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Investment Market Review & Outlook

The political landscape in the UK has shifted significantly in the last three 
months, but the outcome of Brexit remains as uncertain as ever. The prospects 
for the addition and withdrawal of trade tariffs between the US and China, 
and others, have continued to move global markets and are starting to affect 
underlying economic data too. If this trend continues we may have to prepare 
for a slowdown in economic growth, however it remains to be seen whether or 
not a recession will emerge. 
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Economy
As we head into the autumn, we can look back at 
the summer as a period of gentle growth in terms of 
investment returns. The majority of stock and bond 
markets showed a positive return and a moderate 
level of volatility along the way. 

In global markets the core issue that dictated the 
path of returns was the US: China trade tensions. This 
has prompted interest rate cuts from the US Federal 
Reserve, as well as a lot of caution from investors. It 
looks to have started to weaken areas of the global 
economy in some regions too, significantly Europe, 
due to its heavy reliance on trade.

Boris Johnson became Prime Minister in the summer 
and swiftly decided to prorogue parliament, a 
decision that was subsequently overturned by the 
Supreme Court, who found it to be unlawful. The 
House of Commons now have a little more time 
to meet ahead of the current deadline of the 31st 
October 2019, but so far there has been little insight 
into the UK’s immediate future, aside from the high 
likelihood of a general election later this year. We have 
not ruled out the possibility of a deal being agreed 
this month, but the path to this is difficult to see at the 
moment, and the effect of Brexit on portfolios will be 
dependent on the terms on which we leave the EU. 

Our concerns over the prospects for manufacturing, 
especially in Europe, were justified as the activity 
of this sector continued to slow. We are starting to 
see cuts to jobs in manufacturing, but the wider 
employment picture is robust in most regions across 
the world, so there should not be too much cause for 
concern just yet. The services industry provided more 
positive news and should provide economic stability 
and growth that prevents countries such as Germany 
(which have seen a decline in manufacturing amid 
a growth in services) from dipping in to full-blown 

recession in the near future. 

In Asia, there has been mixed news relating to the 
ongoing trade wars; China’s growth looks to be 
slowing, despite its services industry becoming more 
established. However, tax cuts in India brought a 
jump in stock markets ahead of optimism for higher 
profits. 

There were less positive developments in Argentina as 
their domestic bond markets reacted very negatively 
to the results of the primary presidential election, 
which showed high support for Alberto Fernandez, a 
candidate who is seen as a risk by markets. 

Fixed Interest
Government bonds reacted well to the various 
economic and political risks over the quarter (as most 
bonds rise in value in times of uncertainty). Led by UK 
government bonds, which rose over 6%, these assets 
not only provided a valuable cushion for portfolios, 
but also lifted overall performance.

The US Federal Reserve cut rates once again in 
September under pressure from questionable economic 
data and the rhetoric of the President. This move 
was widely anticipated and therefore did not cause 
huge movement in markets, but it has also increased 
expectations of further cuts, possibly this year.

European bonds have provided a good level of 
growth in portfolios as their prices have been 
supported by investors buying them in times of 
heightened anxiety. We expect this to be further 
bolstered by quantitative easing from the European 
Central Bank, which was announced in September.

Our increased exposure to government bonds 
helped portfolios during the quarter with a low level 
of volatility and we believe that they will play an 

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

April 3 2.1 3.8

May 3 2 3.8 Q3 = -0.2%

June 2.9 2 3.9

July 2.8 2.1 3.8

August 2.6 1.7 Q4† = 0.4%
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2019

UK Economic Data



important role in our more defensive portfolios during 
the next 6-12 months. The yield from our fixed interest 
funds provides a useful income stream that can help 
to support returns. 

Equities
The last quarter was generally a positive one for 
stocks and worked best for high-quality, stable 
growth companies, which have been more resilient 
to falls in the market. 

The US and Japan were the greatest contributors to 
growth over the last quarter, reflecting the positivity 
from interest rate cuts and a potential end to the 
most extreme positions in trade wars. Japan tends to 
be highly sensitive to global stock market direction 
as it is an economy that is highly dependent on its 
largest trading partners, most notably the US.

Our more cautious UK-based infrastructure assets 
have continued to tentatively add value and provide 
shelter from the market’s more extreme movements. 
Assets included in this fund are based mainly around 
solar and wind energy and healthcare assets, which 
provide a strong base and one which is not generally 
dependent on the economy doing well to provide 
good returns.

There were mixed contributions from our overseas 
equities as the Euro depreciated and the US Dollar 
appreciated against the Pound. If the UK moves 
towards a ‘soft Brexit’ (a deal with the EU that 
retains membership of the Single Market and/or the 
Customs Union), the value of the Pound may rise 
against other currencies. However, if we end up with 
a No-Deal Brexit, sterling may fall further, though the 
change would not be as dramatic as the potential 
increase in a soft-Brexit situation. 

Our significant holdings in Indian equities benefitted 
substantially from the corporate tax cuts announced 
in September. We remain confident that India’s 
growth is being sensibly policed and that it will grow 
at an impressive rate for many years to come. 

As we have said for some time now, there are 
reasons to be cautious and maintain our bias toward 
high-quality companies, i.e. those with low or no 
debt, with significant pricing power (they don’t 
respond to price wars) and those with considerable 
market presence. 

Property
Our real estate-related assets added to the 
performance of our more defensive portfolios as well 
as providing a degree of diversification away from 
broader equity markets. This is always an important 
factor as we strive to spread assets across numerous 
funds that add returns in different ways and move 
independently of other assets. We see this as one of 
the main attractions of property as an asset class.

In physical commercial property (bricks and mortar 
buildings used by companies) returns are lower than 
they have been in previous years and we are relying 
on the income to generate a return here. The capital 
values are rising in some assets in certain areas but this 
is less common than it has been.

Commodities
Gold has continued its impressive recent performance, 
fuelled by the fears of a serious downturn in global 
fortunes. It is a useful hedge when recession comes, 
but it can be costly to hold during economically 
stable periods. Unlike other defensive assets, such as 
bonds, there is no income to be gained while holding 
the asset and the price has the potential to drop 
substantially, too.

The price of oil has been relatively subdued, especially 
given the recent tensions in the Middle East, and we 
are seeing that the price of oil has much less of an 
impact on global assets than it historically has. This is 
due to a high degree of alternative energy being used 
all around the globe as well as the fact that the US 
is now a net exporter of energy and is therefore not 
dependent on imported oil.
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Five-Year Performance of GDIM Investment Model Portfolios

Conclusion & Outlook 
The overall picture for global growth remains robust, 
but cracks are emerging in some areas. The risk of a 
recession in the near future is low, but it is gradually 
becoming more likely over time. We feel that it is right 
to remain defensively positioned in most portfolios, 
but do not count out the potential for growth over 
the next 12 months. Since 2009 economic expansion 
has been long and slow and it is quite possible that, 
as we enter the final stages of the current cycle, it will 
follow this pattern.

We have emphasised the need for a cautious stance 
within our portfolios this year and this is not likely 
to change in the foreseeable future. We have made 

prudent decisions to protect capital and diversify 
away from risk as well as increasing the degree of 
large, strong companies that should be the most 
resilient investments to be holding when times get 
tougher. Given the overall economic environment, we 
will not be surprised to see more modest returns from 
our portfolios than we have experienced in recent 
years, but we believe that caution is appropriate. 

GDIM Investment Committee  
October 2019

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. 

C - GDIM Balanced

E - GDIM Aggressive
D - GDIM Moderately Aggressive

B - GDIM Conservative
A - GDIM Cautious
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