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“There were only seven years between the first and last Beatles albums. That's nothing, seven years, when you think of how their 

hairstyles changed and their music changed. Some bands now go seven years without hardly bothering to do anything.” 

― Nick Hornby,  A Long Way Down 

Mountstone Partners celebrated its seventh birthday on 
September 3rd and since we started in 2012 there have been many 
momentous economic, political and market changes. This month 
we examine some of the primary factors that have had a major 
impact over that period. More importantly we also consider what 
the future may hold given the current upheaval and increasingly 
volatile markets. 

Market Moves 

Since our inception the main global equity markets have risen on 
average 73.72%. However, when you look under the bonnet it 
becomes quite apparent that global markets have not moved in 
unison – see below:  

 

The Nikkei 225 (Japan) has been the best performer over the past 
seven years, rising 146.11%, followed by the S&P 500 (US) which is 
up 111.63%. 

However, the Eurostoxx 50 (Europe), the FTSE 100 (UK) and the 
Hang Seng (China) have only increased by an average of 37% over 
seven years. With Brexit it should come as no surprise that the UK 
and Europe underperformed, but China has certainly been very 
disappointing. 

Currency Moves 

In the past seven years sterling has fallen 22% against the US dollar 
and 10% against the euro.  It seems hard to imagine that only five 
years ago sterling reached $1.70 and we are now at $1.23!  For 
sterling investors, as our currency weakens so the returns from 
overseas investments are enhanced so a tilt towards global 
investments outside of the UK has reaped rewards. 

Commodities 

In an environment of strong returns for equities, commodities have 
performed very poorly. Gold is down almost 13% and oil has fallen 
48% over seven years. 

Major structural themes over the past seven years 

In terms of catalysts for change over the period, it would be very 
easy to just focus on Brexit, Trump, Boris and the other major 
political issues that continue to dominate today’s headlines. 
However, there are other, broader factors at play than just 
populism and these are all very relevant too. 

 

Innovative monetary policy - Printing money and other levers 

We have written extensively about the various exotic and creative 
monetary policy tools that have been utilised by Central Banks over 
the past seven years – Quantitative Easing being the most over 
used phrase (and policy tool!) over that timeframe. Others include 
taper tantrum, the LTRO (long term refinancing operation), 
helicopter money, ZIRP (zero interest rate policy) and there are 
plenty more. Only last month we wrote about interest rates turning 
negative, a concept that until recently was not considered feasible 
or indeed practical. 

Most of these terms refer to tools and policy levers cooked-up by 
central bankers to control an economy that has interest rates so 
low that they can no longer be used to successfully control growth. 

These esoteric measures and their corresponding terms have 
become common place and accepted practice in the topsy-turvy 
world of ultra-low interest rates. 

The US debt ceiling and government shutdown 

US government borrowing has exploded over the last decade, as 
spending has escalated and tax receipts have waned. The US debt 
ceiling is the maximum allowable level of US government 
borrowing and Congress must approve further borrowing over and 
above this level.  Approving such uplifts to the debt ceiling 
inevitably leads to infighting and delay, resulting in a temporary 
“government shutdown”.  While essential and emergency services 
continue to operate as normal, departments such as transport, 
justice and energy are affected - some workers aren’t paid and 
certain services are suspended.  

Government shutdowns aren’t new, but Donald Trump presided 
over the longest one ever (26 days) in a vain attempt to obtain 
funding for his Mexican wall. Both he and Obama have been forced 
to suspend government in consecutive administrations and the 
phenomenon has become more widely ‘accepted’ as a necessary 
evil in order to give Congress time to agree to borrow more money. 
What’s to stop the US from raising the debt ceiling forever?  

Excessive borrowing at ultracheap levels 

The top 48 most indebted companies in the S&P 500 have more 
debt than each of the GDP of France, UK and Germany. A report 
from Forbes in July found that U.S. non-financial corporate debt of 
large companies stood at nearly $10 trillion, or 48% of US GDP. 
That's 52% higher than its previous peak of $6.6 trillion in Q3 2008, 
which represented 44% of U.S. GDP that year. 

Rather than investing significantly in research and development of 
new products it would appear that a large proportion of this 
corporate debt has been used to buy back company shares and 
increase dividends, thus providing further support for share prices. 
It is estimated that US companies, through the use of cash on their 
balance sheets and debt are going to set a record of $1trillion of 
share repurchases in 2019. 

