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News of elevated inflation and interest rate increases triggered both stock and bond markets to sell-off
during a highly volatile quarter in stock markets. However, regular recovery rallies have kept it from being
a perpetual downward trend. It is clear that rising prices are a more serious threat than many people had
anticipated, and the challenge will be taming inflation without extinguishing growth.
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8.2
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9
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3.8
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11.7

9.1

*Based on percentage change on previous quarter

Q1 = 0.8%

Q2 = 0.1%†

†TradingEconomics Estimate, 2022

ECONOMY
Markets have been reacting to concerns that central
banks may have to force the global economy into
recession in order to control inflation as US numbers
reached a 40-year high of 8.6%, and similar data was
evident in Europe and the UK. The US Federal Reserve
increased interest rates by 0.75% in June, the largest
increase in a single meeting in 28 years, and implied
that the rate hikes up to this point had been too gradual.
The president of the European Central Bank, Christine
Lagarde, reiterated that interest rates in the Euro region
would rise in July and went on to predict that rates would
likely increase again in September. The Bank of England
also increased interest rates for the fifth meeting in a
row, taking the base rate to 1.25%.
Inflation in the UK has reached 9.1% as a result of rising
food prices and record-high prices for petrol and diesel.
These rises will further squeeze the consumer who,
holidays aside, has already started to reduce spending.
Alongside the US, the UK faces a situation where inflation
is rising but wages are increasing by substantially less,
leaving workers worse off.
There is heightened uncertainty around the future
leadership of the UK as Boris Johnson has pledged
to resign once a new candidate for leader of the
Conservative party has been selected. We do not
foresee this causing major changes to the outlook for
the UK, but could potentially be a catalyst for some
measures to help with rising prices.
The previous quarter saw the war in Ukraine pass the
100-day mark and sadly there are few signals that there
will be a conclusion in the near term. There has been
tragic loss of life and many villages and towns on the
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route toward the Dombas region have been devastated.
The European Commission’s approval of Ukraine to join
the EU passed, paving the way to membership, but this is
many years away.
The easing of the lockdowns in major Chinese cities
has eased some supply chain issues and this should
help with the fight against inflation. However, further
lockdowns remain a risk and as long as the restrictive
zero-Covid policy continues the risk of supply disruption
will remain. One of the key threats to the global economy
stems from the disruption to food supply: Russian
fertilizer is not being produced, Ukrainian grain supply
has stopped, and poor weather conditions across the US
have hurt crop yields. This fall in supply will inevitably
contribute to inflation in the future.

FIXED INTEREST
Another tough period for bonds saw the price of UK
Government debt (gilts) fall by more than 10% as interest
rate expectations were revised upward in almost all
major regions. High quality corporate bonds also saw
their price decrase, but had the additional cushion of a
more generous income. Our Chinese sovereign bonds
were the best performers in this space, ending the
quarter roughly where they began it.
Now that US interest rates are expected to move above
3% and UK rates to go beyond 2% it is likely that bond
market yields (which have an inverse correlation with
their price) are close to their maximums. This may make it
a good time to re-introduce some of the bonds (like gilts)
that are unlikely to fall significantly further in value. This
would provide a good hedge to volatile equity markets
as well as providing some positive movement if interest

rates don’t increase quite as much as expected.

COMMODITIES

Some of our fixed income assets are directly linked to
the rate of inflation and performed less well, rather than
positively. These assets should provide a hedge to higher
inflation levels if central banks fail to control prices.

Commodities, most notably oil, yielded to investors’ fears
of a recession causing a sharp decrease in demand for
energy over the latter part of the quarter. Consumer
and business activity has started to slow down credibly,
which has fuelled the slowdown concerns and as oil
and other raw materials have performed so well this
year, many saw this as a profit-taking exercise. Overall
demand is likely to remain well above supply as the
conflict in Ukraine continues and Chinese activity
remains in question. Industrial metals such as copper
and aluminium were also caught in the market falls over
the quarter, both down between 20% and 30%.

