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Global Market Strategy – September 2020
Tech multiples - are they worth them?
The Lifetime Allowance (the limit of the amount of pension fund which can be accumulated in the UK without incurring an excess charge) is
currently £1,073,100.
What is not widely understood is that if the allowance is breached in terms of accumulation, no excess charge is incurred until the fund is
fully ‘crystallised’ by making plans to eat into the excess, or if the fund has not previously been tested before age 75 and then is found to be
more than the allowance.
The Lifetime Allowance (LTA) increases each year in line with CPI. To most, the task of saving the current annual limit of £40,000 each
year into a pension (£32,000 net for an employee) is a tough one. Only very high earners and /or those with their own business can manage
the prospect, but those who are at or around the LTA should, generally speaking, ideally draw income in retirement from non-pension assets
first (using ISA and the capital gains allowance), then draw the tax free cash entitlement from the pension to ensure the pension fund value is
below the LTA at age 75 when the LTA is tested to see if an excess charge of 25% applies.
This is an involved subject and the whole bulletin could be consumed in discussion on it. Suffice to say UK pension legislation which
changed in 2015, has made pension saving the most tax-efficient means of funding for retirement (with access if need be from age 55), and
extremely attractive to those who may wish to leave a legacy to their heirs, as it is exempt from inheritance tax.
On the subject of pension, the opportunity offered by Her Majesty’s Revenue & Customs (HMRC) to buy otherwise lost years worth of
guaranteed and index-linked state pension (because of periods of work overseas or unemployment at home) should not be ignored. For the
price of £795, the individual who does not have the minimum 35 years National Insurance ‘stamp’, will receive £250 of indexed guaranteed
pension per year, so within four years the outlay is recovered. Generally speaking, the maximum number of missed years which can be
recovered is six, however there may be scope to recover more if no or insufficient National Insurance contributions were made during
2006/07-2015/16. To recover these years, there is a window until 5th April 2023 to act.
The maximum state pension is currently set at £175.20 per month per week (£9,141 per annum, taxable), however this is adjusted each year
to keep pace with inflation. By anyone’s reckoning, that is a decent guaranteed retirement income underpin.
Unless someone has a Defined Benefit (DB) pension, where the employee’s company carries the risk of managing a fund to meet guaranteed
future pension obligations, the private individual has to manage their own retirement pot either themselves or with the help of financial
advisers and/or fund managers. Choosing the right strategy at any time is never easy, but for Americans starting their journey in the
investment world since March this year, it must seem like markets can only go one way: up!
The SP500 had its best August since 1986 and the Nasdaq is up 30.56% this year alone, which seems extraordinary considering the severe
and rapid bear market suffered in late February/March. The US market appears to be pricing in a Trump second term, since there is no sign
of any pullback on fears of a high tax environment under Biden.
Fed Chairman, Jay Powell, spoke last month about a focus to achieve an averaged level of inflation of “just over 2%” over the long term.
This statement lent further support for stocks, particularly those in the US, China and Europe. Emerging Market equities are also prospering
on a weaker dollar outlook since US interest rates have to stay low to try to promote investment, spending - and inflation. (Note that 70% of
US stocks in the SP500 are still well below their February market highs and the divergence between tech and energy is also 70% since the
March 23rd low).
Two of the stocks which have taken off in the tech sector are Apple and Tesla. Both split on August 31st, Tesla 5 for 1 and Apple 4 for 1, in
a bid to make the shares more affordable to retail investors. Tesla’s price moved from more than $2200 to $440, and Apple’s from $500 to
$125. The feeling that more investors will want to take a position in these stocks has fuelled a rally of 43% in Apple since they announced
their split two months ago, and 71% in Tesla since they announced their split just three weeks ago.
12 months ago, Tesla’s share price was meandering along at $200. Suddenly first quarter delivery numbers announced in April exceeded
expectations and the price popped to over $500 in a matter of days. Tesla is up 433% year to date; Apple is up 71% year to date.
