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Investment Manager’s Report for the financial 
year ended 31 December 2022 
Introduction  

The objective of the Herald Worldwide Technology Fund ("the Fund") is to achieve capital growth while investing 
globally in telecommunications, multimedia, and technology companies. The Investment Manager ("Herald 
Investment Management Limited - Herald") believes these sectors of the economy continue to offer growth greater 
than the world economy as a whole and present attractive investment opportunities. In addition, the Investment 
Manager offers focused specialist management, with a 26 year history and an experienced team. The Fund was 
launched in April 1998 with an initial asset value per Class A share of £10.00. At the year end, the net asset value per 
Class A share was £87.58. In June 2010, a Class B share was launched with an initial net asset value per share of 
£10.00. At the year end, the net asset value per Class B share was £58.15. 
 
Total return for the financial year ended 31st December 2022 

Herald Worldwide Technology Fund NAV (Class A)  -20.3% 
Herald Worldwide Technology Fund NAV (Class B)  -20.4% 
 
Global 
Dow Jones World Technology                              -23.4% 
Dow Jones World Technology (Net Total Return)        -26.5% 
 
United States 
Russell 1000® (Large Cap) Technology       -26.8% 
Russell 2000® (Small Cap) Technology       -28.5% 
S&P 500           -8.4% 
Russell 2000® Small Cap         -11.0% 
 
United Kingdom  
iShares Core FTSE 100 UCITS ETF           4.9% 
Numis Smaller Companies plus AIM (ex. investment companies)    -21.9%  
 
Europe 
DAX           -7.5% 
Deutsche Bourse TECDAX         -21.4% 
CAC 40           -1.8% 
 
Asia Pacific 
NIKKEI 225           -9.2% 
KOSDAQ IT Composite Index        -40.9% 
Taiwan Electronics Index        -23.4% 
 
All percentage returns are in GBP 
Source: Herald Investment Management Limited and Bloomberg. ® Russell Investment Group 
 
The Fund is not managed by reference to any benchmark and the indices above are shown for comparative purposes 
only. 

Past performance is not a reliable indicator of future returns. 
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Summary 

2022 was a challenging year. Although on a relative basis, we performed well compared to various technology indices 
and other technology-focused funds, we are disappointed with the -20% return of the Fund.   

We started the year cautious about valuations. The sector’s trading was resilient through Covid and shares benefitted 
from a significant rerating which made us endeavour to position the portfolio defensively. Furthermore, risks of 
excess inventories having built up in reaction to the supply chain disruptions of 2020 and 2021, mounting worries 
about inflation, rising interest rates and geopolitical tensions related to China and Russia all conspired to make the 
year challenging.  

The markets started the year with a sharp drop in January. The trend continued for most of the year, catalysed by 
the Russian invasion of Ukraine in February, and its knock-on effect on energy prices and inflation leading to central 
banks raising interest rates.   

The primary cause of equity market declines, and the technology sector in particular, was the contraction in multiples 
as the U.S. Federal Reserve (“Fed”) hiked interest rates seven times to quell inflation. The markets, always forward-
looking, tried anticipating pivots in Fed policy in the summer and again in the autumn, but as inflation and employment 
rates both remained high, markets reversed their gains, ending the year at lows. 

Highly rated growth stocks and those deemed to be consumer discretionary suffered most from the macro trends. 

At Herald, a core part of our investment process has always been to spend time with the management teams of the 
companies in which we invest or are researching. We started 2022 with a trip to San Francisco and Silicon Valley in 
February, our first after two years of Zoom meetings. The contrast with London and Europe was truly astonishing 
from multiple perspectives. Much of San Francisco was still boarded up and office blocks were deserted. On that 
initial trip, we met with over 40 management teams. The war in Ukraine was hardly mentioned and there seemed to 
be no whiff of any kind of an impending slowdown. At the same time, to enter the very few open cafes and restaurants, 
we were systematically asked for our passports and Covid passes as IDs, and heavily armed guards stood outside 
mundane stores like T-Mobile and Walgreens, the pharmacy. It almost felt we were in an alien country.   

