
 

 

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 

 

September was another positive month for us. Our fund was up 2.2% (pre going ex-dividend). So far this year 

our fund has risen in value by just under 12%. This compares to the UK market that is up a little more than 

4%. What is more important from our perspective is that the largest monthly drawdown our fund has 

experienced so far in 2023 is less than 0.4%. In the same period, the UK market has experienced three notable 

drawdowns, two of almost 9% and another of over 6%. The combination of much lower drawdowns along with 

better returns does illustrate that we are able to both reduce risk and improve returns. In the year to date we 

were fully hedged1 (i.e., the funds NAV was protected) for 88% of the time. This means that our positive, and 

better than market returns have been generated through us only being exposed to market risk for 12% of the 

time compared to the alternative of being exposed to market risk all the time. In what we see as the 

environment ahead our ability to navigate away from trouble is likely to continue to be highly valuable.  

The main development in September was a pause in rate hiking by the US, European and UK central banks. 

This had long been looked forward to and was met with equity market enthusiasm. However, as soon as the 

pauses were announced something quite unexpected happened. From a maturity of 10 years and further out, 

the response to the pause has been a notable increase in bond yields. The US 10-year yield has risen from a 

shade over 4% to almost 4.6% in September and similar increases have been seen elsewhere.  

Oct-22 Nov-22 Dec-22 Jan-23 Feb-23 Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sep-23

Total Return 0.34% 0.67% 0.16% 1.15% 0.34% 1.41% * 0.33% 0.08% -0.33% 4.00% 2.61% 2.16% *

*Inc. Distributed Dividend
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It is historically very unusual to see long term rate rising like this while inflation is falling. The strange nature of 

this change makes us feel cautious by itself. This combination of falling inflation and rising long term interest 

rates is a form of tightening - real interest rates are rising. It could be that this rise in yields is implying that 

central banks have given up too early in their flight on inflation. It could also be that the world is waking up to 

the reality that the fiscal position of the West is very far from ideal. Government debt levels are high across 

the whole of the Western world and budget deficits are only adding to the problem. The budget deficit in the 

US this year is likely to come in at around 7% of GDP. This is a level that has more normally been seen in a 

recession when governments spend more to stimulate the economy and when tax receipts have fallen. To 

have such a large deficit at a time of around full employment is troubling. In the good years it would be more 

prudent for a country to run a balanced budget so that it has the space for the deficit to rise in a recession or 

slowdown. Just how large the resulting budget deficit might be if a recession arrives is concerning. It may be 

that bond investors are waking up to this reality.  

It is also worth noting that over the last few weeks the correlation between government bond yields and the oil 

price has been very tight. This correlation is not always as close as it has been recently – but it does appear 

that the oil price is helping to drive the rise in yields. There are a few important implications. The most pressing 

is that there is a good historic relationship between inflation rates and oil prices. Unless oil prices start to fall 

soon there is a very real possibility that headline, and core inflation rates will start to rise again. This really 

would not be good news. Markets have just celebrated the end of the central bank rate hiking campaigns – if 

investors find out that they have celebrated too early a potentially serious adjustment to expectations would 

be likely. Furthermore, it seems that the only thing that can seriously put a stop to the rise in long term interest 

rates would be a notable fall in oil prices. For this to happen a significant slowdown in the world economy is 

probably necessary.  

Rather worryingly it is starting to seem that the oil price and the bond market are, between them, leading the 

world down the path to recession. If this occurs the West is not prepared. Overall, it seems to us that the 

challenges ahead for markets could soon be very significant. We feel that our ability to hedge, to protect 

investors from the worst of any market turbulence, will be especially valuable over the next few years. As 

always, we will proceed with caution and would like to thank everyone for their support and trust. 
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Shell plc 7.8%

AstraZeneca PLC 6.8%

HSBC Holdings PLC 5.6%

BP PLC 3.9%

Rio Tinto PLC 3.2%

Diageo PLC 2.8%

BAE Systems PLC 2.8%

Relx PLC 2.5%

Compass Group PLC 2.4%

British American Tobacco PLC 2.2%

National Grid PLC 2.2%

Unilever PLC 2.0%

GSK plc 1.8%

Glencore PLC 1.8%

3i Group PLC 1.8%

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 merchantability, 

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. 


