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Investment Market Review & Outlook

A new year brings a new hope, as countries begin to vaccinate their populations 
and put their economies back on track. There is an optimistic outlook in the 
USA with a new President, who may be more conventional in his approach, and 
a sizable stimulative boost due from Congress. At the very end of December, a 
trade agreement between the UK and the EU was signed, avoiding a potentially 
disastrous no-deal Brexit. With many reasons to look forward to 2021, we analyse 
what the right approach to investment may be in a resurgent world. 
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Economy
The new year is a time for looking forward and hoping 
for a better year than the last. We began 2020 with 
a cautiously optimistic outlook as the empirical data 
told us renewed growth was coming, but as we now 
know, this was short-lived. This year we see many 
reasons to raise our expectations, not least the slow 
return to normality brought about by the COVID-19 
vaccines being rolled out across the world and the 
associated pickup in activity that this will bring with it. 
However, with the new strain of COVID-19 spreading 
rapidly and a third national lockdown in the UK, it 
may be weeks or months before we see a widespread 
resumption of activity. 

The final quarter of 2020 brought positive news as 
vaccines were approved and the US provided the 
world clarity on its new leadership, but it was against 
a backdrop of increasing cases of COVID-19 and Brexit 
deadline delays. The US election was eventually officially 
called in December, but the result was clear for some 
time before that. President-elect Joe Biden will be 
inaugurated on 20th January 2021. Stock markets saw 
this as a positive move back to a more conventional and 
predictable leadership, even before it became apparent 
that the Democrats would gain control of the House 
of Representatives and the Senate. The US authorities 
granted a significant (over $900bn), second round of 
relief payments, including unemployment benefits, to 
help keep individuals and the economy afloat.

The final months of the year saw renewed lockdowns 
across major European nations as the spread of the 
virus intensified and these were mirrored in the UK, 
especially in the South of England, before a national 
lockdown was introduced in January. This did include 
an exception of more relaxed guidance on the mixing 
of households on Christmas Day.

Brexit talks went down to the wire as deadline after 
deadline was pushed back and delayed.  A trade 
deal was finally agreed late in December and fears 

of a ‘no deal’ exit were allayed as the UK left the EU 
on the 31st December 2020. We may have avoided 
an unruly divorce but for some industries the 
immediate consequences of the new trading terms 
will still see higher trading costs (due to numerous 
additional processes, not least the customs border), 
disruption and delays in supply chains and high 
levels of uncertainty.

In Asia, the Regional Comprehensive Economic 
Partnership (RCEP) was agreed, which will increase 
trade and remove tariffs between key Asian nations 
and represents one of the most significant economic 
agreements in history, capturing around 30% of the 
world’s population.

Fixed Interest
Bonds, usually a casualty of better times in stock 
markets due to their inverse correlation with stocks, 
held up quite well over the quarter. Only a couple of 
our fixed income investments, those exposed to the 
highest-rated US and UK government bonds fell in 
value and our higher-yielding bonds (that are deemed 
higher in terms of default risk) rose substantially. The 
strength of government bonds is testament to the 
higher degree of anxiety that still hangs over the global 
environment as the effects of the virus are still felt 
across the developed world.

During our October 2020 rebalance, we switched into 
a lower-risk emerging market bond fund, meaning 
we benefitted from higher returns while lowering 
the overall volatility in those portfolios. Bonds based 
outside of Western markets provide an interesting 
prospect for allocation in a portfolio. The yields are 
generally more generous, but they are often not based 
in sterling and require hedging of the currency to 
mitigate the unwanted volatility of currency markets. 
They also provide a very welcome diversification.

2020/2021 RPI (%) CPI (%) Unemployment (%) GDP Growth* (%)

July 1.6 1 4.1

August 0.5 0.2 4.5 Q3 = 16% 

September 1.1 0.5 4.8

October 1.3 0.7 4.9 Q4† = -2%

November 0.9 0.3 -
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2021

UK Economic Data



If the outlook is bright further into the year, we may 
relinquish some of the protection that we get from 
our robust bond funds in favour of more equity 
in the portfolios. However, we will not move too 
heavily out of our most trusted bond funds as these 
are what contribute the most to performance when 
the going gets tough.

Equities
The fourth quarter of 2020 was positive for stock 
markets. Some of the assets which lagged behind 
earlier in the year rallied, including UK equities, smaller 
companies and some emerging markets. This was 
largely driven by the good news on a COVID vaccine, 
which could drive more strength in assets sensitive to 
an upturn in businesses-related to consumer activity, 
such as travel, leisure, and commodities. 