One positive aspect of the trip was that management teams, who had not physically met investors for the previous 
two years, were generous with the time they spent with us. We were often told we were the first investors they were 
meeting in person since March 2020. Another positive aspect was that it was clear that most Silicon Valley 
companies were still in the “go go” mindset and not aware of the fundamental macroeconomic changes taking place 
and the need to change their companies’ spending habits.  Therefore, despite the fall in markets, we felt there was 
no urgency to commit additional capital to the market. 

By the summer, both the markets and management teams recognised that the Fed's focus on fighting inflation meant 
money was no longer free and "growth at any cost" was no longer a viable business model.  The war in Ukraine and 
rising energy costs were also causing demand to weaken in Europe. 

As markets gyrated during the year, we remained cautious about valuations. We added selectively to positions as 
share prices fell. However, the sharp increases in the Fed funds rate meant comparing valuations multiples versus 
recent years was almost irrelevant. Although valuations were far more attractive than in 2020 and 2021, it was 
important to remain selective. On average, our cash holdings in 2022 were at the highest level we have held in since 
2008. We also benefitted from four takeovers which completed in 2022, with two more still outstanding. 

Even though 2022 was a tough year, the long-term performance of the Fund remains strong. The Fund has 
outperformed the comparator index and most peers on a one, three, and five-year basis. The Fund's performance 
also remains in the top decile of the over 4,000 offshore funds on Trustnet on a three-year basis and top 1% on a five 
and ten-year basis. Looking ahead, we remain optimistic about finding investments that can generate sustainable 
long-term growth. Companies in the sector thrive on change; they tend to enable change and benefit from new growth 
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opportunities. Valuations have been reset almost across the board. Tightening of financial conditions should allow 
disciplined and higher quality companies to outperform over the next 3-5 years.   

Fund Total Return: 31/12/2021 – 31/12/2022 

 

Fund Total Return: 31/12/2002* – 31/12/2022 

 
*The date the existing fund manager took over the management of the portfolio 
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Total Return by Region* 1 year 3 years 5 years 

Asia -22.7% -2.7% 9.4% 

EMEA -25.5% -19.6% -32.7% 

North America -21.6% 53.0% 153.5% 

UK -6.6% 43.5% 88.4% 

* Time weighted return ("TWR") 

North America 

The total return (“TWR”) for the US portfolio was -21.6%. Although, this is disappointing on an absolute basis, it is an 
outperformance compared to the -26.8% return of the Russell 1000®. It is also noteworthy that the US portfolio has 
outperformed the Russell 1000® strongly over three and five years by returning 53.0% and 153.5% respectively 
compared to 44.3% and 113.9% respectively for the Russell 1000®. North America continues to comprise the 
majority of the Fund (77.9%).  

The star performers in percentage terms were Super Micro Computer, Mandiant, and Leidos, which appreciated 
136%, 53%, and 27% respectively (in sterling). Super Micro Computer and Mandiant were also the largest contributors 
to performance, followed by Fabrinet. The performances of Super Micro Computer and Fabrinet were driven by strong 
underlying growth in their businesses. Mandiant’s performance was driven by a take-over battle for the company 
between Alphabet and Microsoft. Alphabet ultimately succeeded in acquiring Mandiant, buying the business for its 
unique security expertise. Leidos benefitted from US Defence & Aerospace exposure. 

The most significant negative contributors to returns were Amazon.com (-43%), Advanced Micro Devices (AMD) (-
49%), and Alphabet Inc (-31%). AMD and Alphabet have been strong performers on a three-year basis, returning 56% 
and 45% respectively. We had taken profits on AMD in 2021 and added back again to the Fund’s positions in 2022 
following the sell-off in the shares. AMD’s underlying business remains strong, and the company continues to gain 
share across diverse end markets. We also used the sell-off in 2022 to add to the Fund’s position in Amazon. Markets 
penalised Amazon for over-investing in 2022. We believe that although these investments have weighed on short-
term cash flows, they will bear fruit and enhance free cash flows over the next 2-3 years. 

