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Investment Market Review & Outlook

As the first half of 2019 drew to a close stock and bond market performance 
was better than expected. Against a backdrop of ongoing tariffs and tensions 
between the US and China and ongoing Brexit uncertainty, as well as political 
change in the UK and fears of slowing global growth. Challenges remain, with 
one of the biggest questions being whether more certainty on the future will 
help to maintain the current growth, or trigger a slowdown?
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Economy
The second quarter of 2019 was buoyant for most 
assets, despite significant headwinds, mainly 
emanating from political sources. The ongoing 
issues of Brexit and President Trump’s foreign policy 
remained dominant in the news, but investors were 
rewarded for keeping their nerve.

While we were hoping the US:China tensions would 
cool, we were surprised by the fresh attention the 
White House gave to illegal Mexican immigration.  
Mexico took action to tackle the problem of illegal 
migrants crossing the border into the US.  Regarding 
China, we still think that a temporary agreement will 
be reached, as tit-for-tat tariffs hurt both economies, 
and we expect this to come before Trump’s re-
election campaign begins in earnest. 

The Conservative leadership contest has been whittled 
down to two candidates, Boris Johnson and Jeremy 
Hunt, one of whom will lead the UK out of the EU.  The 
strength we saw in the value of the pound over the 
first quarter of the year was undermined in the second 
quarter, as the threat of a ‘no deal’ Brexit loomed larger.  
Sterling still looks relatively cheap in comparison to 
other major currencies, but has the potential to surge 
or collapse depending on the resolution of the UK’s 
withdrawal from the European Union.

European economic indicators showed further signs 
of deterioration over the quarter, with manufacturing 
looking weaker in most areas. This should lead to 
slower growth in the near-term.  These companies 
received a boost from the pledge that the US 
wouldn’t enact tariffs on the region’s car industry 
for six months, which may help them to recover in 
the second half of the year.  Politically, there is much 
to be concerned about, with Angela Merkel and 
Emmanuel Macron’s positions weakening and the 
prospect of a new head of the European Central 

Bank (ECB) later this year. 

Indian Prime Minister Nahendra Modi secured re-
election in May which should continue the country’s 
course of pro-business policy and excellent growth.  
The Indian central bank also cut rates for the third 
time this year, maintaining the favourable financial 
conditions that should help the economy continue to 
progress strongly.

Fixed Interest
In March we added a significant holding in UK, US and 
European government bonds, to provide some shock 
absorption in more volatile markets. This has served us 
well over the period, adding around 2% growth and 
helping to support portfolios over negative periods.  
The increase in fund values resulted from fears of a 
slowdown in global GDP growth and was fortified by 
statements from the US Federal Reserve, which were 
understood to indicate a number of rate cuts in the 
short- to medium-term.

The prospect of interest rate cuts in the US increased 
the allure of Treasuries (bonds issued by the US) 
as these should rise in value as rates fall. This is in 
contrast to the UK and Europe which are not showing 
signs of reducing their rates in the near future.  We 
continue to favour the most secure end of the bond 
market, which offer reduced risk and therefore lower 
potential returns, as opposed to lower-quality bonds, 
where we feel the higher yields do not compensate 
for the additional risk at this time.. 

The highest quality bond assets, such as US 
Government Bonds, rallied the most over the last 
quarter, and this is where our exposure will remain 
concentrated for the time being.  These assets 
should continue to help smooth out the spikes to the 

2019 RPI (%) CPI (%) Unemployment (%) GDP Growth* (%)

January 2.5 1.8 4

February 2.5 1.8 4 Q1 +0.5

March 2.4 1.8 3.9

April 3.0 1.8 3.8 Q2 +0.3†

May 3.0 1.7 3.8
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2019

UK Economic Data



downside, and protect capital if and when negative 
surprises appear.  Protecting from risk is the priority 
for this part of all of our portfolios, and the associated 
yields, though relatively low, provide an additional 
advantage, which will act as a further buffer.

Equities
A positive, though not spectacular, quarter for 
equity markets saw Europe and the US stock markets 
move the furthest forward, while the UK, Japan and 
other parts of Asia were not too far behind.  A good 
‘earnings season’ and optimism over a prolonged 
period of easier financial conditions (from lower 
interest rates) helped to provide broad-based 
support for stocks. 

