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Investment Market Review & Outlook
Uncertainty and concern have been as rife in investment markets as they have
been in the wider world and wild swings in value have characterised the year so
far. Ascertaining what the return to normality may bring is not straightforward
and the potential for a second spike in the number of people affected by the
coronavirus complicates this further. Our portfolios have performed well under
pressure this year and we have managed to protect capital significantly better
than the market. However, we continue to be aware of the effects of instability
and other issues that might shape the future for investment markets.
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Economy
The previous quarter has been one of the most
economically damaging in recent history and the full
effects are only just starting to become clear. We know
that a recession is upon us but we also know that with
businesses reopening, the weakness could be shortlived. However, the recent protests, Brexit and the
potential disruption from the US election, among other
things, indicate that not all is well in the world.
Fears of a second spike in COVID-19 infection rates in
some countries spooked markets in June, but increases
in the rates of infection have tended to be dealt with
swiftly, as in China. Other affected areas have been
those with more sparse populations that were not
so affected in the initial wave, leading us to be less
unnerved by this. The number of reported COVIDrelated deaths in the UK has been proportionally much
higher than in most other areas, leading to much
scepticism over the decision to open up businesses
while infection rates are still relatively high.
We are beginning to see a staggered opening up of
businesses and employment will recover - quickly at
first, as many people return to work, and then more
slowly as those whose jobs are no longer available
look for alternative positions. While the number of job
vacancies has fallen due to companies requiring less
staff over the last 5 months, the quicker the economy
can return to normality, the more jobs that will be saved.
This is not a typical recession: the reduction in
activity was much more severe than in any previous
downturn and the return to growth should also
be much more rapid. With around 25% of the UK’s
workers reliant on being furloughed through the Job
Retention Scheme, the government’s next steps for
this will be vital to a sustained upturn.
Support from central banks, including the US Federal
Reserve, Bank of England and the European Central
Bank, has been swift and substantial and has helped

GDIM Investment Market Review & Outlook - Q3 2020

to ease the harsh financial conditions that most
companies faced. We predict a continuation of this
support for the foreseeable future, including keeping
interest rates at their absolute minimum at least
until employment and inflation have recovered to
reasonable levels.
It is still four months until the US Presidential election
and Democratic candidate Joe Biden has a lead
over President Trump in the polls. Much can change
between now and November, but no sitting President
has been re-elected with approval ratings as low
as Trump’s currently are. We do not expect major
changes in US policy in the short-term if Biden is
elected, as continuing to deal with the current crisis
will be the main priority, but relations with global
peers may take a different tone.
The UK’s negotiations with the European Union over
a trade deal beyond the end of this year have not
yet made much progress, but we still believe that a
partial, or temporary deal will be made before the
deadline of the 31st December.

Fixed Interest
Despite much activity in global stock markets, the
last three months have been an unusually quiet
period for bonds. Central banks have committed to
keeping interest rates low and are maintaining huge
quantitative easing measures that are very supportive
of the sovereign and high quality corporate bonds that
they are buying in vast quantities.
The yields on bonds are not hugely attractive as they
have been pushed down due to the high demand for
secure assets (due to a static coupon payment amount,
yields on bonds fall as prices increase). Despite this, we
continue to hold a large and diverse stable of bonds
in most portfolios as they are an excellent source of

protection when stock markets falter. We have been
extending our range of fixed income instruments
further, including some higher yielding assets which
look relatively more attractive at this time.
There are alternatives to bonds available to our
portfolios but we believe that other hedges are
currently less suitable: property is hard to trade in
volatile markets; lower-risk managed funds contain
a correlation with stock markets; and cash erodes its
own value at such low interest rates and a modicum of
inflation. This means that there is no effective substitute
for the safety and security of the bond market.