The hyperbole around Tesla’s dominance in the luxury electric car sector since the April surprise has driven the share price to a price
earnings multiple of more than 1200. This compares to another out-of-sync PE valuation: Amazon’s 130. These numbers compare to
Facebook’s and Apple’s forward PEs each of 37 - both expensive but by contrast paying 37 times earnings is one thing; paying 1000 times is
quite another. Apparently, Tesla’s share is worth its current price on expectation that its share of the electrification market will grow
spectacularly as Tesla has an 80% share of the EV market in the US, 25% in Europe and 10% in Asia. Assume they get 25% share of the
EV market worldwide, their earnings would justify a multiple of closer to Apple’s 6 times revenue, whereas currently Tesla’s earnings
multiple is just 0.3 times revenue. There are lots of ifs and buts to this but it does help partial explain some of the parabolic curve.
Apple’s share price, and Facebook’s, reflect returns on equity (ROE) of 69% and 23% respectively, and net margin of 29% and 31%
respectively. These figures compare to Amazon’s ROE and net margin figures of 21% and 4% respectively and Tesla’s 4% and 1%. Tesla
and Amazon and Facebook pay no dividend, Apple pays a return of 0.66% now, reduced by half by the rise in the share price over the last
year. Other than Apple’s impressive returns for shareholders is its free cashflow generation of $60 billion net each year.
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Oil, which has been trading in a range of $42-45 for the last month, is predicated by Ryan Sitton of the Texas Railroad Commission to be at
$60 by the end of the year, and at $100 per barrel by mid next year. This is due to the amount of oil production being shut off because of lack
of demand. A higher oil price could give some hope for shareholders in the oils but Mr Sitton’s prediction could be too optimistic, such is the
overhang of excess inventory which would take a year to shift if the global economy were to begin to return to normal. Amrita Sen, Chief
Oil Analyst at Energy Aspects, says that even the hurricane season will not give sufficient impetus to the oil price to make much difference
for the oil majors.
As the race hots up for the November US election, Trump’s friend (great friend, great, great friend) has had a torrid time trying to keep up
with what the corona virus has been throwing at him. Boris Johnson’s Chancellor by contrast has appeared confident and on top of his brief
but he is now hinting at raising taxes (specifically corporation tax and capital gains tax) in order to bolster the country’s balance sheet.
The UK’s borrowing of £2 trillion, in part to cover emergency expenditure during the virus crisis, exceeded the country’s income for the year
to the end of May for the first time since 1963, however borrowing in the current environment of very low interest rates has been encouraged
because servicing the debt comes comparatively cheaply. Economists are by and large not in favour of higher taxes in order to make a dent
in the debt, as this would stifle economic growth. Dan Lacalle, chief economist at Tressis Gestion, is against any fiscal tightening but hugely
supportive of encouraging consumer spending to drive a pick-up in economic activity. One of the main reasons for Britain leaving the EU
was to attract greater investment into the UK from the rest of world. Increasing taxes will scare investors away rather than attract them.
Mr Lacalle voiced his surprise on CNBC last month that money was flowing into European equities, which he described as largely
comprising very mature businesses with little earnings growth and pitiful margin power.

(As published in the Financial Times - Cartoonist, Ingram Pinn)
Favoured investment plays:
Nil risk:
Cautious risk:
Cash
Balanced risk:
Managed / Multi-asset funds
Market risk:
Multi-asset funds, UK equity
Adventurous risk:
Asia, Europe, Japan, US equity,
Speculative risk:
Technology, Healthcare, Precious metals
Disclosure:
Nicholas Chappell has the following personal investment exposure: Technology (all US) 22%, China 6%, Asia 11%, Global Equity 34%,
Pharmaceutical 2%, European equity 3%, US Equity 4%, US smaller companies 1%, Emerging Market equity 6%, New Energy 6%, Silver
4%, Cash 1%
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 Wealth Management by some of the world’s leading investment houses and although McLaren
Wealth 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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