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1 Diamonds are forever

2 Tomorrow never dies
3 Skytall



€€ 1 used to think if there was reincarnation,
I wanted to come back as the President or
the Pope or a .400 baseball hitter.

But now I want to come back as the bond
market. You can intimidate anyone. J7

James Carville
Clinton Campaign Strategist



Bonds have been an extraordinary journey
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Amongst the longest and deepest ever
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Source: Bank of England, Paul Schmelzing



And this has been a global phenomenon
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Source: Ruffer analysis, DataStream, data to May 2021
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$16 trillion



Leading to a hefty term ‘discount’
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Adrian, Crump and Moench model via Bloomberg ACMTP10 Index to 31 December 2021



This has led on more risk taking...
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—— Duration of |G credit (in years)

Source: Bloomberg



...and the yield is not enough
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——Running yield on investment grade credit

Source: Bloomberg, Barclays US Corporate Investment Grade



With no
margin
of safety




1 Diamonds are forever

2 Tomorrow never dies
3 Skytall



Four villains

Inflation Policy Fiscal Excess
error laxity leverage
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Four villains

Inflation Policy Fiscal Excess
error laxity leverage



The amount of money has exploded

US broad money growth M
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Source: Bloomberg-Barclays, Shiller, GFD, BLS, Minack Advisors. Rolling 36 month correlation between the one month S&P 500 total return and one month 10 year Treasury return, versus three year average core inflation rate



Deflation is less persistent than most think
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Source: Bloomberg, Ruffer analysis. Year-over-year % change in CPI, country-level data aggregated using annually-updated weights for durable goods PCE in USD, US, UK, euro area, Japan and Canada included as G7



Shortages are the first sign of inflation in the wild
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——US manufacturing surveys, change in supplier delivery times

Source: Thomson Reuters Datastream. Firms report whether vendor delivery times have lengthened/shortened over the month; each series converted to a z-score; chart shows mean z-score across all surveys.
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‘¢ In the end the Party would
announce that two and two
made five, and you would have
to believe it... The heresy of
heresies was common sense.
And what was terrifying was
not that they would kill you for
thinking otherwise, but that
they might be right.”

George Orwell, 1984




More certainty leads to more risk taking

215 US equity L/S median grossand net leverage % 70
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Data reflects 1-D averages. Source: Bloomberg, Morgan Stanley Prime Brokerage, data as at 30 April 2021



1 Diamonds are forever

2 Tomorrow never dies
3 Skyfall



(14

No plan survives

contact with
the enemy”

Field Marshall
Helmuth von Moltke
(1800-1891)



Where do you get protection if bonds are falling?

Dec 08 Mar 10 -25.8
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Source: Bloomberg, US 30 year Treasury performance



Especially if equities have been inflated
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——S&P 500 price-earnings multiple

Source: Bloomberg



Low inflation has been the key input

Trailing PE
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Source: Minack Advisors. Operational earnings from 1988, monthly data from 1955. This chart shows two lines of best fit. R2 at 0.55 excludes the TMT bubble.

R? = 0.50



Above 2.5% CPI is when bonds stop offsetting?

Equity/bond correlation 0.47

-0.21

CPI 1.1-2% CP12.1-2.5% CPI 2.6-3% CPI13.1-3.5% CPI 3.6-4% CP14.1-6% CPI1 6.1% +

Source: Bloomberg-Barclays, Shiller, GFD, BLS, Minack Advisors. Rolling 36 month correlation between the one month S&P 500 total return and one month 10 year Treasury return, versus three year average core inflation rate. Data from 1960.



And is starting to make a difference
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There can be long periods in the wilderness
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Source: Stock market data: Real S&P Composite Stock Price Index used in ‘Irrational Exuberance’ Princeton University Press, 2000, 2005, 2015, updated. Robert J. Shiller



Banks remain underweight in portfolios
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Positioning in Europe is less extreme

220 Europe equity L/S average gross and net leverage %
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And pricing makes (short) credit a great hedge

Yield on CCC (lowest junk rating) bond
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Source: Bloomberg, Deutsche Bank, Ruffer analysis. Represents market-value weighted average option-adjusted (effective) yield of DM USD CCC corporate bonds. Not a tradeable index.



As are real assets

Price of the bond
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Real yield

If the real yield changes from -2.0% today to -5.6%, the price of this bond would move from £315 to ¢£1,900 (a c640% increase). A shift of equal magnitude in the opposite direction, to a real yield of +2.4% would result in the price falling to £33 (a c90% fall). This exemplifies how
the long-dated index-linked bonds have an asymmetric pay-off, particularly in an environment where higher inflation and low interest rates are likely to play a key role in clearing the real value of debt, currently at unsustainable levels. Source: Bloomberg, September 2020



‘““ We mourn the transitory
things and fret under the
yoke of immutable ones. )’

Paul Eldridge



Current portfolio structure

Short dated bonds
Cash

Reflation
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Source: Average exposure to assets across combined Ruffer Strategy as at 31 May 2021. Pie chart totals may not equal 100 due to rounding. *Non-GBP denominated share classes are hedged back to their denomination currency
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