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Christmas arrived early for asset owners last year, as December saw US equities approach
all-time highs and the bond rally continue. The Federal Reserve provided the festive cheer, by
pivoting their message from ‘higher for longer’ interest rates to ‘lower, sooner’, projecting three
cuts in 2024 thanks to falling inflation. This reinforced the market’s soft-landing narrative
and drove a US-centric Santa rally. Elsewhere, the Bank of Japan left policy unchanged
despite significant noise, and investors remained unimpressed by the lack of concrete stimulus
measures in China.

As was the case in November, the fund’s fixed income holdings were the largest contributor
— adding over 1.5% to performance. Yields continued to fall as the Chair of the Federal Reserve 12 month performance to 31 December 2023
assured markets that they were unlikely to raise interest rates any further, taking the US ten % 2019 2020 2021 2022 2023
year bond yield to 3.9%, down more than 1% since October. Our US exposure participated in the
rally as the market broadened out from the ‘Magnificent 7’ technology stocks. Gold exposure was
helpful, as the metal reached new highs. Meanwhile, the yen managed to gain over 4% against
both the US dollar and the pound, despite the Bank of Japan leaving their loose monetary policy
intact, adding over half a percent to performance in addition to gains from our yen call options.
However, despite making positive returns in both December and the final quarter of 2023, the
fund continued to face headwinds from its protective positions, which suffered as equities rose
and credit spreads narrowed.

It continues to be our belief that tighter liquidity conditions present a significant risk to
markets. Accordingly, we have reduced the fund’s duration by roughly half from its recent
peak, with sales of US bonds and gold bullion. This felt prudent given the bond market is now
pricing six interest rate cuts in 2024, double the amount anticipated by the Fed. We believe
a soft landing is now close to fully priced, leaving the market exposed to any pushback from
policymakers or the data.

We maintain the view that it is too early to declare a soft-landing victory. Even if the
probability of this outcome has increased, market pricing has moved even further, creating an
asymmetry in asset prices. We think the scenario in which the market’s six interest rate cuts
are validated, is the arrival of recession. However, a soft landing is not an impossibility, and
the fund holds over 20% across equities and commodities which should benefit from a broader
market rally and further economic strength. This is also supported by the remaining fixed
income positions and gold equities, which should rise in value if yields fall further.

Portfolio balance, which was painfully elusive at points last year, is now much more secure —
evident in recent months as markets have rallied and the fund has delivered a positive return,
despite its defensive positioning. Crucially though, if liquidity conditions and the economy
do deteriorate, our derivative holdings — primarily credit protection and exposure to the VIX,
should appreciate sharply. There were glimmers of this mid-month, as a small but sharp one day
sell-off in the S&P saw the VIX index spike 12% intraday.

Overall, we enter the new year with the mindset that we are continuing to travel towards the
danger, rather than away from it, and we will not let a disappointing 2023 obscure what we see
in front of us.
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Asset allocation % Currency allocation %
Short-dated bonds 48.0 Sterling 80.8
Credit and derivative strategies 13.3 Yen 14.6
Long-dated index-linked gilts 6.8 US dollar 11
H Kong doll 0.9
Gold exposure and gold equities 4.2 ong feng dofar
AU dollar 0.5
Cash 2.5
Euro 0.5
C dit 6.8
ommodity exposure Other 15
Financials equities 3.2
Geographical equity allocation %
Consumer discretionary equities 2.6
UK equities 8.0
Energy equities 24 Asia ex-Japan equities 3.8
Consumer staples equities 2.1 North America equities 35
Other equities 7.9 Europe equities 2.6
Other equities 0.5
5 LARGEST EQUITY HOLDINGS
Stock % of fund
BP 1.6
iShares MSCI China A UCITS ETF 1.1
Alibaba Group ADR 1.0
TSMC ADR 0.8
Swire Pacific 0.6
Largest equity holdings exclude Ruffer funds | Source: Ruffer
LLP | Totals may not equal 100 due to rounding
RUFFER LLP ENQUIRIES

The Ruffer Group manages investments on a
discretionary basis for private clients, trusts,
charities and pension funds. As at 30 November
2023, assets managed by the Ruffer Group
exceeded £23.4bn.
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DISCLAIMER

The views expressed in this report are not intended as an offer or solicitation for the purchase
or sale of any investment or financial instrument. The views reflect the views of RAIFM at

the date of this document and, whilst the opinions stated are honestly held, they are not
guarantees and should not be relied upon and may be subject to change without notice.

The information contained in this document does not constitute investment advice

and should not be used as the basis of any investment decision. References to specific
securities are included for the purposes of illustration only and should not be construed as a
recommendation to buy or sell these securities. RAIFM has not considered the suitability of this
investment against any specific investor’s needs and/or risk tolerance. If you are in any doubt,
please speak to your financial adviser.

The portfolio data displayed is designed only to provide summary information and the report
does not explain the risks involved in investing in this product. Any decision to invest must

be based solely on the information contained in the Prospectus and the latest report and
accounts. The Key Information Document is provided in English and available on request or
from ruffer.co.uk

FTSE® is a trade mark of the London Stock Exchange Group companies and is used by FTSE
International Limited under licence. All rights in the FTSE indices and/or FTSE ratings vest in
FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or
omissions in the FTSE indices and/or FTSE ratings or underlying data and no party may rely on
any FTSE indices, ratings and/or underlying data contained in this communication. No further
distribution of FTSE Data is permitted without FTSE's express written consent. FTSE does not
promote, sponsor or endorse the content of this communication.

ruffer.co.uk/ric
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