The price to earnings ratio (“P/E”) of the North American portfolio on Bloomberg forecasts was 18x on 30 December 
2022 compared to 39x at the end of 2021 and 31x at the end of 2020.The contraction in the P/E has been mostly due 
to the derating of the Fund's holdings as opposed to any substantial changes in the holdings. The P/E is likely to be 
understated as growth expectations for 2023 are expected to be adjusted downwards, and the cost of share-based 
payments are not fully included in analyst forecasts. In 2020 and 2021, we had expressed our concerns about 
elevated valuations in the market. We believe this contraction of the P/E of the portfolio creates more favourable 
opportunities for capital appreciation going forward.  

Europe 

The European portfolio comprises 2.4% of the Fund and the total return was -25.5%. The Fund’s only European 
holdings are SAP and Nordic Semiconductor, with end of year weightings of 1.8% and 0.8% respectively. Nordic 
Semiconductor was a new addition to the Fund in 2022. Although the shares performed poorly in 2022, Nordic 
Semiconductor is a company we are very familiar with as we have been investors in the company for many years, 
through the Herald Investment Trust. We believe Nordic Semiconductor is well positioned to benefit strongly from 
the growth in the Internet of Things (“IoT”). We continue to look for attractive investment opportunities in Europe. 
However, we find that the limited number of large, liquid, listed technology companies in Europe causes a high 
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scarcity premium to be associated with the higher quality companies, compared with equivalent companies in North 
America and Asia. 

UK 

The UK portfolio comprises 2.3% of the Fund. The total return of the UK portfolio was -6.6%. The Fund’s largest UK 
holding was Herald Investment Trust, with an average weighting of 2.3%. Herald Investment Trust declined 29% in 
the period, following the strong appreciation of 12% in 2021, 52% in 2020, and 38% in 2019. The other UK holding 
was Avast, which appreciated 20.6%. Avast had been subject to a takeover bid which was subject to more regulatory 
scrutiny than the market had expected. We were confident that the transaction would complete. The Fund held onto 
the shares and benefitted from the price appreciation when the transaction closed in Q3-2022.  

Asia 

The Asian portfolio comprises 4.0% of the Fund and the total return was -22.7%. Although we are disappointed with 
the decline in the value of the Asian portfolio, the return of the Asian portfolio compares favourably with the returns 
of two key Asian indices such as the KOSDAQ IT Composite and the Taiwan Electronics Index, which returned -40.9% 
and -23.4% respectively. 

The Fund's largest holdings in Asia during the year were Taiwan Semiconductor Manufacturing Company (TSMC) (-
29%) and Samsung Electronics (-23%).    

Overall, our exposure to domestic Chinese companies remains low at 0.7% at the year-end. In August 2022, tensions 
between the SEC (US regulator) and the China Securities Regulatory Commission eased, following an agreement 
between the US Public Company Accounting Oversight Board (PCAOB) and the China Securities Regulatory 
Commission and China's Ministry of Finance regarding cooperation in the oversight of the audits of US-listed Chinese 
companies. We remain uncomfortable with the unpredictable nature of regulation in China as well as mounting 
restrictions imposed on China by the US. Our only holding in China is Alibaba. We remain positive on the outlook for 
Alibaba, as it maintains a strong franchise in e-commerce and is the leading non-US cloud infrastructure provider 
globally. Competitive and regulatory headwinds also look to be abating. 

Market Outlook 

We believe we are entering a new paradigm with the long-running low inflation era of the past 20+ years behind us. 
As long-term investors in the TMT sector, we have had front row seats on the deflationary trends spurred by a 
combination of Moore's law, outsourcing of manufacturing and services to lower and lower-cost economies and the 
rise of disposable products, i.e., reducing quality and longevity standards to drive down prices and drive up volumes. 
Artificial Intelligence (“AI”) and increasing automation have also been factors and will continue to drive down labour 
and other operational costs. However, deglobalisation, reshoring, and growing concerns for the environment are 
reversals of core deflationary trends. Security of supply, addressing both Covid disruption and geo-political risk, has 
become a more important motive than the historic focus on lowest cost. For these reasons we think inflation is likely 
to prove stickier than current market forecasts.   

Despite our longer-term view on inflation, looking into 2023, we expect interest rate increases to moderate after the 
exceptional increases in 2022. The effect of rising interest rates is lagged. These rates will no doubt curtail economic 
growth. It is worth noting that supply shortages still remain in some pockets, so the distinctions between cyclical 
drivers of a slowdown and weakness caused by post-Covid normalisation of supply/demand will be difficult to 
discern in some companies in 2023.  

