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Metamorphosis of the Old Economy & Restoration of Stock Pickers



Critical Thinking
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ñSince quantitative information regarding the present is 

so readily available, success in the highly competitive 

field of investing is more likely to be the result of superior 

judgements about qualitative factors and future eventsò

Howard Marks:

ñInformation cannot serve as an effective 

substitute for thinkingò

Bernard Baruch:



Observations of 50 years of Investment Cycles



Beware of the ñNew Normalò
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ÅItôs really been a 40+ year cycle

Å Interest rates have 

consistently decreased since 

the early 80ôs 

Å The investment community 

forgot the well-known truism 

that past performance is not 

a predictor of future results

Å As a result, fixed income has had a 

40-year bull run which is likely 

ending

Å Global fixed income markets 

are nearly 2x the size of 

global equity markets

ÅWe expect a seismic 

reallocation of capital from 

fixed income to equities in the 

coming decades 



Myopia of Linear Thinking é Be Wary of Headlines
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ñItainôtwhat youdonôtknow that getsyou into

trouble,itôswhat you know for sure that just ainôt

so.ò

ïMark Twain



The Post 2008 Period or ñFree Moneyò
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ÅSince 2008 there has been

ÅLow economic growth

ÅDecade setting low 

inflation rates

ÅLow to negative interest 

rates

ÅQuantitative easing and 

significant stimulus from 

central banks around the 

world

A nearly 14-year cycle of 

outperformance by ñgrowthò with only a 

handful of major companies like 

FAANGM driving most of the 

returns!



The Market is Cyclical in Nature
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As seen in the graphic, the largest companies by market value 

often change. In 2009, the big oil companies such as Exxon, 

BHP and Petrobras dominated the top ten.Fast forward to 

today, and itôs mainly tech, without a single ñcyclicalò stock in 

the group



Active vs. Passive Management
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Investors are still piling into passive funds. 

With artificially low interest rates and free 

Federal Reserve money ending, the trend of 

passive outperformance will likely become 

trickier to maintain.

Reluctance

Optimism

Excitement

Exuberance

Excitement

Excuberance

Conviction

New normal

Re-excitement



A Wakeup Call for Private Equity

Page 9

Å Private Equity returns will likely compress

Å Persistent inflation will drive questions on 

valuation adjustments and traditional PE 

marks 

Å Multiples will compress

Å Certain fund complexes attract pressure from 

regulators and possible penalties

Å In a zero-to-low interest rate world, Private 

equity was much more appealing and easier 

to generate strong returns 

Å Funds to flow out of private equity into the 

public markets 

Å ñWe have seen a number of proposals from 

private equity funds where the returns are 

really not calculated in a manner that is 

honestò ïWarren Buffett (2019 annual 

meeting)

The explosive growth in capital allocated 

towards Private Equity, Growth Equity 

and Venture Capital has been enabled 

by 40 years of declining interest rates.

We expect this trend to reverse.



Pervasive Investment Themes of the 2020s
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ÅGlobalization 2.0 ïNot just China!

ÅClimate Change & the worldôs muted response

ÅRussell Napier ïIvey Conference 2022 ïThe Capital Cycle

https://youtu.be/FBJ_hSa9MNA


China



China Then & Now
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Å China is the not the same!

ÅIt wasnôt Volcker who sucked inflation out of the world, it was China

Å China will now be a massive inflationary force

Å The world is unprepared and has yet to come to terms with the implications of 

a new China

(1) Wikipedia



China has Changed

Page 13

ÅChina is the worldôs largest importer of energy, food and many other raw 

commodities

Å In 2021 China experienced severe energy/electricity shortages and was forced to 

shut down production in many industries

Å Further emphasizing how the world is short energy!

ÅChinaôs reopening will put significant pressure on global commodity prices

Å They will now be an inflation exporter instead of a deflation exporter!

(1) Wikipedia

BBC Article (2021)



China Matures
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Å China has arguably been the major 

driver for the multi -decade period of 

deflation the world experienced, we 

believe this is ending

ÅChinaôs economy is maturing, and 

wages have dramatically increased in 

recent years

Å The average wage in China is 

nearly 2x the average wage in 

Mexico

Å China has a rapidly aging population 

and does not have an ample supply 

of young workersas a replacement 

generation

ÅWe expect significant reshoring 

to countries like Mexico, 

Vietnam and Indonesia

China Demographic Pyramid(1)

(1) Wikipedia

Mexico Demographic Pyramid(1)



Southeast Asia & India é
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(1) Wikipedia

Bangladesh India Indonesia

Philippines Vietnam Cambodia



Revenge of the Old Economy & Grassroots Economic 

Research
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Understanding 
Capital Cycles:           

Schumpeter's 
Process

New entrants attracted 
by prospect of high 
returns: Investors 

Optimistic

Rising competition 
causes returns to fall 
below cost of capital: 

Share Price 
Underperforms

Business investment 
declines, industry 

consolidation, firms 
exit:

Investors Pessimistic

Improving supply side 
causes returns to rise 
above cost of capital: 

Share Price 
Outperforms

Taking advantage of the 
cyclical process to 

generate superior, long-
term returns

ñIn economics, things take longer to happen than you 

think they will, and then they happen faster than you 

thought they could.ò

Rudiger Dornbusch:

ñAnd the longer it takes to happen the greater the 

correction and the quicker it happensò

Bob Robotti:

Transition Phase: 

Where you want to 

invest and where we 

are now!



Energy & Climate Change



CO2 Emissions by Country
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Source:Statista Source:World Population Review



Energy is Poised for Years of Strong Returns
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Å Demand for conventional energy ïnatural gas, oil, 

and even coal ïare very strong, prices remain 

significantly elevatedand supply continues to be 

constrained

Å In Europe and across Asia, natural gas and coal prices 

are at a significant premium to oil prices

Å Not a transitory issue! The Russian Invasion revealed 
the energy instability caused by:

Å The Renewable energy transition

Å Conventional energy underinvestment in response to 7+ 
years of substantial write-offs and losses

Å The need to transition to renewable sources of energy 
is clear and urgent. This presents significant 
investment opportunities

Å Additions to solar and wind capacity continue at a very 
rapid pace, accelerated further by high price of fossil 
fuels, yet are not fully reliable, affordable and secure

Å Remember, today fossil fuels supply 80% of the 
worldôs energy needs 

Å The required rate of growth for renewables like wind & 
solar to keep up with growing world energy demand is 
very high, especially if we are aggressively shutting 
nuclear and fossil fuel generation which the world has 
been doing for a decade

Source:FRED, Ycharts

Significant spread between Brent and 

natural gas prices highlighting the complex 

macro environment we are in today

EU Nat Gas Import & European Brent Prices


