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Global Market Strategy  –  December 2019  

Ready, steady, HELP!

The UK’s General Election on December 12th is no laughing matter. 

Martin Wolff, one of the most respected journalists for the Financial Times, and as a young man a supporter of the Labour 
Party, wrote a telling article this last weekend in support of the earlier open letter in the FT from 163 economists which 
predicted dire consequences for the UK if Jeremy Corbyn’s heavily socialist party won the election: rising current account 
deficit as a result of increased spending on combatting the UK’s carbon footprint (the UK’s footprint is just 1.2% of global 
emissions of greenhouse gases); a return to 1970s nationalisation of public services; a return to free university tuition fees;  and 
a threat to entrepreneurialism and free enterprise through higher personal taxation. 

Frankly, many otherwise Tory supporters are fed up with their Conservative leadership, and the Party, but they have no 
alternative option?  Vote Liberal, as they might be inclined to, and then face the prospect of another referendum over Brexit, 
another 50-50 split in the vote, and then a probable third and final, best of three referendum in 6 years time? 

Every time the Tories appear well ahead in the polls, the financial markets rally, as does sterling.  When a poll then shows the 
election is not a foregone conclusion, the fear trade ensues.  There’s no doubt what the markets want.  Until they get it, UK 
stocks and the currency will be a tug of war.  No doubt George Soros is quietly betting big whenever market sentiment wavers.  
Certainly, Goldman Sachs is backing a strong rebound in sterling in 2020 on the back of a decisive election result, and relief 
for the UK from Brexit.  
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The UK apart, what can investors expect in 2020?   

Much talk in 2019 has been of China’s slowing economy and the consequent impact on the global economy.  Thanos 
Papasavvos, founder and CIO of ABP Invest is positive on China and Chinese equities and expects China to be the winner of 
the trade war for a number of reasons: they don’t have a president’s term timeline to adhere to; they control the messaging 
within their own market should there be some adversity to face as a consequence of the trade war; and they have the “nuclear 
option” of being able to sell US Treasuries (which they would not as it would lead the US into recession and harm the Chinese 
economy).  
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Given the run US equities have had over the past decade, it is hard to see how much further they can go but corporate earnings 
for the last quarter were better than expected, and although wage growth is minimal because of near full employment, US 
consumer spending is still strong.  Whether increasing personal indebtedness is to blame for that is a moot point; if it is, then 
light in the tunnel is a train coming fast toward us, especially if interest rates have to start rising next year, which is a 
possibility, especially in the second half.  Such an outlook is a reason for the dollar to maintain its strength relative to other 
developed market currencies. 

Canaccord Genuity at their November conference to financial advisors and clients alike, expect single digit equity gains from 
US equities in 2020 in the midst of heightened volatility.  In the context of continuing low global interest rates, equities will 
still prevail above nearly all other asset classes.  Canaccord particularly like Japanese equity investment as money continues to 
flow from post office savings yielding nothing, into shares, and Canaccord see much healthier returns from UK stocks.  
Canaccord’s Chief Investment Officer, Michel Perera, stated in his world overview that Brexit has hung a huge cloud over the 
UK, and yet the average FTSE equity yield exceeds 4%.  The other main area favoured by Canaccord is gold, both because of 
the likelihood of prolonged low interest rates and for insurance purposes in the face of increased geopolitical upheaval.  It is 
worth noting though that opportunity cost rises for gold when interest rates rise, so if the US does begin to increase rates at the 
end of 2020, gold could reverse, as it does in the face of a rising US stockmarket. 

Technical 

There is much debate over the benefits or otherwise of offshore bonds as an investment vehicle when there appears to be so 
many other tax-efficient structures to be able to take advantage of, particularly for UK resident investors. 

The UK’s tax regime is one of the most lenient in the world.  Granted, it is not as generous as that of some of the countries in 
the Middle East or Singapore or Bermuda but compared to most countries in Europe, Asia, America and Australasia, it is 
generous if tax, savings, investment and pensions allowances are used skilfully. 

Beyond first base Individual Savings Accounts (ISAs) and Pension Planning, longer term investment and generational planning 
is where offshore bonds come into their own.  

(Offshore, and onshore, “bonds” are not debt instruments in the traditional sense of the word bond; rather they are single 
premium highly versatile investment structures issued by life assurance companies and other platforms with preferential (but 
not necessarily uniform) tax treatment by most tax jurisdictions around the world.) 

UK inheritance tax receipts by the UK tax authorities are up 58% in the last 5 years to nearly £5.5 billion, and according to 
latest figures released by Her Majesty’s Revenue & Customs (HMRC), those reaching the Lifetime Allowance for maximum 
pension pension funding increased by 80% when the allowance was capped at just over £1m. 

More and more parents wish to help their children purchase a property in the UK since without their help, the idea of raising a 
deposit large enough to afford the average first time home purchase price of more then £212,000 (2018) is beyond the bounds 
of most young people starting out in life.  Additionally, family life is more complex in 2019, with more than 42% of marriages 
now ending in divorce, according to the UK’s Office for National Statistics. 
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Bearing in mind Junior ISAs become the property of a child at age 18, and considering also that pensions are exempt from 
inheritance tax (IHT), offshore bonds can enable investors to: 
• Accumulate capital while benefiting from gross roll-up (withholding tax may be deducted on some dividends in their 

country of origin, but once inside the offshore bond, funds can grow tax-free) 
• Build a sustainable income stream with long term deferment of income tax 
• Assign bond segments to non-taxpayers or Basic Rate Taxpayers who may be able to take advantage of their Personal Tax 

Allowance, the Personal Savings Allowance, and the 0% Starting Rate Band for Savings Income  
• Gift fully the bond to children or elsewhere (charity, for example) at a future date of choosing 
• Gift the bond into trust if they wish to maintain an element of control over distributions but would like to get the capital 

out of their estate for IHT purposes. 

Offshore bonds are extremely simple to administer, requiring no reporting to HMRC while no ‘income’ is taken or when 
withdrawals are kept within prescribed limits.  There are also no capital gains tax implications if and when the content of the 
bond is switched to allow for differing investment and / or risk objectives over time. 

Favoured investment plays: 
Nil risk:                          
Cautious risk:                  Cash 
Balanced risk:          Managed / Multi-asset funds, Corporate bonds 
Market risk:          UK equity 
Adventurous risk:            Asia, US equity, European equity 
Speculative risk:              Technology, Healthcare, China, India, Other EM, Gold/Silver 

Disclosure:   
Nicholas Chappell has the following personal investment exposure: Technology (including new energy, all US) 22%, China 6%, Asia 13%, 
Global Equity 38%, UK equities 6%, US equities 4%, Emerging Market equity 7%, Precious metals 2%, Cash 2% 

Important information: This communication is for informational purposes only.  It is not intended as an offer or solicitation for the purchase or sale of any financial instrument or 
as an official confirmation of any transaction.  The price of shares and the income from them may fall as well as rise.  Past performance is no guarantee of future returns and investors 
may not get back the full amount invested, particularly in the early years.  Exchange rates may also cause the value of underlying overseas investments to go down or up. Investments 
in emerging markets and hedge funds can be more volatile and the risk to capital is greater.  All market prices, data and other information are not warranted as to completeness or 
accuracy and are subject to change without notice.  Some quoted analysis is a resume of data supplied to McLaren Asset Management by some of the world’s leading investment 
houses and although McLaren Asset Management has given its opinion as to how the data can be interpreted, investment should not be embarked upon without full analysis of the 
risks involved and a careful study of the sales prospectus, where applicable. 
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