
Issue 1 - January 2020Discretionary 
Fund Managers

Investment Market Review & Outlook

The UK settled one critical political question through a Christmas election, but 
many more surrounding Brexit remain outstanding, and may be the ones that 
have the most effect in 2020.  The US and China appear to have agreed the 
first phase of trade negotiations, meaning optimism is high in stock markets for 
now.  With a US election looming later in the year, though, there is still some 
uncertainty on the horizon. 
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Economy
As we begin a new year we see plenty of opportunities 
and obstacles on the horizon, but not in equal measure. 
Many of the worries we had in 2019 have continued 
into 2020, although the overall economic footing 
seems surer, and a recession more distant. 

The UK went to the polls for its first December election 
since 1923, voting to give the Conservative party a 
majority government and prompting the Pound to 
rise strongly against the US Dollar and the Euro. The 
new parliament voted to pass the amended Brexit 
Withdrawal Agreement with a short time frame to 
agree a comprehensive trade agreement with the EU. 
Boris Johnson outlined a plan to make any extension of 
this period impossible, adding further pressure to avoid 
a damaging ‘No Deal’ Brexit. This increased fears that 
the UK may still leave the EU without a deal at the end 
of 2020, causing the pound to weaken again slightly 
towards the end of the month. 

Concerns around UK economic data deepened as 
the manufacturing sector showed signs of further 
weakness over the last quarter. A slight contraction 
in GDP growth in the UK is still expected for the end 
of 2019 and European economic growth also looked 
weak, with Germany narrowly avoiding recession with 
a positive growth in GDP of just 0.1%.

In the US, Impeachment proceedings were brought 
against President Trump in December, with the 
second vote scheduled for January. In order to remove 
President Trump from office, more than two-thirds of 
the Senate, which is a controlled by the Republican 
party, would have to vote to convict him, making it 
unlikely to succeed. During the first quarter of 2020 we 
will also draw much closer to knowing who Donald 
Trump will face in the US election later in the year, 
which is likely to have a significant impact on markets. 

In the final days of 2019, President Trump also 

announced that he will sign “phase one” of a trade 
agreement with China on the 15th January, bringing 
some long-awaited positivity to stock markets. 

Prominent Iranian General, Qasem Soleimani has been 
assassinated in a strike ordered by Donald Trump, early 
on Friday 3rd January 2020. The extent of the fallout 
has yet to be seen, but there is likely to be a dramatic 
increase in the already high tensions between Iran 
and the US. There were some falls in stock markets 
in the immediate aftermath, but it  is too early to say 
what the full extent of the impact will be. 

The prolonged presence of protestors in Hong Kong 
dominated Asian news in the fourth quarter of 2019, 
with political protests emerging in India too. China’s 
main headlines were related to the trade negotiations 
but the nation’s GDP growth looks to be accelerating 
and will be targeting an achievable 6% for 2020. 

Fixed Interest
UK government bonds saw a spike in values in October 
as the possibility of an early resolution to the Brexit 
Withdrawal Agreement was floated, but they fell soon 
after when it became clear that this wasn’t going to 
happen. This weakness was localised to UK assets but 
US and European government bonds did lose some 
value as a result of more optimistic news regarding 
trade wars. 

We have held elevated levels of various types of 
government bonds over the past year which have 
moderated volatility in portfolios well. We rely on the 
safety of these assets in more troubling times and may 
look to moderately decrease our holdings in them as 
we become more confident in the global outlook.

Many of our chosen fixed income assets contributed 
positively to portfolio performance, largely through 

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

July 2.8 2.1 3.8

August 2.6 1.7 3.9 Q4 = 0.4%

September 2.4 1.7 3.8

October 2.1 1.5 3.8

November 2.2 1.5 Q1† = 0.3%
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2020

UK Economic Data



corporate bonds rising in value and from the income 
derived from them. Higher-income bonds are looking 
more appealing to us as the risks associated with 
them seem diminished. As interest rates (which have 
a detrimental effect on bonds when they rise) look 
to be relatively safe from increases in the short to 
medium term, the main risk would be the ability of 
companies to pay the coupons (income payments), 
which should remain reliable, in most circumstances, if 
a recession is avoided.

Equities
Stock markets fulfilled the tradition of a ‘Santa Claus’ rally 
by rising well over the period, including an especially 
positive final fortnight of the year for most markets.