If we do see a successful roll-out of the vaccine around 
the world, the return to higher levels of activity could 
be quite swift in some areas and it therefore may be 
beneficial to heighten our exposure to some of the 
worst-hit sectors that may bounce back the strongest. 
To add to this there is also evidence of a high degree 
of pent-up demand and higher household cash levels, 
meaning that demand could be especially strong this 
year. However, we are keen to stick to our principles 
of maintaining a high level of financial strength in 
portfolios, so we may only extend our exposure in 
some key areas, such as more domestically–focused UK 
stocks and some parts of Asia. 

If we add this resurgence of activity to the all-time 
low interest rates and support for businesses and 
consumers in place all over the world, it is sometimes 
difficult to see which areas may not see an uplift in 
fortunes as the ‘rising tide lifts all boats’. However, we 
do know from experience that some ‘boats’ are a lot 
more seaworthy than others and we will steer clear 
of any that are not ‘ship-shape’, such as those with 
weaker market positions.

The themes that contributed most strongly to our 
sizable outperformance in 2020 were mainly the 
technologies that could withstand, or even thrive in, the 
stay-at-home environment. Many of these will continue 
to outperform even as normality returns. One area in 
particular that is at the forefront of many agendas is 
the transformation in energy and the move to clean, 
renewable sources. We have now seen commitments 
from the UK, US, Europe, Japan and China to reduce 
emissions, to neutralise carbon usage and/or to speed 
up the implementation of renewable energy and 

electric cars. This provides a substantial boost for the 
companies that are involved in the processes and 
supply of these, through to 2030 at the very earliest. 

In November, overshadowed by other global news, the 
Regional Comprehensive Economic Partnership (RCEP) 
was signed, which seeks to deepen trade engagement 
between Australia, China, Japan, South Korea and New 
Zealand. Encompassing around 30% of global GDP 
this economic partnership is designed to expand trade 
substantially and removes many substantial tariffs. 
Looking specifically at Japan, currently less than 20% of 
its exports to these peers are tariff-free, but as a result 
of this agreement this should eventually be over 90%. 
In portfolios we have retained a high Asian position as 
growth has been strong.

Commodities
In a new business cycle, a rally in raw materials that will 
be in higher demand in this resurgent environment 
would be typical. 

However, when looking at oil, there are some further 
factors to consider before investing. A sharp, but 
relatively short-term rally in oil seems likely as the price 
is not stretched and the inevitable increase in demand 
from the current low levels should support this. Over 
the longer-term, the move to renewable energy, 
which is already supplying an impressive proportion 
of many nations’ requirements, will take an ever-
greater share of energy production. The rise in electric 
vehicles, including new targets for removing petrol 
cars from sale, increasing hydrogen use, and other 
green initiatives and commitments around the world, 
will all contribute to lower demand and investors are 
becoming ever more aware of the risk to oil. OPEC will 
certainly control supply to some degree, but as we 
have seen in recent times, the move to extreme levels 
in the price of oil are swift and often unpredictable.

We see base metals, such as copper, steel and tin, as 
having a more sustained rally than oil as the supply 
is tight and the demand is likely to move much more 
swiftly but steadily as many countries move to invest in 
infrastructure once more. 

Gold has decreased in value over the quarter as 
investors became more confident and optimistic, but 
it looks likely to retain much of its worth over the next 
year. Fears that a flood of fiscal stimulus will cause a 
surge in inflation will keep gold buyers motivated 
as it is seen as a good hedge against the 
devaluation of currencies. 
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Five-Year Performance of GDIM Investment Model Portfolios

Conclusion & Outlook 
As we enter a third national lockdown in the UK, we are 
buoyed by the ongoing immunisation effort and look 
forward, both personally and professionally, to greater 
freedoms and progress in defeating the virus.

After such a relentlessly negative year, we cannot help 
but see 2021 with more optimistic eyes. If, as we expect, 
life begins to move back to what we know as normality 
in the spring and summer there are many opportunities 
that may open up to us and we should be looking at 
another fruitful year in investment terms. However, there 
may be some delays before we reach that position. 

We will then look to the fundamental principles of 
investment and seek the secular growth themes 
and emerging opportunities, and we retain these in 
our portfolios even if they may not be the strongest 

performing assets in the short-term. Specific areas of 
technology, clean energy assets, Chinese and Indian 
equities and pioneers of artificial intelligence will be 
among these as we look to the areas of unstoppable 
change that we see around us.

We may soon leave behind one of the toughest periods 
in modern times and while we may be relieved we 
should also be mindful of the lessons it brought with 
it. Our portfolios passed this most unpredictable of 
tests with flying colours, which has given us renewed 
enthusiasm for our principles. As ever we would like to 
wish you a healthy and prosperous year ahead.

GDIM Investment Committee  
January 2021

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 1st January 2021. Performance does not reflect 
trading in actual accounts (and is therefore gross of all management fees, except fund charges). Data provided by 
Financial Express 2021. 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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