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Investment Market Review & Outlook
2018 saw the culmination of a series of economic risks: US interest rates; the
approaching end of the current economic cycle; trade wars and other geopolitical
issues; and of course Brexit. In terms of markets it was the toughest year we
have seen since the Global Financial Crisis in 2008. With many uncertainties still
surrounding Brexit, we look into 2019 and wonder what the new year will bring.
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Economy
The final quarter of 2018 brought the highest
uncertainty and largest market swings since February,
with most stock markets falling sharply while
government bonds jumped to their highest prices
since the summer.
Optimism rose and fell as the negotiations on trade
deals between the US and China rumbled on. They
are currently within the agreed 90-day grace period
that China has to show good faith toward the US. This
comes to an end at the beginning of March, and we
expect further news as this deadline approaches.
The US Federal Reserve caused much of the volatility
in markets over the period as market expectations
regarding interests rate increases changed as
economic figures showed that the economy may be
growing at a slower rate for the foreseeable future.
The rate rise in December was accompanied by a
narrative of continued hikes for 2019, though possibly
not at the rate previously stated, due to a weakening
in economic conditions.
The pound was weaker against all of its major peers
over the period, especially against a resurgent US
dollar. The UK’s method of withdrawal from the
EU will dictate the next major move in sterling. A
closer relationship could potentially cause significant
appreciation and the prospect of a ‘no deal’ Brexit is
likely to mean further falls in value.
In Asia, Chinese assets were resilient toward the year’s
end and, economically, other nations in this region
look to be in a good position to add value to our
portfolios in the year ahead. Chinese growth is robust
and remains around 6.5%, and there are positive
growth signs for the near future.
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December saw Japan and the EU secure an
agreement on what will be the world’s largest
free-trade zone from February this year. Conversely,
President Trump oversaw the rejection of the
Transatlantic Trans-Pacific Partnership (TTP), including
Japan, last year.

Fixed Interest
In December, the UK’s government bonds (gilts)
traded at their highest point for 2018, as well as near
their lowest in October, finally ending at a similar level
to the start of the year. This volatility was in response
to expectations of interest rates continuing their
upward path, but also as a result of high levels of
equity market volatility.
While government bonds have provided an effective
risk-mitigation tool in the past, the environment looks
challenging for them as long as the trajectory for
the economy and interest rates remains upward. Our
exposure to these assets is dependent on whether
there is value in their yield at any given time.
Short-dated bonds continue to provide stability and
our highest quality corporate bond funds remained
staunchly resilient. Some of our more esoteric
holdings have performed well over the recent falls;
our emerging market debt position added close to 2%
to some portfolios in the final few months of the year.

Equities
The end of 2018 was challenging for stocks across
the world, but it was countries within the emerging
market universe that fared best during a time where
most indices fell significantly.
US equity markets had to contend with the negative
influences brought on by political and economic
factors. Some areas, such as high-growth smaller
companies and technology stocks, were hit the
hardest. Our main exposures straddled both defensive
and more adventurous equities, providing some
diversification and risk mitigation. With enviable
economic conditions still prevailing in the US, we
believe it is the most attractive developed market for
investment purposes, even as growth is slowing. With
interest rates approaching 3%, they should be well
equipped to deal with an economic slowdown, should
this occur in the next couple of years.
European equities had similar volatility to most other
markets, but were also rocked by uncertainty over
the Italian budget, which was resolved in December.
Earnings, which are the main driver of equity markets,
are still expanding in the region, but at a diminishing
rate. This suggests that there are likely to be less
attractive opportunities for growth in this area in
the future. We will keep our exposure in the more
reliable growth companies and those that provide
robust financial reporting, while reducing exposure to
smaller, less stable companies.
The actions taken with regards to tariffs between
the US and China have had very little tangible effect
on growth so far, but the threat of further punitive
measures remains a concern for investors in Asia.
China’s domestic market constituents, which have
only recently become available to foreign investors,
are gradually taking up a larger share of global indices
and its influence is growing as a result. There may be
opportunities in these Chinese companies but they
continue to be mainly backed by domestic investors
whose stock-holding patterns have been erratic in the
past, leading to elevated volatility.
Indian assets rallied from their October lows and a
huge drop in the oil price has helped to improve
the nation’s finances, as they are a major importer of
the commodity. It is likely that Prime Minister Modi
will retain his position in the elections in the second
quarter of 2019 and the market may well improve
further with this reassurance.

Companies in most major economies continue to
report better returns, but not quite as positively
as they reported earlier in 2018. This will lead us to
remain optimistic for the equity outlook, but be much
more selective in which companies we choose.

Property
Commercial property, an asset that holds its value in
rocky times, has been a solid part of our portfolios
during the more pronounced market movements
we have seen in stock and bond markets. We are
not anticipating commercial property prices to
increase while fears over Brexit persist, but we
continue to benefit from the income that our
chosen fund produces. The properties held within
this fund are some of the most defensive assets and
avoid those based in central London and high street
retail which may be the worst affected during a
downturn in markets.

Commodities
The price of oil hit a four year high in early October,
before falling sharply toward the end of 2018. Fears
of global economic growth slowing and shale oil
production in the US increasing exacerbated the
supply glut and brought the price of a barrel of Brent
oil down by more than 30%. Russia, Saudi Arabia and
the US have all increased their output at various times
in the last 12 months.

Conclusion & Outlook
For better or worse, much of the uncertainty that
plagued capital markets in 2018 could be clarified in
the upcoming months. Economic fundamentals remain
robust across the globe and economies continue to
benefit from generally strong labour markets, subdued
inflation, low rates and an accommodative business
environment in terms of trade. Equity markets are
showing signs of future uncertainty, however, which is
being exaggerated by geopolitical risks.
Growth in equity markets could continue to follow
earnings upwards, but we are not convinced that all
industries are capable of delivering the same growth.
Throughout 2019 we will focus on companies that can
add value in all market environments as well as those
with strong balance sheets, which should be resilient
in tougher times.

Within fixed income we are enjoying the security
of short-dated bonds and the generous yields from
some strong areas of the market. We continue to
dislike government bonds as interest rates are rising
and only meagre yields are available in sovereign
assets. These have also trended down at the same
time as equity markets in recent times, therefore
exacerbating losses rather than mitigating them.
We expect 2019 to continue to be a challenging
environment for investments, though we do see reasons
to be positive too. We remain vigilant to changes in
conditions and will continue to keep you updated.
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These figures 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 December 2018. Performance does not
reflect trading in actual accounts (and is therefore gross of all management fees, except fund charges). Data
provided by Financial Express 2019. 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.
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