The primary driver of equity market declines during 2022 was earnings multiple contractions, with earnings 
downgrades only becoming more prevalent in the second half of the year. We are now progressively seeing 
companies lower their outlook for growth and earnings expectations, and US companies see a currency  headwind 
on overseas sales. The market tends to be forward-looking, and individual stock prices are likely to bottom before 
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business fundamentals. Stocks should inflect higher during the year as focus shifts to higher growth in 2024 on 
easier comparables and compressed multiples. 

Many management teams, especially those running high-growth, unprofitable software companies, are moving 
aggressively to focus more on profitability, and less on revenue growth. We expect high interest rates to remain a 
motive for companies to focus on profitable growth and free cash flow generation.   Changing operating models is 
not easy. If not done right, it can lead to a spiral of disruption with key employee turnover. 

We continue to prefer companies exposed to non-discretionary corporate spending as opposed to those exposed to 
discretionary or consumer spending. We also continue our long-standing stance of favouring founder-led companies 
with strong balance sheets and healthy free cash flow generation.    

Overall, we believe fundamental research and robust single security analysis will bear better investment results longer 
term than top-down or index centric approaches.  

Sector Outlook 

Despite the sharp fall in the share prices of companies across the technology sector in 2022, the outlook for IT 
spending remains resilient. Gartner forecasts global IT spending in 2023 to be $4.5 trillion, growing 5% year-on-year, 
in line with historical averages, albeit lower in real terms. Foreign exchange headwinds caused by the strength of the 
dollar should also lessen in 2023.  

Within the different areas of spending, software is expected to continue to benefit from higher growth of 12%, 
reaching $856bn, whereas spending on devices is expected to remain lacklustre, declining 2% following the 
exceptionally strong growth during 2020 and 2021, when businesses and consumers bought new PCs and laptops 
to adjust to working from home. 

Our approach to investing has always been and continues to be based on bottom-up, fundamental analysis, with an 
emphasis on high standards of corporate governance and a disciplined approach to valuation. Below we highlight a 
few key areas of higher growth within the overall IT market and where we see opportunities for investing in companies 
well-positioned to create sustainable long-term capital appreciation. We also highlight some of the key challenges. 

Cloud Growth Continues 

IT spending continues to shift to the cloud due to the flexibility and efficiencies that the Cloud allows.  Companies 
can scale up and down their core infrastructure on demand, with no concerns about supply chain availabilities, labour 
costs, project management risks or over/under provisioning risks.    

Cloud spending growth will naturally continue to decelerate from the heady growth rates of 2020 and 2021, especially 
as companies learn to optimise their use of Cloud resources. In the same way that as consumers, we learn that 
charging an electric vehicle from the grid is less expensive at night than during the day, the cost of Cloud services 
can also be reduced by trading off performance and power and managing peak loads.  Nevertheless, the outlook for 
Cloud growth over the next 3+ years remains solid as Cloud investments remain a top priority for IT managers, and 
less than 30% of enterprise workloads are estimated to have been migrated to the Cloud.   

Gartner estimates the overall Cloud market to be $577bn in 2023 and growing at a CAGR of 20.1% between 2022 
and 2026. We continue to see attractive opportunities to invest in companies driving the growth of the cloud market. 
A large number of the holdings in the Fund are beneficiaries of this trend. Although Amazon and Microsoft are 
household names, others such as Arista Networks, Super Micro Computer, and Dynatrace are some of the other 
holdings in the Fund which are also beneficiaries of the growth in cloud. 
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Semiconductors and Supply Chains 

In recent years, finally, the critical importance of semiconductors to the health and resilience of global economies 
has been recognised by western governments. Semiconductor markets by their nature are cyclical. The move 
towards centralised manufacturing through outsourced foundries and the growth of diverse end-markets for 
semiconductors have reduced the amplitudes of the cycles over time. A certain normalised equilibrium had emerged 
after the global financial crisis. Steady consolidation and more rational competition in the industry had been driving 
up margins and profitability for many companies.  

