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Investment Market Review & Outlook

A turbulent first quarter of 2018 was followed by a period of trade war fears, 
Eurozone political risk re-emergence, a US rate rise and a significant surge in stock 
markets. Fortunately, the markets shrugged off this tide of potential worries, with 
the result being a welcome period for investors. However, there are concerns that 
the weight of uncertainty could be mounting. 
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Economy
A favourable second quarter for stock markets followed 
on from the difficult first, and could be labelled a ‘relief 
rally’, with investors realising that things may not be as 
bad in the global economy as they feared. 

US President Donald Trump was prominent 
throughout the period, withdrawing from the 
Iran nuclear deal in May, not extending the tariff 
exemptions on steel and aluminium imports for 
Mexico and Canada, and an historic meeting with 
North Korean leader, Kim Jong Un. This meeting 
brought more optimism from many quarters of the 
media, but caused little impact on global markets.

The US Federal Reserve enacted their widely 
anticipated 0.25% increase in the country’s Federal 
Funds Rate (from 1.5-1.75% to 1.75-2%) and signified 
that it expects a total of four increases in 2018 (two 
have been enacted so far), 3 rises for 2019 and a single 
adjustment in 2020. This rhetoric was moderately 
more skewed toward higher interest rates than 
markets expected and bonds sold off on the news (as 
higher interest on cash competes with lower-yielding 
bonds and can make them less attractive to investors). 

After a prolonged period of high uncertainty, Italian 
parties Lega and the Five Star Movement formed a 
coalition government, but this did not reassure markets 
much as this is viewed as a potentially volatile setup 
for the country. There is already much speculation that 
this deal, which pushes two groups with very different 
political ideologies together, may not last and that a 
further general election may occur later this year.

The European Central Bank confirmed its progress in 
withdrawing from its asset-purchasing programme and 
iterated that an interest rate increase is at least a year 

away, causing some weakness in the Euro, but relatively 
small movements in equity markets.

The EU Withdrawal saga has moved back and forth 
from the House of Lords to attempt to secure a 
resolution on whether a meaningful vote will be held 
on the outcome of Brexit negotiations. This has had a 
limited effect on asset prices recently as markets seem 
to have settled on an expectation of a ‘soft’ Brexit 
outcome. Nevertheless, some UK economic data was 
slightly weaker but a rebound in manufacturing was a 
positive exception to this trend.

Japan’s central bank decided to maintain its control of 
bond yields once again in a strong quarter for Japanese 
equities, and a weaker one for the Yen.

Fixed Interest
Bonds experienced mixed fortunes over the quarter, 
with UK and US Government bonds moving sharply at 
times, most notably after the interest rate meetings and 
when equity market volatility picked up. Most high-
quality debt appreciated mildly over the period and 
higher yielding assets performed less well. Our lower-risk, 
high quality corporate bonds added moderate but solid 
levels of value and continue to be a valuable and stable 
base from which to add diversification. 

Italian bonds dominated headlines due to the 
aforementioned political issues and their prior resilience 
to bad news ceased dramatically as they capitulated in 
May before regaining some of this value in June. Our 
portfolios held no Italian sovereign exposure but we do 
hold some small exposure to corporate bonds in Italy.

2018 RPI (%) CPI (%) Unemployment (%) GDP Growth* (%)

January 4 3 4.4

February 3.6 3 4.2 Q1 +0.1

March 3.3 2.7 4.2

April 3.4 2.4 4.2

May 3.3 2.4 Q2 +0.3†

June

*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2018

UK Economic Data



Emerging market bonds, to which we hold a small 
exposure, also came under pressure, especially in 
Latin America.

Our preference for higher yielding assets has produced 
a less positive outcome lately, but our aversion to 
some of the higher quality bonds stems from their 
correlation with sovereign assets, making them similarly 
susceptible to falls in value when interest rates increase. 
With strong economic growth, relatively low inflation 
and little sign of rising default rates (the ratio at which 
a borrower does not fulfil a payment to the lender) we 
remain confident in slightly lower quality bonds, with 
higher yields, for now.

We are happy with the resilience of this portion of our 
portfolios and are confident that the protection we hold 
in these assets will be vital in times of rising rates, the 
withdrawal of quantitative easing (QE) and more volatile 
equity markets. 

Equities
Favourable market conditions led equities higher in 
most regions, with some notable exceptions from 
some emerging markets. As the quarter drew to an 
end, lingering trade tensions between the US and 
China weighed markets down all around the world.

