.4%

Unilever 2.3%

Compass Group 2.2%

GSK 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. 