During the last three years, the sector has been jolted out of its equilibrium by the debilitating supply chain issues 
triggered by Covid lock downs and geopolitical tension. These issues have led to unprecedented government 
sponsored initiatives in the West to reduce reliance on China and Taiwan and bolster capacity in the West, while at 
the same time curtailing efforts by China to become dominant in the sector.  

In 2022, $98bn of domestic subsidies were announced for the industry by the US and European governments.  China 
is expected to announce a further $143bn in early 2023. Japan, Korea, and Taiwan have also announced initiatives 
to protect their industries. It takes 4-5 years from the time a fabrication facility is announced until it reaches full 
production. We are not believers in governments' abilities to drive innovation or efficiency in industries. The proof is 
the semiconductor industry itself. The sector has been foundational to much of the technological and economic 
miracle of the last 20 years, all without much government intervention.    

The industry is heading towards a cyclical bottom in 2023 following the build-up of inventories across different 
subsectors in 2022 and growing evidence of economic slowdowns across the world. It is expected to bottom in mid-
2023 and start improving thereafter. As with many cyclical industries, the financials of the sector look very poor 
during down cycles, compared to boom years, suffering significant falls in profitability.  Commodity memory (DRAM 
and NAND) are the cyclical markets with volatile pricing, whereas application specific semiconductors may 
experience lower volumes, but stable pricing. The downturn in 2023 is likely to be a welcome reminder about the 
importance of prudently managing supply additions to ensure a healthy, self-sustaining industry and dampen 
enthusiasm for excessive build-up of capacity due to government funded initiatives. 

Current expectations are for revenues in the sector to contract 6.5% in 2023 to $563bn and to grow 16% and 11% in 
2024 and 2025 respectively. Looking through the cycles, the sector is likely to continue its long-term unit growth 
trajectory of mid-single digit annual growth. Of course, different companies in the sector have different growth 
opportunities and different levels of pricing power, depending on their specialisations. 

The best time to invest in the companies in the sector is when sentiment is negative. We took significant profits in 
2021 and added selectively to our positions in 2022. We have been researching several companies that we find 
attractively positioned for long-term secular growth in the sector but whose valuations are still above our targets. We 
hope to be able to add to the Fund's holdings as valuations approach our targets.  

Security 

Security remains a core investment priority for all companies and governments.  

Based on data from Checkpoint, one of the leading companies in cyber security and a holding in the Fund, the global 
volume of cyberattacks reached an all-time high in Q4-2022 with an average of 1168 weekly attacks per organisation. 
The top three most attacked industries in 2022 were Education/Research, Government/Military and Healthcare. The 
USA saw a 57% increase in overall cyberattacks in 2022, UK saw a 77% increase, while cyberattacks in Europe 
increased 26%.  

According to Gartner, the security market is estimated to be $183bn in 2023 and is expected to grow at a CAGR of 
11.7% between 2022-2026. This is just an estimate of spending on products and services to prevent cybercrime. The 
actual cost of cybercrime is estimated to reach $8tn in 2023. This includes costs associated with operational issues 
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such as damage and destruction of data, stolen money, lost productivity, intellectual property theft, and reputational 
harm. Another noteworthy development is the rising cost of cyber insurance. In December 2022 the CEO of Zurich 
Insurance, one of the largest insurance companies in the world, said, "cyber is becoming uninsurable." This means 
companies will have to spend more to prevent breaches. 

During the past two years, the Fund has had four of its holdings in the security sector taken over through M&A. We 
have also sold some of the holdings as valuations exceeded our targets. Nevertheless, the Fund continues to have 
meaningful exposure to the sector, and we continue to evaluate new holdings which   have attractive business 
fundamentals and are well-positioned to address the challenges that companies and governments face. 

Software 

The size of the global software sector is estimated to be $856bn in 2023 by Gartner and projected to grow at a CAGR 
of 12.5% between 2022 and 2026.  

Our outlook for 2022, highlighted four issues facing the software sector, namely (i) stretched valuations, (ii) slowing 
growth with rising costs, (iii) headwinds from rising yields and strong dollar and (iv) excessive share based payments 
in the US in particular. All four were key drivers of the derating in the sector in 2022.   