Equities
Stock markets have rallied impressively as regions with
higher economic growth are leading the performance
tables. India, a perennial favourite of ours, produced
one of the strongest progressions, with Europe and
the US not too far behind.
The activity data has been mixed in most areas. The
US has surprised with remarkably strong consumption
data, but its infection rate is one of the only ones still
rising toward the end of June. The UK’s rate of fatalities
was among the very highest in the world, but now
seems to be under control for the most part as the
economy slowly opens up once more. Another factor
in the disappointing return has been the dividend
cuts that have been executed, which again affects
the UK much more than other regions as this was the
preferred market for income-investors.
European economic data has been brighter than
many expected as the re-opening of many industries
has sparked a rise in activity. It seems that the
continental European public have been much less
reticent to start venturing out for leisure activities
again than the Asian nations.
As we have stated in previous communications, our
most significant equity holdings remain those that
tend to be large companies, with excellent financial
strength and in strong positions within their sector. This
bias was very useful in the falls earlier on in the year but
has also held up well in the recovery. Higher-growth
companies, often in technology and goods that are
sold online, have prospered in a time where demand
for communication via digital platforms has ballooned.
Online sales have been huge and this has had many
positive effects for online shops, delivery companies,
warehouses and suppliers of digital infrastructure.
Back in the UK, a muted recovery in stocks is not
our only concern. While the lower demand for

some of these former superstars of the dividendproducing world may be a drag on returns, we also
have the daunting prospect of an uncertain trading
relationship with Europe on the other side of the year.
While we do have faith that some sort of deal will be
reached, the downturn in sentiment in the meantime
could make the UK look significantly less attractive
than other regions.

Property
Most commercial property funds are still suspended
and we continue to benefit from having no exposure
here. We previously held concerns regarding this asset
class, most notably in retail, and we have seen a large
UK shopping centre operator approaching insolvency.
Other changes appear to be afoot in commercial
property as we could be experiencing a fundamental
change to the way we work. As more and more people
work from home, and meetings are held virtually, office
space demand could deteriorate. This is a key part of
many commercial property portfolios. As ecommerce
gains traction, warehouses along arterial motorways
still present as an area of growth in a struggling asset
class. This opportunity is widely acknowledged,
however, meaning that this type of property and
rental contract already command a premium and still
come with some downside risk. The cyclical nature of
property means it remains unattractive, whilst other
assets present better opportunities for our portfolios.

Commodities
Oil continues to take the headlines in commodities. The
price has remained volatile throughout 2020: demand
was falling coming into the year, a price war added
to the woes, and now a lack of clarity around the
outlook for economic growth means that sentiment
and speculation, rather than supply/demand balance,
is the biggest driver of price movements. Having been
very weak in April, oil prices have been rising since, as
the supply glut has been worked through somewhat.
OPEC, the cartel of a number of oil-producing
countries, has agreed to supply cuts, which have
helped to stabilise the market.
The gold price has also been active over the quarter
as investors are buying the precious metal as a form of
risk hedging in portfolios. Gold is often viewed as an
indicator of economic fear, and it is now reaching
heights not seen since shortly after the Global
Financial Crisis.

Conclusion & Outlook
At the moment we are in a stock market environment
where, having rallied off the lows in the first quarter,
investors are largely ignoring the poor earnings data
from companies and looking ahead to next year.
While this seems reasonable, we are wary of what
expectations may be being carried for these companies’
revenues and whether they will be able to meet them in
a world which still has numerous concerns over health
and financial stability. The potential for another increase
in COVID-19 cases in the autumn or winter remains and
this could be very damaging.
Our next update in October will be very close to the
US election and we will hopefully have a better idea
of what the outcome may be. We do not believe
that radical change will occur in the short-term but a

Democratic sweep (taking the Presidency and control
of both ‘houses’ of the Congress) would lay the path
for more action than the current split. The geopolitical
rhetoric may also change significantly, but we expect
the US and China to maintain their progress in
evening out trade imbalances.
We have stuck to our prudent strategy of maintaining
a solid base of reliable assets in portfolios in recent
times and we do not intend to change this in the
near-term. We believe that we are well positioned to
deal with whatever unfolds next but remain vigilant to
changes that we must act upon.
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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 3rd July 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.
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