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Investment Market Review & Outlook

A four-week delay to the end of restrictions and a fully re-opened economy is 
hopefully the last hurdle for the UK in the COVID-19 saga, but it remains to be seen 
if this will be a track we will have to run again in the future. Economic recovery is 
in evidence in many areas and has brought with it concerns over rising levels of 
inflation, a threat we have not had to deal with in a long time. Growth is returning 
to markets across the world, and we must plan for the changes that come with a 
return to something like normality.
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Economy
The spring brought a relatively quiet quarter as 
vaccinations continued to be administered, businesses 
started to re-open and the country moved a little 
closer to pre-COVID normality. 

The planned removal of COVID-19 restrictions in 
June was delayed over signs of resurging cases in 
some areas, especially of the Delta variant, though 
hospitalisations remained low. The number of adults 
who have been vaccinated in the UK grew beyond 
60% (those that have received at least one jab), which 
was ahead of the US (just over 50%), major European 
countries (around 50%) and Japan (less than 20%). The 
spread of the Delta variant looks to be leading to a 
fresh rise in cases in the US.

The return to higher levels of economic growth 
caused concern that inflation may be around the 
corner, including the inevitable rise in interest rates 
that is likely to follow it. Both stock and bond markets 
reacted negatively to this, but regained ground 
relatively swiftly. Inflation is a factor we have an eye on 
as it can transform the investment environment, but 
we believe that it won’t cause sustained higher prices 
after the current wave of higher inflation figures has 
passed. Longer-term, we are assessing the substantial 
US government spending and projected employment 
rates to see how inflationary these factors could be, 
but this should be some way off.

Both the US Federal Reserve and the Bank of England 
have stated that they will not raise interest rates in 
the near future and that they will let inflation ‘run hot’ 
(remain higher than interest rates) for a while before 
acting. This has appeased skittish markets which 
react badly to higher rates, and we are mindful of the 
inevitable falls we will see when the Federal Reserve 
announces a decrease (or taper) in their monthly 
bond buying programme.

President Biden is drawing closer to successfully 

proceeding with a huge infrastructure plan that looks 
to be worth around $579bn, which will be directed 
toward those involved in the road and rail businesses 
amongst others.

In Asia, India has slowed the pace of new COVID cases 
but was still confirming around 53,000 a day at the 
end of June. The rate of vaccination rollout in India 
has been impressive, recently running at around 5.2 
million a day. There are signs that economic activity 
in the country is increasing strongly too, which is 
positive both domestically and for their many trading 
partners. 

China looks to have fully vaccinated around 40% of 
their total population and activity levels are close to 
pre-pandemic levels there.

Fixed Interest
Bonds markets recovered from an inflation-induced 
sell-off in the first quarter and have been relatively 
muted in their movements since. We removed UK 
government bonds (gilts) from most portfolios in 
April which helped us to avoid much of the volatility 
associated with the sell-off. The prospects for high 
quality bonds look to be quite limited at present and 
could well produce a negative return over the next 
12 months and the highest-rated, most interest rate 
sensitive bonds would be the worst affected.

Our investments in the higher-risk end of this space 
have added to performance over the quarter (and 
indeed the year) and with surprisingly low levels of 
volatility. Our emerging market and high yield bond 
funds provide a generous level of income (around 
4-5% per annum) and are considerably lower risk than 
equities. Using the highest quality bonds amongst the 
higher-risk category has been an excellent strategy in 
a time of uncertainty about the future, as easy credit 

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

January 1.4 0.7 5

February 1.4 0.4 4.9 Q1 = -1.5%

March 1.5 0.7 4.8

April 2.9 1.5 4.7

May 3.3 2.1 Q2† = 5.1%
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2021

UK Economic Data



conditions (as the risk of companies missing a coupon 
payment is reduced) mean default rates remain low.

The environment for fixed interest markets will 
continue to be challenged as yields are low and 
the threat of interest rates increases (which make 
bonds look less attractive, relative to cash deposits) 
are getting closer. As such, we are looking further 
afield for protection in portfolios and are considering 
sovereign bonds issued by other major nations where 
yields are more generous, such as China.