The higher performance from overseas assets would 
have been helped by the weakness in Sterling and we 
are mindful of the potential for large, Brexit-related 
swings in the currency in the near-term.  Our largest 
holdings in the portfolios tend to be based in the US, 
so we follow the dollar’s progress closely.

One of the star performers in equities over the Spring 
was the Man GLG Continental European Growth fund.  
This fund has a high degree of exposure to companies 
whose revenues come from China, and this has served 
it well.  A bias toward luxury goods and those with a 
very high degree of pricing power (i.e. those who can 
increase prices without a material effect on demand) 
mean that the fund has less sensitivity to downturns in 
the economy and the confidence of the consumer.  We 
believe that this is a great strategy to employ in Europe, 
where we think the potential for weakness is high.

Aside from India’s election, which was a catalyst for 
strength in local markets, Asian assets were quite 
moderate over the period.  Most of these added a 
small amount of growth and were resilient to the risks 
of additional trade tariffs.  We are optimistic that this 
will remain the case as we head into the second half 
of the year.

Our holding in UK-based infrastructure-related assets 
continues to add to performance on a low risk-base. 
This has provided an excellent source of returns for 
those portfolios it is included in, as well as providing 
stability.  These assets are backed by government or 
local authorities, and it carries a degree of inflation-
linking which means that returns will increase if we 
see a pick-up in prices.

Although we may be looking at a slower rate 
of overall growth for the foreseeable future we 
are confident that our spine of robust, perennial 
companies will continue to hit their financial targets 
and capitalise on their strengths.  

Property
Commercial property assets have been muted lately 
as capital values remain subdued due to concerns 
over Brexit and a lack of willingness to invest from 
companies.  Our property exposure in portfolios is 
heavily invested away from those which may be worst 
affected in a ‘no deal’ scenario, which largely means 
investing away from central London.  

In terms of sectoral performance, offices and industrial 
buildings (driven by a surge in demand from online 
retailers) have risen in value so far this year but retail 
(where we have the least exposure) has suffered in 
terms of capital values (but still returned its rental yield).     

Commodities
The oil price was volatile over the second quarter with 
the most notable moves coming after attacks on oil 
tankers in June.  As this was the second such event in 
the space of a few weeks it caused alarm that supply 
may be severely threatened in the future or that the 
situation could escalate.  It still seems unlikely that this 
would deteriorate into a military conflict, the prospect 
of a US war with a nuclear power is a concern.

As is typical in times of increasing economic or market 
concern, the price of gold ascended during the period.  
Purchased by investors for its perceived ‘safe haven’ 
status gold is easy to gain exposure to via Exchange 
Traded Commodity funds (ETCs).  Demand for gold was 
also supported by the rhetoric around interest rate cuts 
in the US, this relationship stems from the fact that gold 
does not provide a yield to investors and therefore is in 
higher demand when the opportunity cost of holding 
it is lower, in low rate environments.
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Five-Year Performance of GDIM Investment Model Portfolios

C - GDIM Balanced

E - GDIM Aggressive
D - GDIM Moderately Aggressive

B - GDIM Conservative
A - GDIM Cautious
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Conclusion & Outlook 
Major central banks are patiently observing the 
outcomes of trade wars, Brexit and weaker GDP 
growth as well as following the consequences of 
all of these for businesses and consumers.  The 
expected interest rate cuts have been digested 
by the market but inflation has been subdued. 
If it should return significantly it will make lower 
interest rates harder to tolerate. Despite this, an 
easier financial backdrop and even some additional 
stimulus from some areas, give us optimism that risk 
assets can continue to add value this year. 

We maintain our cautious positioning in most 
portfolios as volatility in stock markets will inevitably 
return but our conviction in strong companies with 

low debt and low dependence on economic cycles 
remains.  While we are optimistic that a recession 
in the US will be avoided, there are substantial 
challenges to economic growth around the world. 
However, there are also opportunities in numerous 
places and mitigation from central banks must be 
considered. We believe stock markets have the 
potential to be rocky in the short-term, and have 
taken steps to mitigate this, but we remain resolute 
that the future for most corporations remains 
positive.  
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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 June 2019. 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. 


