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Investment Market Review & Outlook

The final quarter began with a continuation of recovery and reopening, but 
descended into restrictions and concern surrounding the rapid spread of the 
Omicron variant of Covid-19. This sparked higher volatility in stock markets and 
was exacerbated by a higher-than-anticipated inflation figure, which had investors 
concerned that prices would be rising by more than had been predicted. 
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Economy
The final few months of 2021 were dominated by 
news of higher inflation and the numbers of Omicron 
cases increasing dramatically all over the world.

Inflation figures were generally elevated in most parts 
of the world as energy bills, food and other essentials 
rose in price in the latter parts of last year. Consumers 
have been hit by electricity prices that were 18.8% 
higher than the year before and gas was 28.1% more 
expensive. However, as such a large proportion of 
this was from energy it does give encouragement 
that much of the cost increases will fall away with the 
falling oil price.

Early data suggests that the Omicron variant 
seems to be exhibiting the characteristics of higher 
transmissibility but lower severity than other variants, 
especially among those who are fully vaccinated. 
Cases are increasing very swiftly in many areas, but 
hospitals do not seem to be showing signs of being 
overwhelmed just yet. 

The US Federal Reserve signalled its confidence in 
the recovering economy by reiterating its stance on 
continued monetary tightening, from reducing the 
monthly asset purchases to an interest rate hike in 
the first half of this year. COVID cases in the US have 
continued to rise but the economic effect will likely 
be smaller and briefer than in prior waves; hence the 
central bank’s confidence.

This confidence, and that of many authorities 
around the world stems partly from the high rates 
of vaccination in most developed world countries. 
Numbers of people who have at least the initial jab 
are highest in Canada and Spain (82%), just under 
80% in Italy and Japan, 75% in the UK and around 
72% in the US and Germany. The emerging world 
is moderately lower but accelerating fast – India is 
currently at a rate of 60% but is rolling out around 
7.4m vaccinations a day.

There is little doubt that we will have to continue to 
factor in COVID-19 in all of the investment decisions 
we make, but it is becoming increasingly clear that 
in dealing with the pandemic there are many similar 
strategies at play across the world. With the exception 
of China’s ‘Zero-COVID’ approach, most economies 
are focused on living with the virus and minimising 
its effects on healthcare services, which allows for a 
degree of greater certainty.

Despite a rocky year in 2021 we remain confident that 
the rate of economic expansion will be strong in the 
higher growth markets of Asia. China recently moved 
to reduce their Reserve Requirement Ratio, which will 
increase the supply of money in the economy – a 
move that is supportive of growth.

Fixed Interest
2021 was a very lacklustre year for bonds and we 
anticipate a very similar situation for 2022 as inflation 
continues, interest rate increases are enacted and more 
are anticipated. The US central bank is signalling a rate 
hike in the spring and markets have reacted early to the 
expected consequences for bonds. The consensus is 
that there is likely to be two or three increases to the US 
base rate this year, which would mean a deterioration 
in bond values, especially those with higher sensitivity 
(such as longer-dated government bonds).

We foresee rising rates in the majority of regions, with 
exceptions probable in China, Japan and Australia. 
This lends support to our position in Chinese bonds, 
one of the few sovereign-issued bond markets that 
produces a significant yield, currently over 2.5% p.a. 
We substituted these for our UK gilt position in most 
portfolios last year, thereby escaping the higher levels 
of volatility that gilts exhibited.

As rate moves have been anticipated for some time, 

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

July 3.8 1.8 4.6

August 4.8 3.1 4.5 Q4 = 1.8%

September 3.0 3.1 4.6

October 5.2 4.2 4.2

November 5.5 5.1 4.3 Q1 = 0.7%†
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2022

UK Economic Data



fixed income markets have continued to be difficult 
to traverse. UK inflation, a factor which will have some 
bearing on the timing of rate rises, hit a high of 5.1% in 
December but we do not see this being maintained 
much further into this year. While CPI levels should 
remain above pre-pandemic levels there is little to 
suggest a surge from here. Many raw materials and 
food prices may increase but the offsetting effects of 
the lower energy prices should balance these to some 
extent.