Looking into 2023 and beyond, we continue to see attractive investment opportunities in software.  Valuations are 
less stretched than in 2022, headwinds from the strong dollar may be abating, and management teams are almost 
all focused on cost management. We expect the optimisation of enterprise software spending to face more scrutiny 
in an environment of lower growth. A meaningful headwind in 2023 will be the impact of customers cutting 
headcount. Many software companies have revenue models based on the number of users at their customers. This 
is likely to be a significant cause of the deceleration in the growth of many companies.   

Despite short-term headwinds, we are optimistic as we believe rational economic behaviour is returning to the sector. 
Software was notorious for the "growth at any cost" mentality, with managements having no concerns about cash 
costs nor the economic impact to shareholders of excessive share dilution schemes.  We expect companies with 
financial discipline and strong, stable management teams with a history of guiding prudently to perform better. 
Overall, we expect margins for many companies to improve as they focus on cost management and efficiency. 
Improving margins may distinguish software from most other sectors which are likely to see falling margins in 2023. 

Regulation 

Regulation will continue to be an increasing factor facing the largest companies in the technology sector. It is just a 
consequence of the importance of the sector to all aspects of the global economy. In 2023, we expect to see 
governments and regulators across the globe continue to intervene on issues ranging from privacy, ethics of AI and 
antitrust to geopolitically sensitive issues such as procurement and sale of critical technologies to countries viewed 
as foes or potential foes.   

The EU's Digital Market Act (“DMA”) and its companion, The Digital Services Act (“DSA”), entered into force on 1 
November 2022 and will take effect from 2 May 2023. These Acts are focused on regulating key platform services 
such as search engines, app stores, and social networks, deemed to be "gatekeepers" of the digital economy and 
making the internet safer for consumers. The European Commission expects to designate the gatekeepers by 6 
September 2023, and gatekeepers will have until 6 March 2024 to comply with the new rules. The DMA is considered 
the most significant change in European competition policy in decades. 

Regulation often has unintended consequences, as we have seen with GDPR and MiFID, hurting smaller companies 
far more than larger ones. More recently, the regulation allowing higher scrutiny of M&A deals in the US has favoured 
private equity investors as they attract less attention, even though their financial and operational disclosures are far 
more opaque than those of public companies.  
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As investors in the TMT sector, regulation is a factor which we have always and will continue to incorporate as part 
of our fundamental analysis. 

Capital Markets Activity 

Surprisingly, despite the fiscal tightening in 2022, venture capital (“VC”) activity remained robust. Capital market 
activities however, slowed substantially, due to the falling markets and the high volatility in markets.  These factors 
both bode well for the Fund for 2023 and beyond. 

According to Pitchbook, US VC deal activity reached $238bn in 2022, although a 31% decline vs the all-time record of 
2021, still 39% higher than the elevated level of 2020, itself a record prior to 2021. 

VC fund-raising activity in the US was also resilient in 2022, reaching a record $163bn, compared to $154bn in 2021, 
i.e. the capital for funding innovation remains abundant. 

The area which slowed down substantially was exits. Exits declined 91% in 2022 to only $71bn compared to $753B 
in 2021. This was the lowest level since 2011. 

According to Ernst and Young, nearly 1,200 technology companies have gone public between 2019 and 2021 and 
raised nearly $300bn of capital, far exceeding public offerings and capital raised in other sectors. In 2022, however, 
overall IPOs were down 45% compared to 2021 and funds raised decreased 61%. Among the sectors, technology 
IPOs continued to have the largest share. 310 new technology companies were listed in 2022, accounting for 23% of 
the IPOs in the year. The total amount raised through IPOs in the tech sector in 2022 was $35bn compared to $149bn 
in 2021. 

We do not tend to invest in IPOs as we believe the companies are often overpriced at the time of listing. Sophisticated 
investment banks and venture capitalists rarely under price issues. The average share price decline in US IPOs in 
2020 and 2021 is 37% by the end of 2022. However, we find it extremely valuable to research the companies pre and 
post IPO as invariably, attractive entry points emerge for many companies in the early years following their IPOs. 

As investors focused in the TMT sectors and in innovation and growth, the trends in venture funding and capital 
markets activities are important for us. The trends in 2022 show that supply of capital to fund new companies 
remains plentiful.   

