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Investment Market Review & Outlook

The investment markets and media have only had one issue on their minds since 
February: the alarming spread of COVID-19 (or Coronavirus) and its associated 
impacts. While initially felt in China, its effects have continued to ripple through 
every continent in the world. Governments and major economies have reacted 
quickly with social measures, and monetary and fiscal policies to keep the 
system alive, albeit dormant. However, the outlook remains highly uncertain.
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Economy
The optimism we felt at the beginning of the year 
waned throughout February and March as COVID-19 
spread across the world. Stock markets reacted very 
quickly to the prospect of a pandemic as the virus 
took hold in Northern Italy, in some of the most rapid 
falls we have seen in the last century.

As concerns over trade wars between the US and China 
and fears over a ‘no deal’ Brexit faded from memories, 
the potentially disastrous effects of COVID-19 took 
centre stage. The US swiftly moved to reduce interest 
rates early in March, repeating it a few weeks later to 
bring the rate down to an historic low of 0–0.25%, as 
well as restarting Quantitative Easing (QE) through 
the buying of treasury bonds. The latest round of QE 
from the US Federal Reserve is not only “unlimited”, 
but also includes high quality corporate bonds, which 
hadn’t previously been a part of it, providing markets 
with further stability. Alongside this, an historic fiscal 
package worth up to $2trillion was unveiled at the end 
of March, to support businesses and individuals during 
a period where normal activities were suspended.

The US is also looking toward its presidential election 
in November and the Democratic candidacy remains 
in the balance. Former Vice-President Joe Biden is 
the favourite to challenge President Trump, which is 
a broadly positive situation for equity markets. Some 
of the other potential candidates for the Democratic 
nomination would be keen on higher taxation and a 
break-up of some large technology companies, which 
would have knocked market confidence.

The UK moved to reduce interest rates early on and 
introduced measures to provide wages for displaced 
workers and cheap loans for businesses as social 
distancing rules were introduced before moving into 
a stricter lockdown in mid-March. 

With most economies across the developed world 
either severely impaired or at a near-standstill, 

forecasting the fall-out has proven very difficult and 
we will not know what the full effect on markets will 
be for a long time. We do know that growth has been 
massively impacted and some industries will take 
longer to recover than others. 

In March, millions of Chinese workers returned to their 
jobs as lockdown measures in the country were eased, 
and the economy started its return to normality. Being 
the first to emerge from this shock, all eyes will be on 
their economic data to assess the damage and the 
potential for recovery.

Fixed Interest
Bond markets reacted swiftly to the falls in equities, 
increasing in value at an unprecedented pace. 
Government bonds, to which we hold a high exposure 
in our more defensive portfolios, performed the most 
positively, adding a valuable buffer to equity market 
risk. US Treasuries moved up nearly 10% as the bad 
news was digested by investors, supported by the 
huge QE package announced by the Federal Reserve. 
The corporate bond market in the US was also buoyed 
by the stimulus announcement as it included plans to 
buy the debt of companies for the first time. 

We have held very little debt from lower-quality 
companies, despite the higher yields, which served us 
well as the prospect of defaults (borrowers not paying 
the coupons on their outstanding bonds) rose in this 
part of the market. Similarly, emerging market debt 
also fell in value as much of it is directly related to the 
oil industry and was very badly affected by falls in the 
price of oil. 

Interest rates being at rock-bottom levels and direct 
support from central banks have made bonds 
attractive at this time and we are happy to be holding 
a significant amount of them in most portfolios. The 

2019/20 RPI (%) CPI (%) Unemployment (%) GDP Growth* (%)

October 2.1 1.5 3.8

November 2.2 1.5 3.8 Q1† = -1.8%

December 2.2 1.3 3.8

January 2.7 1.8 3.9 Q2† = -4.9%

February 2.5 1.7
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2020

UK Economic Data



excellent level of protection they have brought in 
very tough markets is unrivalled and we will maintain 
this for the time being, as we never know when an 
unforeseen event might arise to upset the balance.

Equities
Stock markets experienced some of their sharpest falls 
in history as the outbreak spread across Europe and 
entered the US. The falls were caused by the prospect 
of lower earnings, higher unemployment, negative 
growth and ultimately, recession across all major 
economies of the world. The policies that have been 
enacted to mitigate the damaging financial effects 
have already had some impact, but the duration of 
the weakness in markets is unquantifiable at present. 
Despite the dramatic falls in markets, the measures 
put in place after the global financial crisis in 2008 
have ensured that banks, and the wider financial 
system, are robust.

