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Investment Market Review & Outlook

Volatility was rife over the first three months of 2022 as markets digested the news 
of the Russian invasion of Ukraine. Stocks retreated as commodity prices spiked 
in February and March before finding some strength toward the quarter’s end.  
Higher energy prices, which were exacerbated by the conflict in Ukraine, have led 
to inflation becoming an issue that will persist for some time.  
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Economy
The conflict in Ukraine has caused a humanitarian 
crisis and has resulted in many countries placing 
sanctions on Russia. The civilian casualties are already 
in the thousands and there are many more military 
casualties, too. Toward the end of March there was 
renewed optimism that a deal could be struck 
between the two countries as Russia pledged to 
“radically reduce” its operations close to Kyiv. Ukraine 
has signalled that both Crimea and the Donbas 
regions could be offered up as ‘neutral’ territory as 
a compromise toward halting the aggression. It is 
increasingly clear that both sides have a strong motive 
to stop the war from humanitarian, economic and 
political standpoints.

In the UK, the fears of higher prices that we identified 
in our last update are now at the forefront of people’s 
minds and inflation is evident, not just in energy and 
fuel prices but also in food, clothing and travel. 

For most, the largest of the burdens will be the heavy 
increase in household energy bills, which have risen 
considerably on 1st April, and will increase again 
in October. The average household looks likely to 
spend an additional £693 on electricity and gas, as 
the April price cap increase was confirmed during this 
quarter. The October increase is likely to be a further 
25%. The price of auto fuel has also risen significantly, 
prompting the government to cut fuel duty by 5p a 
litre, which aims to ease the burden by around £100 a 
year for the average driver.

The US Federal Reserve raised interest rates by 
0.25% in March and indicated that the rate of future 
increases will be not be slowed by the Russia-Ukraine 
conflict. It is possible that we could even see increases 
of 0.5% (rather than the expected 0.25%) at the May 
and June meetings if the higher-price environment 
persists. Stock markets took the initial, heavily 
anticipated, rise well and rallied higher, which may 

have been tacit support for Governor Jerome Powell’s 
announcement.

Many parallels exist between the US and UK 
economically – both have higher than usual inflation, 
high employment and slowing growth – so the path 
for interest rates is likely to be similar.

One other serious issue faced by Ukraine’s closest 
neighbours is supply of resources. Europe’s 
dependence on Russian gas will be tough to replace if 
it ceases completely. Europe remains the region that is 
most exposed to this crisis and is the most vulnerable 
to recession this year if growth remains poor. In this 
case we would expect a reversal in the recent move 
toward tighter monetary policy before the year is out.

While COVID has not been taking many headlines 
recently, it is still prevalent in many places. Much of 
the world has loosened regulations and allowed more 
freedoms – the UK more than most – but renewed 
lockdowns in China have reminded us that the crisis 
may not be over just yet.

Fixed Interest
Most of the core fixed income instruments, such 
as Western government bonds, continued to be 
challenged through this quarter, even in the face of a 
“flight to safety” triggered by the geopolitical events 
in Eastern Europe, which usually includes these high 
quality bonds. 

Many of our less mainstream positions in Chinese 
government bonds and especially inflation-linked 
securities did perform well, the latter contributing 
positive overall returns above 4% and providing a 
degree of security from volatile stock markets.

Governments in other countries reacted negatively to 
the prospect of higher rates in the US. We haven’t held 

2021/2022 RPI (%) CPI (%) Unemployment (%) GDP Growth* (%)

October 6 3.4 4.2

November 7.1 4 4.3 Q1 = 1%

December 7.5 4.2 4.1

January 7.8 4.4 3.9

February 8.2 5.2 Q2 = 0.4%†
*Based on percentage change on previous quarter  †TradingEconomics Estimate, 2022

UK Economic Data



UK sovereign bonds for a while now and these were 
amongst the very worst performers, falling over 8% 
since the turn of the year.

Assets that carry higher interest rate sensitivity (they 
decrease in value when interest rates rise) are the 
conventionally ‘safer’ investments in a portfolio 
because they perform better when equities fall. 
However, when faced with the prospect of consistently 
higher interest rates for this year and next, they are 
less attractive. There is a balance to be found between 
requiring the protection they offer against falls in 
equity markets and the falls they tend to suffer in an 
environment where interest rates are rising. We have 
tackled this issue by maintaining a highly diversified 
core of bonds from issuers with strong balance sheets 
and as well as holding some assets less directly affected 
by increasing interest rates. That said, it is likely that 
this area of portfolios will not be the positive store of 
value that it has been in the past, but it will provide 
the essential ‘insurance’ to investors when equities 
inevitably fall.