With a potentially tough year ahead for bonds we are 
maintaining a high degree of diversification in the 
fixed income component of our portfolios.  We are 
mindful that the highest quality bonds are often the 
only protection when stock markets sell-off, so some 
element is required, but our exposures mainly focus 
on lower volatility bonds and those that may be able 
to achieve a positive return this year.

Equities
A mixed end to the year for stocks was concluded 
with a ‘Santa Claus Rally’ (a sustained increase in stock 
market values over the last week of December and into 
January), which was staged with just days to go. The 
effect was largely to win back the losses made shortly 
beforehand, but it meant that we saw in 2022 with new 
highs in some stock market indices.  

Last year was dominated by a resurgence in more 
cyclically-focused stocks as the world recovered 
from the lockdowns and energy, financials and travel 
stocks dominated returns. This trend dissipated 
towards the year’s end and looking ahead it is likely 
that performance throughout this year may be more 
broad-based. Financial stocks could continue to 
benefit from higher interest rates but energy may be 
more challenged and longer-term trends could take 
over once again.

Supply chain issues are starting to ease and should 
increase economic activity and reduce inflationary 
pressures. One of the most sensitive and wide-
reaching areas hit by supply chain issues was semi-

conductors. Their ubiquitous nature has meant that 
many industries have struggled to function while the 
production was low but, despite Omicron, this does 
seem to be unwinding and could have numerous 
positive repercussions, especially for the Auto sector.

Emerging markets had a mixed year as China was the 
source of much volatility, surprising markets with new 
sanctions in certain industries. The shining light for 
our portfolios, however, was India, which continued 
to contribute generously to returns.  

Having exposure to clean energy businesses has 
been a good theme for us in the last year and we are 
keen to add to these in the form of infrastructure. The 
US’s ‘Build Back Better’ initiative and the enormous 
spending that will accompany it will be a big benefit 
to companies in this sector. As infrastructure assets 
usually have a predictable income stream, they 
tend to be less volatile and provide a steady yield to 
portfolios. The additional bonus of these assets is that 
much of their exposure is also directly or indirectly 
linked to the rate of inflation, so if we do see higher 
than expected rates, they will benefit from this.

 Commodities
The discovery of the Omicron variant sparked fears of 
renewed travel restrictions, causing oil to fall to $65 a 
barrel at the start of December. However these fears 
were short lived and oil regained almost all its losses to 
return to just over $80 a barrel.

Gold continued to be volatile over the quarter as 
inflation fears led to a 5% increase before giving up all 
those gains when the Fed signalled they would likely 
be hiking rates early 2022.

As we continue to move into a more sustainable world, 
resources such as copper, nickel and lithium remain 
firmly on our radar. All of these are essential for the 
production of electric vehicles and batteries, for which 
demand will only increase.
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Five-Year Performance of GDIM Investment Model Portfolios

Conclusion & Outlook 
With data indicating that households and companies 
are in financially good shape and with consumer 
sentiment still strong, it is reasonable to expect that the 
global economy will manage to continue to grow while 
tackling the persistent Covid threat. Clearly it remains 
to be seen exactly what effect Omicron will have but it 
seems to be less impactful than its predecessor, Delta.

We believe that most areas of the world should 
continue to economically expand at rates that are above 
historical averages, but are below the recently inflated 
levels we have seen in the recovery from last year’s 
lows. We do not think that all sectors of the investment 
world are equal though and we anticipate healthcare, 
renewable energy, infrastructure and those companies 
with dominant market positions to perform significantly 
better than their peers.

As we have alluded to in past correspondence, we are 
holding a level of risk in most portfolios that is higher 
than it has historically been. This is for numerous 
reasons, not least the poor prospects for non-equity 
investments, but we believe that long-term winners 
present excellent value at a time that is likely to 
represent a peak in ‘bad news’ for the time being and 
will pay off over the next 12-18 months.

2022 is likely to see continued volatility across many 
asset classes, but we believe taking a longer-term, high-
quality approach remains the best course of action as 
we weather these short-term challenges.  

GDIM Investment Committee,  
January 2022

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 7th Jan 2022. Performance does not reflect 
trading in actual accounts (and is therefore gross of all management fees, except fund charges). Data provided by 
Financial Express 2022. 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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