China tackled the spread of the virus swiftly and, as a 
result, asset prices in the region suffered less. Similarly, 
South Korea used extensive testing to manage 
the issue and were another country to emerge 
with relatively less falls to their stock prices. The 
nations hardest hit in recent weeks have been those 
exposed to changes in oil price, which have suffered 
disproportionately as a result of the price collapsing 
following lower demand and price wars. We tend not 
to invest significantly in commodity-related stocks in 
the portfolios, due to their erratic nature and trend 
toward bringing a high level of volatility. 

Our recent preference in portfolios has been toward 
large, high quality corporations with excellent financial 
positions, meaning we had less exposure to the worst-
hit companies. Companies with a low debt burden and 
cash on the balance sheet are generally more resilient 
in a downturn and are therefore assets that investors 
are more likely to put their faith in times of stress. 

One consequence of market falls is that there are 
excellent opportunities in some very high quality stocks 
at much lower valuations than there were at the start of 
this year. We do not believe we have reached the lowest 
point of the market but as long-term investors, adding 
to our allocation in the most favourable companies 
seems sensible at this point. Investing in the strongest 
name in a struggling sector may be of benefit as 
the collapse of their competitors will allow them to 
take further market-share. We know that the second 
quarter will bring very poor economic news, but the 
subsequent period may well bring a very fruitful time 
if the pandemic is behind us and much of the pent-up 

demand for consumer goods is being satisfied. 

Property
Following lacklustre performance in 2019, commercial 
property funds continue to struggle in 2020. We 
removed the asset class from all portfolios in 
November 2019, based on the deteriorating outlook. 
As in 2016, property funds are experiencing difficulties 
as people are selling their holdings in high quantities 
because of the uncertain economic backdrop, and 
selling properties to create cash is a far longer process 
than selling a more liquid asset for the same purpose. 
As a result, many of these funds have suspended 
trading. The environment we find ourselves in does 
not lend itself to property investing as commercial 
tenants are likely to have problems paying rent, leading 
to reduced income and higher vacancy rates. We do 
not expect property to have a positive outlook for the 
foreseeable future. An environment which is supportive 
for property is likely to present better opportunities in 
other risk assets. 

Commodities
Like property, commodities are economically sensitive. 
When global growth is doing well, the demand for 
commodities is high and the supply/demand dynamic 
is supportive of prices. When economic activity is 
falling, supply outstrips demand and prices fall. China is 
the world’s largest consumer of industrial commodities 
as the country develops at a rapid pace. However, 
COVID-19 has caused the vast majority of economic 
activity, including construction and manufacturing, to 
grind to a halt. Turning off the supply of commodities 
doesn’t happen as quickly as switching off a factory 
production line or the engine of a crane. There are 
signs that China is coming out of this economic low 
point, but it is early and yet to be seen if China is truly 
recovering from the economic slowdown. 

Oil prices have also been volatile, caused by a price 
war between Saudi Arabia and Russia. Both countries 
rely heavily on oil exports, but have different views on 
how the supply of oil should be managed. Markets 
outside of commodities are highly sensitive to oil as it 
is such a key commodity in global production, and oil 
and energy companies are large constituents of many 
countries’ stock indices. Commodity-related stocks 
may become attractive when there is confidence 
around a global economic recovery, but we 
are still waiting for signs of when this 
might begin. 
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Five-Year Performance of GDIM Investment Model Portfolios

Conclusion & Outlook 
The enormous stimulus packages announced by 
central banks and governments are powerful and will 
be effective, but they cannot address the underlying 
cause of the weakness: the virus itself. For a resolution 
to that, we must be patient and watch closely.

We entered the year defensively positioned in our 
lower risk portfolios and this has worked well during 
the tougher times. Our strategy of holding high quality 
stocks with excellent financial positions, and retaining 
a solid bank of the highest quality bonds available is 
still appropriate. However, this will inevitably mean 
that when the recovery does occur, the returns from 
our portfolios could be slightly less generous than the 
markets offer, but this is the trade-off for protecting our 

portfolios during such volatile times. 

Sentiment in markets has turned firmly from optimism 
to fear and at the moment it is hard for any gains to 
stick, and further falls often follow soon after. 

We are continuing to monitor the potential catalysts, 
which include a peak in the number of new cases, and 
slowdown in the spread of the virus. We know that 
these difficult times will pass and there will be more 
potential for a bounce-back in the third and fourth 
quarters of this year. 
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April 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 March 2020. 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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