UK and European stocks were the biggest contributors 
to performance over the previous quarter, with the 
value of the former rising on the election result and 
both rising on renewed optimism over Brexit and Trade 
Wars, as well as better economic prospects. 

It was a quieter period for our Asian-based assets, 
which have provided mixed results recently as 
troubles in some locations conflict with positive 
overall economic growth. China and India appear 
most prominently, with China increasing in value 
substantially, while India remained rather flat.

Our globally diverse stock component in portfolios 
has had a bias toward the US and Asia, at the expense 
of UK and European equities, for some time and we 
are now looking at redressing the balance to some 
extent. The outlook for stocks closer to home has 
improved and their valuations look to be attractive. 
We are aware that the US Presidential election will 
cause additional uncertainty this year, and we will be 
particularly careful where we invest. If a Democratic 
candidate is selected from the more left-leaning 
potential leaders, sectors such as healthcare and 
financials could come under pressure. 

Asian assets have been relatively resilient to the civil 
unrest in Hong Kong and India and if the tentative 
signs of an upturn in global growth are to be believed 
these regions should continue to do well.

The burgeoning optimism that we have today is born of 
less threat on the global landscape and a greater degree 
of clarity regarding the events that rocked markets last 
year. A move to a mildly more pro-risk allocation in 
some portfolios is likely in the near-term, but we remain 
cautious. We will retain a bias toward higher-quality 
companies (i.e. those with good balance sheets and 
robust financials) as we recognise that, while global 

recession is not imminent, it may not be too far away 
either.

Property
The performance of commercial property in 2019 has 
been lacklustre. The asset class has been a key part 
of defensive portfolios for a number of years and has 
been useful as a low-risk building block. However, 
recent uncertainty surrounding Brexit and domestic 
politics has meant that the prospect of investors 
fleeing from UK commercial property became a risk 
again. In a similar environment in 2016, many property 
funds temporarily prevented investors from buying 
or selling units. As we see similarities in the backdrop 
now, we took the decision to remove property from 
all portfolios, in favour of assets where we have more 
confidence in being able to trade investments, as well 
as in their performance and potential volatility.

We have not discounted a return to UK commercial 
property when the backdrop is more positive. This 
likely means we are looking for some economic 
positivity, or confirmation that Brexit is not going to 
have a particularly negative impact on growth. For 
now, however, we are comfortable in other assets with 
relatively better prospects for returns. 

Commodities
Oil had a positive year. Crude oil started 2019 at less 
than $50 per barrel, but towards the end of the year 
it was back above $60 a barrel and moving higher. 
The price has been relatively volatile due to a number 
of impacting factors such as the US continuing with 
sanctions on Iran; Saudi Arabia’s biggest crude facility 
being attacked in a drone strike; and conflict in the 
Strait of Hormuz disrupting supply. We are aware of 
the risk of an escalation in tensions from a number of 
parties, such as the assassination of Qasem Suleimani. 
Our portfolios are relatively insulated from this as they 
do not hold many assets that are exposed to changes 
in the price of oil.

Gold, which was already widely held following the 
volatility at the end of 2018, continued to perform well 
throughout 2019. It saw a further rally in response to 
the heightened risk around trade during the summer, 
as many investors increased their exposure to an asset 
that they perceive to be protection against stock 
risk. We choose not to invest in gold in our 
portfolios as we see other assets, such as 
government bonds,  as providing better 
protection against equity risk.
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Five-Year Performance of GDIM Investment Model Portfolios

Conclusion & Outlook 
We have acted with caution throughout the last 
12 months, which has been highly appropriate in 
the current climate.  Looking into 2020, we retain 
many of the same reservations as last year, but 
can see numerous opportunities where reduced 
unpredictability increases the allure of the potential 
return.  Our core allocation of high quality stocks, our 
preference for the most reliable and strongest bond 
issuers and our conservative risk positioning will all 
continue this year and beyond.

2020 will be an historic year with major events 
occurring on both sides of the Atlantic.  We are 
hopeful that we will be able to take advantage of 
any opportunities that these may bring. However, 
we will only take advantage of these where we are 
able to maintain protection at the same time, as this 
remains our priority.

GDIM Investment Committee  
January 2020

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 27th December 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 2020. 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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