Equities
The year started with falls in most regions as a 
continuation of 2021’s worries bled into the new year. 
These were mainly centred around the realisation that 
higher interest rates were coming, but the invasion in 
Eastern Europe soon added to the concern. Despite 
this, stock markets rallied as we neared the end of 
March, with the MSCI World global stock index gaining 
over 10% from the lows in early March. 

Inevitably we have some concerns about the future 
of Europe, not just because of the conflict within the 
region, but also because of higher inflation and low 
growth, which both look likely. Coupled with this we 
also see potential risk from Germany regarding the 
challenge of locating appropriate energy supplies 
that are not tied to Russia, and from political angles 
in France.

The assets that were strongest during the period 
were the natural beneficiaries of higher inflation, in 
particular, commodities. Fears over the spike in oil 
prices drove the price of fuel and many other related 
industries higher and this may well become a longer-
term situation. Oil and other fuels accelerated their 
price increases as many countries stopped accepting 

fuel from Russia. This has pushed up traditional 
energy asset prices, but it also signifies a movement 
towards renewable energy and this will be reflected 
in clean energy and renewable energy companies 
as well as some infrastructure organisations. Many 
regions which are exporters of oil benefitted from 
higher prices over the quarter.

Our holdings in healthcare and infrastructure have 
performed well in these more volatile periods as 
they hold assets that tend to be less cyclical and 
have drivers that are not as dependant on consumer 
demand or economic growth. If we do see economic 
growth wane and inflation remain elevated we could 
enter a difficult period of stagflation or even recession 
in some regions and we will need more of these 
defensive assets. 

We will concentrate even more than usual on 
companies that can consistently manage costs 
and maintain margins through tougher economic 
circumstances. 

 Commodities
Oil has been extremely volatile over the quarter, with 
the Russian invasion of Ukraine causing the price to 
spike. The market was already tight, with demand 
rising and supplies stretched, so the threat of further 
disruptions to exports led to oil briefly reaching a 14-
year high of $139 a barrel at the start of March. Prices 
have moderated significantly since then, especially on 
the back of the news that President Biden ordered the 
release of one million barrels per day for the next six 
months, in order to help ease supply shortages. 

It’s been a similar story for gas prices, especially in 
Europe where so much of the supply comes from 
Russia. Putin has recently demanded payments for 
Russian gas to be made in rubles; however, so far the 
G7 nations have refused the demand. Germany, who 
rely on Russian gas the most, are seemingly moving 
closer to gas rationing to cope with the limited supply. 
Again the US has had to intervene, and have agreed 
a new energy supply deal with the EU under which 
the US will increase transatlantic gas deliveries, thus 
reducing Europe’s dependence on Russian energy.

Gold has rallied over the quarter as investors looked for 
a safe haven in times of uncertainty and rising inflation. 
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Five-Year Performance of GDIM Investment Model Portfolios

Conclusion & Outlook 
At the end of 2021 we were wary of higher inflation 
in the near-term, and that inflation now looks to be 
entrenched. While not likely to become out of control, 
prices across the vast majority of raw materials and 
consumer goods will very likely be increasing to some 
extent and we must continue to be aware of this. We 
retain a high degree of protection across our more 
defensive portfolios and maintain a core of equities that 
make real, sustainable profits and can perform well in a 
world of higher inflation and only moderate growth.

If global economic growth remains robust every major 
region should avoid recession, but some will come 
close. We know that some industries will be more 
affected by lower consumption and higher prices. 
However, we still have a wealth of opportunities in 

markets, particularly in those areas we know global 
businesses will always require, such as the cloud, 
advertising, semiconductors, healthcare, connectivity 
and renewable energy. 

We held very low exposures to Russian assets in our 
portfolios and those very small, indirect holdings 
have been written down to zero value in most cases, 
meaning that any losses have already been realised. 
Russia has effectively annexed itself from trade with 
most of the rest of the world and it is an uninvestable 
region in the views of most. It is with a sombre tone that 
we sign off this quarter and truly hope that we need not 
address the conflict in our next missive.

GDIM Investment Committee,  
April 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 1st April 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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