Our highest returns were generated from the US, 
most notably in growth-focused companies and 
especially those in the technology sector. Another 
winning sector was US retail, which bodes well for the 
health of the consumer and therefore the economy, 
as consumer spending is estimated to make up over 
two-thirds of all US economic growth. The companies 
that led the indices – and our portfolios – higher 
included familiar growth giants Amazon, Netflix and 
Facebook, lending credence to our bias for higher 
growth sectors in most portfolios.

Asian investments performed well over the last three 
months as 233 shares listed on China’s domestic 
‘A shares’ market were included into the equity 
benchmark indices that are used to track global equity 
progress. This marks a milestone in Chinese progress 
as the representation of China has previously been 
through the Hong Kong Hang Seng index. Japanese 
assets continued their positive progress and were 
resilient to some of the more general downside in June.

We are mindful of the effect that rising interest rates 
can have on stock markets and if global growth is 
moderating we expect investors to favour more 
rapidly growing companies: those with strong 

balance sheets and, notably, those with low debt (as 
the cost of servicing this will be increasing). Larger 
companies with low dividend yields could also be 
hurt in this environment as their income stream pales 
in comparison to the rate available on cash. All of this 
means selectivity is key for most portfolios to avoid the 
potential pitfalls caused by the changing environment.

Property
Our commercial property exposure emphasises high 
quality buildings, assessed on their location, usage 
and tenant, amongst other variables. It is essential 
that our chosen holdings select the areas that will be 
most insulated from potential Brexit risks, which means 
avoiding central London and some parts of northern 
UK, especially offices located there at present. Property 
continues to be a valuable diversifier away from 
equities and bonds and the challenges that they face. 

Commodities
The price of oil rose significantly through the period, 
but much of this increase receded in June as the 
prospects for higher supply increased after OPEC 
discussions. General commodity demand should be 
well supported by progress in emerging markets and 
we expect oil and copper to benefit as a result. Higher 
oil prices can be a headwind for economic growth so 
we are particularly watchful of this factor at present.

We are increasingly looking to gain exposure to 
the commodities that will make up a greater part 
of energy usage in the future and as such have 
an interest in Lithium. Electric cars usually use a 
lithium-ion battery together with a cathode that 
also includes this element. We believe that there are 
opportunities in this high growth area and we are 
open to opportunities relating to the raw material 
itself, the means of production, and the battery or car 
manufacturers, which could all be optimal ways to 
capitalise on this theme.



Discretionary 
Fund Managers

GDIM is a trading style of Gibbs Denley Investment Management Ltd, who are 
authorised and regulated by the Financial Conduct Authority. 

Crystal House, Buckingway Business Park, Swavesey,
Cambridge CB24 4UL Tel: 01954 234 383 

Email: info@gdim.co.uk | www.gdim.co.uk 

Five-Year Performance of GDIM Investment Model Portfolios

GDIM Aggressive
GDIM Moderately Aggressive

GDIM Conservative
GDIM Cautious

GDIM Balanced
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Conclusion & Outlook 
The positive economic factors we cited in the last 
update and in prior publications have been the 
bedrock on which the recent rally has been built.  
Consistently positive growth in earnings from 
companies all around the world have overshadowed 
the potential risks so far.

Interest rate increases will continue in the US and 
the Eurozone will continue to withdraw its most 
accommodative policies, both of which should 
be moderately executed but have the potential to 
spark panic in equity and bond markets, potentially 
simultaneously.  We still believe that the year will have 
more volatility to come and may resemble the fi rst 

quarter more than the second in terms of risk, but 
we feel well prepared for surprises on the positive or 
negative side.  

Looking further ahead we foresee a risk of recession or 
similar weakness in the US within the next couple of 
years and will maintain vigilance for this. Specifi cally, we 
look for early warning signs in consumer confi dence 
levels, infl ation and wage growth, changes in bond 
yields and reactions to interest rate movements. 
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These fi gures are representative of GDIM’s 5 Whole of Market Investment Model Portfolios, initiated on the 17th 
April 2009 and re-balanced in-line with the latest portfolios whenever changes were recommended. Graph 
shows performance over 5 years to the 29th June 2018. Performance does not refl ect trading in actual accounts 
(and is therefore gross of all management fees, except fund charges). Data provided by Financial Express 2018. 
Past performance is not representative of future returns. Capital may fall as well as rise and you may not get back 
the full amount invested. 