The income on higher-yielding areas of the fixed income
universe have been pushed to elevated levels, meaning
that even the best of these ‘lower quality’ companies
can produce more than 5%, which may be a good
opportunity to accumulate return at lower risk levels.
We are aware that default rates are very low and will
inevitably increase as rates rise, so we are mindful to
retain only the highest quality holdings.

EQUITIES
The quarter started with falls in most regions and
stock markets were much more volatile than usual
as uncertainty regarding inflation and interest rates
dominated the headlines and moved sentiment on a
daily basis. Market direction was extremely inconsistent
but overall markets fell more than they rose.
During the last quarter we moved a significant proportion
of our Asian equity into defensively positioned UK
equities that are geared toward companies that supply
essential products and services that hold up in tougher
times. It is our hope that this will contribute to the
resilience of the more defensive portfolios and should
also contribute to a lowering volatility in rockier times.
We remain very cautious about allocating significantly
to European assets as the challenges are considerably
more difficult as the conflict in Ukraine continues,
inflation is rising, energy supplies are uncertain and
there is a broader range of political stances. Where
we have exposure to these assets this is generally to
international companies that have a European base,
rather than domestically-focused businesses.
Our holdings in healthcare and infrastructure have
performed well whilst contributing lower than average
volatility levels to our portfolios. These assets, and
their valuable income streams, should be an important
bedrock for our portfolios, especially in more uncertain
times. Throughout our equity exposure, we continue
to concentrate even more than usual on companies
that can consistently manage costs and maintain profit
margins through tougher economic circumstances.
We are monitoring Asia, as while we no longer have
a larger than average exposure to the region due to
the elevated risk, it could be that China contributes
meaningfully to a global recovery in the near term. If
further lockdowns can be avoided the prospects for the
region to fulfil the excess demand created by supply
shortage could be very positive.

Europe is wrestling with its reliance on Russian gas and
has intermittently stopped using the commodity with a
view to a more permanent cessation. While the conflict
is ongoing, and probably even beyond this, supply will
remain stretched and prices relatively elevated. The
UK consumer is suffering from very high energy prices
since the government chose to raise the price cap on
home energy and petrol prices have also increased.
We would expect some intervention into one or both of
these before the impact of the next price-cap increase in
October. If this is not evident, it could have even greater
consequences for domestic growth.

CONCLUSION & OUTLOOK
Central banks have the extremely difficult task of
manoeuvring through interest rate increases to control
inflation whilst growth slows and possibly becomes
negative. The focus will remain on containing rising
prices, even if this is at the expense of recession.
One element of the higher energy prices that are hurting
huge swathes of the global population and pushing
up inflation figures is that it disincentives and reduces
activity, which may have the effect of slowing the pace of
inflation to some extent in the medium-term.
Looking ahead, this quarter is likely to be similar to the
last - very choppy but will also likely contain the seeds of
the recovery, a slowdown in interest rate increases and
inflation moderating. If we see a recession on a global
scale it would likely be shallow and short-lived but would
inevitably bring down the elevated employment numbers
we are seeing in most places.
During these difficult times it is important that we remain
well diversified in the core portfolios and await recovery
as opposed to trying to time the market. We have always
found that adopting this stance while holding the best,
large, well-capitalised companies proves a solid strategy
and so we will be holding firm, looking at the long term
and retaining higher quality assets in all areas.

Gibbs Denley Investment Management
Investment Committee, July 2022
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FIVE-YEAR PERFORMANCE OF GDIM INVESTMENT MODEL PORTFOLIOS
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D - GDIM Moderately Aggressive
E - GDIM Aggressive

A - GDIM Cautious
B - GDIM Conservative
C - GDIM Balanced
These figures are representative of the performance
of Gibbs Denley Investment Management (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 July

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.
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GDIM is a trading style of Gibbs Denley Investment Management Ltd, which is authorised and regulated by the
Financial Conduct Authority.
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