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Investment Market Review & Outlook

The third quarter of the year provided lots of news, with trade wars and Brexit 
dominating headlines, and some high-profile drama in emerging markets 
damaging investors’ confidence. Most stock markets moved on each piece of 
conjecture, with the US adding to its impressive rally and China taking the worst of 
the falls. Will we continue to see diverging paths in these markets in the future? 
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Economy
An uncertain period from the latter stages of the 
Summer to the end of September brought a mixed 
picture in terms of equities, but stock markets ended 
up back largely where they began for most Investment 
Model Portfolios. There was heightened anxiety caused 
by the trade tariffs enacted by the US, with most of the 
movements occurring in Asian markets. 

September saw an escalation in US–China trade 
tensions as the Trump Administration imposed tariffs 
on $200bn worth of Chinese goods, and was met 
with $60bn of retaliatory duties from Beijing before 
talks between the two nations were cancelled. We are 
watching the run-up to the US mid-term elections in 
November with interest: if the Republicans lose control 
of either the House of Representatives or the Senate, this 
could lead to an impasse in policy-making progress.

The previously sluggish wage growth from the US 
jumped to the highest rate since 2009. This fed fears 
that the US Federal Reserve might increase the pace 
of interest rate rises in the short to medium term, 
moving the US Dollar up and many bonds down. The 
US central bank will likely hold press conferences after 
every meeting from January onwards, which may add 
uncertainty to the path of rates as each meeting could 
mean an unexpected move.

Sterling was another volatile force over the quarter, 
falling 1.5% in a single day in September as Theresa May 
signaled that talks with the EU were not progressing 
well, raising fears of a potential ‘no deal’ Brexit. 

In Asia, China has started to ease financial conditions 
in order to aid growth, possibly in reaction to a more 
hostile global trading environment, and India has 
suffered because of a sharp rise in the oil price.

The incumbent Japanese Prime Minister and architect 
of the ‘Abenomics’ movement, Shinzo Abe, was re-
elected as the Liberal Democratic party (LDP) leader 
and as such will remain in his post making him the 
longest-serving leader and ensuring that his plans to 
improve corporate governance should remain in place.

Fixed Interest
UK government bonds (gilts) fell moderately over 
the quarter, but many other areas of fixed income 
posted gains as our higher yielding, short duration 
and emerging market allocations all added positively 
to returns. This may be a small-scale demonstration 
of how bond markets could play out over this rising 
interest rate cycle, where sovereign assets struggle to 
compete with higher cash rates.

Better employment and wage growth data fuelled 
fears of an additional interest rate hike next year from 
the Federal Reserve and bonds reacted to this news 
negatively. The risk of rates moving up quicker than 
markets expect, or the economy can handle, is a 
major threat to global growth prospects and this is 
why we look closely at heavily indebted companies in 
our portfolios, who may be the most susceptible.

Our holdings in some asset-backed securities provide 
us with a variable, floating rate of interest and 
therefore some resilience to rising rates. In addition to 
these, our higher yielding bond holdings are naturally 
more robust when rates are rising from low levels, 
as rates moving from 0.75-1% should not tempt the 
holder of a 5% yielding asset back into cash.

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

April 3.4 2.4 4.2

May 3.3 2.4 4.2 Q2 +0.6

June 3.4 2.4 4

July 3.2 2.3 4

August 3.5 2.4 Q3 +0.5†

September

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

UK Economic Data



Equities
Global stock market returns were diverse as regions 
struggled with numerous international and internal 
issues over the quarter. The US equity market managed 
significant positive gains along a relatively low 
volatility path whereas Asian markets struggled under 
the pressure of trade war rhetoric and weakening 
currencies. Domestic markets reacted less than the 
currency as the shape of the UK’s future relationship 
with the EU was discussed. We are content in holding 
concise UK equity positions at this time. 

US equity markets have been among the most 
positive contributors to performance this quarter, with 
smaller companies adding much of the growth. These 
corporations are less affected by international trade 
issues, showing high confidence levels in surveys and 
have benefitted greatly from the recent tax cuts too.

Japanese markets rallied in September in reaction to 
the good progress of the US market and the positive 
leadership election result, which maintains the status 
quo politically and will mean the continuation of 
corporate reforms.

Other Asian markets provided much of the poorer 
performance throughout the past three months with 
Chinese assets initially falling more than 10% during the 
period, but recovering much of that ground throughout 
the rest of the quarter. We believe that this region will 
prove to be the highest growth section of our portfolios 
in the medium to long term and may look to increase 
allocation here if valuations remain subdued. China has 
already taken steps to improve growth by reducing 
interest rates and bank capital requirements as well as 
cutting taxes and increasing spending in key areas. India 
remains the most potent growth story in investable 
markets and we have confidence that shorter-term 
setbacks, such as a higher oil price (to which India is 
especially sensitive) will not derail this progress.

In a time of steadily rising rates and higher volatility, 
we continue to favour higher quality companies and 
those with pricing power, reliable growth drivers and 
prudent debt discipline. 

Property
Commercial property has continued to provide 
diversification from traditional assets such as equities 
and bonds over the quarter. While some sub-sectors 
of the property market, such as London offices and 
pockets of residential housing are facing headwinds, 
our approach of investing in high-quality areas that are 

less affected by the uncertainty of Brexit has shown 
resilience, with steady capital growth whilst harvesting 
a healthy income. We expect returns in commercial 
property to continue to be driven by rental income 
rather than the capital growth we have seen in the 
recent past due to the current economic environment.

Commodities
The price of oil has again been steadily rising. The main 
driver for this is US sanctions on Iran, whose exports fell 
by 700,000 barrels per day between April and August. 
The supply-demand dynamic of oil is key in affecting 
the price and often makes it volatile. Other factors 
causing upward pressure are falling inventories, due to 
lower supply, and tight capacity, preventing production 
from being increased.

Precious metals have taken few headlines recently, 
mainly due to steady weakness and subdued volatility 
in the gold price. One reason for this low volatility is the 
historic inverse relationship between the price of gold 
and equities: where equities have been particularly 
stable recently and have continued to provide decent 
returns, the price of gold has remained low. Gold has 
also historically been used as a hedge in portfolios to 
mitigate equity risk. We currently see a relatively benign 
outlook for equity risk globally and so are sticking 
with our traditional portfolio construction, offsetting 
equity with fixed interest. However, we appreciate that 
the cycle is nearer the end than the start and so again 
we remain vigilant for opportunities that can protect 
portfolios with diversified return paths. 
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Five-Year Performance of GDIM Investment Model Portfolios
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Conclusion & Outlook 
There is a great deal of potentially negative news 
and fear around global trade at the moment. If, as 
we believe, much of this does not aff ect the robust 
economic data and positive corporate backdrop 
which underlies the headlines, then stock markets 
should improve from here. Over the last few years we 
have seen an extended positive run in many markets 
and, while it is likely we are nearing the end of this, we 
should see further gains over the next 12-18 months. 

Bond markets will continue to provide welcome 
protection from falls in stocks but we do not expect 
much return, as they can be vulnerable when interest 

rates rise. We will continue to avoid the most sensitive 
assets in this space.

The current environment requires a more discerning 
eye than many recent growth markets and we are 
likely to see lower returns than we have seen recently, 
despite working harder for them. We believe we are 
well-placed to deal with more volatile times and 
changing monetary conditions and are optimistic 
about the future.  

GDIM Investment Committee 
October 2018

These fi gures are representative of the performance 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 28th September 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. 