Equities
An overall positive period for global stock markets 
returns came from a diverse array of countries and 
sectors, mainly boosted by a return to higher activity 
levels, increased confidence and future planning. 

In Europe, economic data is very promising. A 
rebound, largely led by the services sector (in Germany 
especially) followed better data in the manufacturing 
sector, which exceeded expectations. This is an area we 
have substantial interest in and may look to add to in 
the future if the recovery remains on track.

We have moved toward a strategy of investing in 
smaller companies in the US for many reasons, not 
least the planned government spending, which will 
be domestically focussed. Another strong tailwind for 
American companies will be the considerable savings 
that consumers have amassed during periods when 
activity was limited. It is not possible to know when or 
how much of this cash will be deployed, but it should 
be a support over the next 12 months or so as it tends 
to be in the pockets of those who are more likely to 
spend, rather than invest.

While equity markets have preferred the ‘cheapest’ 
sectors over the last few months (those that 
have been out of favour for a long time), such as 
commodities and companies in the financial sector, 
we remain firmly positioned in many companies that 
we believe will be highly fruitful over the long-term. 

The majority of the assets we own are high-quality, 
secular growers that, if we experience a higher 
inflation environment in the future, are likely to be 
able to grow earnings and have the pricing power 
to increase their revenues as prices rise. We will also 
continue to avoid companies with weak balance 
sheets and lower cash-flow businesses as the price of 
borrowing increases. 

We have been paying special attention to the 
healthcare sector in recent months, as it performed 
especially well as a result of the combination of 
ageing populations, increased pricing scrutiny and 
swiftly emerging innovative drugs and therapies. 
We believe that this is a theme that will continue to 
grow for decades and that healthcare spending will 
increase sharply in the next few years. We will be 
increasing our exposure to this where appropriate.

Despite the tragic COVID circumstances in India, the 
last quarter saw large strides forward in resolving the 
situation and the Indian equity fund we hold in our 
portfolios was amongst the top performers for the 
period, growing by nearly 10%.

 Commodities
The price of oil steadily rose over the quarter due to 
lower supply and increasing demand on a global scale 
as countries emerge from lockdowns. The oil price has 
nearly doubled this year on the back of the improving 
appetite and its associated companies have performed 
well. However, this is not an area we have a huge 
exposure to for many reasons, including its volatility, its 
long-term sustainability and its environmental impact. 

Alternative energy supplies are the forefront of the 
industry at the moment, but oil still has an important 
role to play for the time being and its unique cartel-
controlled pricing remains an anomaly in free markets. 
Clean energy technology is advancing and being 
deployed swiftly, and the US and Europe are driving 
forces in the change, dedicating huge resources to it.
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Five-Year Performance of GDIM Investment Model Portfolios

Conclusion & Outlook 
Investors’ optimism on a return to a more normal 
environment looks well-founded as COVID cases 
continue to fall, vaccination rates continue to rise, and 
companies and individuals look to be putting money 
to work once again.

The second half of the year is likely to be more volatile 
as inflation fears remain, economic growth figures are 
likely to wane and central banks will inevitably start 
to indicate that they will be decreasing the amount 
of additional support they are currently providing. As 
we have seen numerous times in recent years, both 
stock and bond markets react negatively to these 
announcements, but we know that we must stay 
the course and not react to short-term fluctuations. 
Our Investment Model Portfolios currently contain a 
higher degree of equity than they have historically, 

due to the difficult environment for bonds, but this 
has been executed carefully and thoughtfully to 
achieve long-term goals, and is kept within each 
portfolio’s risk profile. 

The portfolios continue to be built around long-term 
themes that will develop and evolve over many years, 
and while we always concentrate on high quality 
businesses, we also have strong biases toward those 
operating in fields such as clean and alternative 
energy, healthcare, aging populations and social 
responsibility. In this way, we marry our long-held 
investment philosophy with the themes and trends 
of the present and future to create portfolios that are 
both robust and pro-active.

GDIM Investment Committee, July 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 25th June 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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