We expect capital markets activities to gradually accelerate as markets stabilise over the next six months. A strong 
pipeline has been built and we are always excited about finding and investing in well-managed, high growth, 
attractively valued companies. We also expect M&A activity to remain robust going forward.  

AI and Emerging Technologies 

Any technology market outlook would be remiss to exclude mentioning AI and emerging technologies. W. Brian Arthur 
of the Santa Fe institute, the distinguished economist and technology specialist, observed that technology 
progresses through combinatorial evolution, i.e. different breakthroughs small and large combined to create new 
products and systems.   

AI is being used more and more broadly across industries to the point that it is almost considered mundane. However, 
every once in while, a tool or product emerges that is truly awe inspiring. In November 2022, OpenAI's release of 
ChatGPT was one such event. It is mesmerising for anyone trying it. It is essentially a system trained to generate 
educated, human-like responses to queries. The other product in the wings is Apple's long awaited extended reality 
(XR) glasses, the release of which seems likely in the first half of 2023. The question is whether the ecosystems 
associated with these two products will be sufficient to establish new large-scale platforms.   

Regardless of the success of ChatGPT and Apple's XR product, companies across the technology supply chain 
continue to invest heavily in R&D, creating the building blocks for combinatorial evolution which will continue to fuel 
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innovation in the sector and create opportunities for attractive high growth investments.  Our team monitors these 
trends closely. We are fortunate as our investments in the Herald Investment Trust provide us with early insights into 
opportunities and challenges associated with scaling some of these new emerging technologies. 

 

Summary and Conclusion 

In the Fund's 2021 annual report, we were concerned that corporate profitability faced headwinds from rising costs, 
wage inflation, tax rises and rising interest rates. We had underestimated the speed and magnitude of interest rate 
rises. These factors caused the sharp drop in markets in 2022 but still remain relevant in 2023. 

We expect 2023 to be characterised by two halves. We expect companies to cut growth expectations and increase 
cost cutting measures in the first half of the year as management teams resize their businesses and adjust their 
operating models towards both growth and cash generation targets. By mid-year we expect the well-managed 
companies with efficient business models and compelling product offerings to have found their equilibrium operating 
models.   

Calling the bottom on individual companies and the market is not easy. The markets tend to overshoot both during 
upswings and downswings. Markets also tend to anticipate changes in fundamentals a few quarters before they 
happen. We continue to believe a fundamental, bottom-up approach to investing, with a focus on balance sheets, 
sustainable cashflow generation, and strong governance principles is the best way to identify undervalued 
companies and drive long term capital appreciation. We invest in companies when we believe fundamentals are 
sound and valuations are attractive. We are also happy to add to positions at lower levels if we have the opportunity. 
While macro issues will continue to overhang, we anticipate being increasingly positive on the investment 
opportunities in TMT as 2023 progresses. On a five year view our enthusiasm for the sector remains. 
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Important Information 

Please note that past performance is not a reliable indicator of future returns. You should determine for yourself what 
weight, if any, to place on such past performance. Markets and currency movements may cause the value of shares, 
and the income from them, to fall as well as rise, and you may get back less than you invested when you decide to 
sell your shares. 

 This is a marketing communication. Please refer to the Herald Worldwide Technology Fund prospectus and to the 
Key Investor Information Document (KIID) before making any final investment decisions. A copy of the English 
version of the prospectus of the Fund and the KIID relating to the Fund may be obtained online from 
www.heralduk.com or alternatively received via email upon request by contacting TATeam@MJHudson.com.  

 A summary of investor rights associated with an investment in the Fund is available online in English at 
www.bridgeconsulting.ie/management-company-services/ or it may be received upon request via email by 
contacting TATeam@MJHudson.com.  

The figures in this report are not audited. 

 This report has been issued on behalf of Herald Worldwide Technology Fund, and has been approved by Herald 
Investment Management Limited, its investment manager.  

 Herald Investment Management Limited is authorised and regulated by the Financial Conduct Authority.  

 Contact details:  

Herald Investment Management Limited   

10-11 Charterhouse Square London,  

EC1M 6EE   

Tel: 020 7553 6300  

Fax: 020 7253 8261    

ag@heralduk.com    

For more information on Herald Worldwide Technology Fund and Herald Investment Management Limited: visit our 
website at www.heralduk.com 

 

 


