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Following the sharp sell-off at the end of 2018, equity markets 

bounced back strongly in the first quarter of 2019.  Comments 

from the Federal Reserve, hinting that interest rates would not rise 

in the US this year was a major factor, helped by a growing 

perception that trade relations with China were improving.  

Technology shares fared particularly well, and at the time of 

writing the NASDAQ index is very close to reaching new highs.  

Despite the Brexit saga taking countless twists and turns over the 

period, the UK rose broadly in line with global markets helped by 

some big moves in names such as Next (+40%), Rio Tinto (+35%) 

and Lloyds Bank (+24%).  Continental Europe also made good 

progress, despite weak growth numbers and Italy slipping into 

recession.  The March reading of the Eurozone Purchasing 

Managers’ Index is indicating a contraction, lending weight to the 

ECB’s comments that the ‘risks surrounding growth have moved 

to the downside’. 

Asian shares enjoyed a very strong quarter, boosted by a strong 

rally in China as investors anticipated new government measures 

including tax cuts in an attempt to counter the softening GDP data.  

India was volatile as elections and conflict with Pakistan rattled 

nerves, but the main SENSEX index ended comfortably higher as 

confidence returned in March.  Emerging market nations such as 

Russia and Brazil benefitted from a firmer oil price in the quarter 

(+32%) although Turkey went back into recession following a 

period of questionable policy decisions. 

Fixed-income markets have generally enjoyed a strong start to the 

year too as prior expectations of higher interest rates have been 

reined back.  After moving sideways for two years, index-linked 

gilts jumped almost 6%, with UK corporate bonds not far behind.  

The high yield bond market in the US has fared even better, up 

nearly 7.5%, although this comes from a low base after the asset 

class lost around 5.5% last quarter. 

Elsewhere, metals were mixed, with gold flat and platinum soaring 

15% on talk of a supply crunch.  Most agricultural commodities 

were in positive territory for the quarter, notably lean hogs up 

over 60% due to an outbreak of swine flu, however despite a 

bounce in March, wheat was still down 10% for Q1, and now down 

by a third since August.  In the foreign exchange markets, sterling 

recovered from a December low of $1.25 against the dollar, to 

briefly touch the $1.33 level.  Despite the Brexit drama of late the 

pound has been no more volatile than most other currencies. 

Click on blue links for more information online 

The end of March and early April is the busiest time of the 

year for us at Albert E Sharp.  For those requesting it, we need 

to check that all ISAs have been fully subscribed and that 

taxable accounts have used up their allowances, as the tax year 

comes to an end.  This is very time-consuming work, yet it is 

not always very obvious what has been done and sometimes 

may be totally imperceptible.  Nevertheless, tax management 

within the portfolio is arguably one of the most valuable 

elements of the service that we provide, given the significant 

long-term ramifications. 

It is easier to appreciate this by way of an example.  Imagine a 

higher-rate taxpayer, who has a portfolio worth £200,000.  

Half of this is held in a general investment account (GIA) 

which will face a tax on dividend income, interest and, 

potentially, capital growth and the other half is wrapped up in 

an ISA, which faces none of these taxes.  Let’s assume further 

that the investor intends to cash in everything in ten years in 

order to buy a holiday home; this type of scenario is fairly 

common.  It is to be invested entirely in UK equities and, for 

ease, the return tracks the FTSE-100 Index’s 50 year average 

of 8.2% comprised of a 5% capital return (due to share prices 

rising) and a 3.2% income return (dividends). 

Source: Albert E Sharp® 

NB Excludes any management fees and commissions, assumes higher marginal tax rate 

and no change in tax rules. 
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The table above and chart below illustrates that if no 

allowances are utilised, the portfolio would double in value to 

£416,649.  However, if the allowances are used, the portfolio 

finishes entirely in the tax-free ISA and more than trebles in 

value to £616,104.  The near £200,000 difference comes partly 

through paying lower taxes but mainly from the compounded 

effect of the growth in the saving. 

Our investment position on Brexit remains unchanged.  We believe 

that a valuation discount has been forced on UK companies as a direct 

result of the uncertainty and fear largely generated by the media.  

Overseas investors appear particularly sceptical, but we regard this as a 

misunderstanding and an opportunity.  If any progress is made, there is 

scope for a very sudden return of favour, prompting a rush back into 

UK equities.  In short we believe that the real risk for investors is to be 

out of the market right now. 

http://www.morningstar.co.uk/uk/news/182720/uk-equities-where-to-invest-amid-brexit-uncertainty.aspx
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Since March 31st 1988 he has returned the annual equivalent of 

15.5%, compared to the benchmark S&P-500’s 10.4%.  This 5.1% 

annual difference means that £1,000 invested in the index over the 

period would have turned into £21,610 compared to 

£87,946 for Berkshire Hathaway.  The difference in returns was 

only £50 in year one, but 31 years later it had grown to more than 
£66,000.  It should therefore come as no surprise that one of the key 

factors that we look for when buying a fund or shares in a company 

is the management’s ability to demonstrate long-term planning and 

an ability to ignore short-term distractions. 

Tax management at the portfolio level is inextricably linked 

to maximising portfolio returns and so investors should 

always take advantage of CGT allowances.  In addition, tax-

efficient vehicles such as ISAs or pensions, increase returns.  

That way they can enjoy the benefits of compounding; as 

Einstein also said, ‘he who understands it earns it, he who 

doesn’t, pays it’. 
Nevertheless, short-termism is a pervasive human condition.  

Whether it is managers of Manchester United or Marks & Spencer, 

fans and shareholders alike want to see them deliver results today.  

Although fund managers face the same issues, those with the ability 

to resist these myopic demands often fare best.  Warren Buffett is a 

great advocate of thinking long-term and this is borne out by the 

returns of Berkshire Hathaway, his listed investment vehicle.  

 world, the greatest invention by mankind’. 

 

What this really demonstrates is the importance of long-term 

thinking.  Small actions today make a big difference tomorrow.  

These tax savings effectively boost returns and can be thought of as 

earning interest on interest.  This is the magic of compounding and 

reportedly described by Albert Einstein as ‘the eighth wonder of the

https://www.cnbc.com/2018/05/04/warren-buffett-invests-for-the-long-term.html
https://www.youtube.com/watch?v=wf91rEGw88Q
https://www.youtube.com/watch?v=kMcK4sVK_n4


4 

 

The views expressed in this report are not intended as an offer or solicitation for the purchase or sale of any investment or financial instrument. The views reflect the views of Albert E Sharp 

at the date of this document and, whilst the opinions stated are honestly held, they are not guarantees and should not be relied upon and may be subject to change without notice.  Investments 

entail risks.  Past performance is not necessarily a guide to future performance.  There is no guarantee that you will recover the amount of your original investment.  The information 

contained in this document does not constitute investment advice and should not be used as the basis of any investment decision.  Any references to specific securities or indices are included 

for the purposes of illustration only and should not be construed as a recommendation to either buy or sell these securities, or invest in a particular sector. If you are in any doubt, please 

speak to us or your financial adviser as appropriate. 
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