In other words, the Fed's loose monetary policy is encouraging 
businesses to borrow more and more.  
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Disruptors – technology takes over 

Technological development is not a new phenomenon, but the 
pace of development and breadth of technological disruption has 
accelerated. Old business models are being blown out of the water 
by new tech entrants, known as “disruptors”, that can compete 
better on cost and quality, mainly because their product relies on 
building and implementing software rather than hardware. The 
incubation time for these companies has also shortened 
significantly. 

Source: STEEMIT 

 

It is certainly not a time to be a sentimentalist. In the past 7 years, 
as e-commerce has taken a greater market share, we have seen 
many household names disappear or dwindle, including many of 
those that have long been part of the makeup of our high street - 
Thomas Cook, Debenhams, Evans Cycles, House of Fraser, 
Poundworld, Toys R Us, BHS, Blockbuster and Comet.  All gone. 

However, it is not just the retailers who have suffered from the 
growth of Amazon.  Disruptive technology is something that will 
inevitably touch all industries eventually as it has done TV (Netflix), 
currency (Bitcoin) and payments (PayPal), which have all been 
transformed or influenced by technological change. 

Even Newspapers have been forced to adapt to an environment of 
24-hour news at our fingertips (fake or not!), with a focus on a 
subscription model rather than paper-based readership. The 
Financial Times recently revealed it now has 930,000 paid 
subscribers, with 740,000 of those (79.6%) being digital subscribers 
and only 190,000 having a print-only deal. 

“AI” (artificial Intelligence) is still the hottest of topics, helped by 
Google creating a computer programme that taught itself to do 
what was thought to be impossible – master the ancient game of 
Go.  Deepmind AI also taught itself to walk, can identify some 
diseases better than humans and taught itself to navigate without 
using a map – technological advances that draw frightening 
parallels with the 80s sci-fi film - The Terminator. Elon Musk, Bill 
Gates and the late Stephen Hawking all agree that AI is both 
exciting but also a little scary. Gates said of AI in March 2019 –  

“The world hasn't had that many technologies that are both 
promising and dangerous… the place that I think this is most 

concerning is in weapon systems”. 

 

Having exposure to tech has certainly paid off over the past seven 
years. Analysis of the exposure of underlying global equity indices 
to disruptive technology gives us a clue as to why the US markets 
have outperformed the likes of Europe and the UK:  

Source: MSCI 

 

Just five companies in the US, Microsoft, Amazon, Apple, Alphabet 
(Google) and Facebook, now have a combined market cap of over 
$4,000bn; 12% of the S&P 500 and more than the entire market 
cap of the FTSE 100. Given the success that these companies have 
enjoyed in recent times and lack of disruptive tech in Europe, it is 
clear why relative performance has been so poor in European 
equities. 

The technology boom has perhaps been the biggest single market 
trend over the last seven years. 

Populism 

The biggest political trend has been the rise of populism. This 
Google poll shows how searches for the word “populism” spiked 
significantly in late 2016: 

Source: Google 

 

Trump is the standard bearer for populism and his particular brand 
focuses on the domestic pursuit of growth at the expense of all 
others or “protectionism” – trade wars and sanctions being the 
most relevant examples. By cutting corporate and personal taxes, 
Trump has ignited US stock-market growth, but with significant 
possible longer-term consequences (see the US debt ceiling section 
above for details!). 
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In Latin America, where populism had more embedded roots to 
start with, the election of a populist president in Brazil led to a 
strong upward move in stock-markets, whilst the elections in Italy 
led to the populist right-wing Five Star movement taking power. 
The far-right candidates in France, Netherlands and Austria also all 
came very close to triumphing in their respective elections. 

The concept of populism reflects the growing undercurrent of 
support for protectionism across the globe. This is a dangerous 
game to play because a race to the bottom or ‘beggar thy 
neighbour’ often ends in a bad result for all concerned, including 
the major instigator. 

Other concepts 

Plenty of concepts and phrases weren’t around seven years ago – 
Backstop, Fake news, VAR (!), FAANGs, Selfie, Bitcoin, Insta. The 
world has embraced them all and at record pace. 

What might be the major themes over the next seven years? 

Environmental, Social and Governance (ESG) 

We will be writing a more in-depth overview on the impact of ESG 
investing over the next couple of months as it is gaining increasing 
recognition within the investment world as demand for “better 
business” swells. 

Source: UNITED NATIONS 

The Millennials generation is the driver of demand for ESG 
investments and the share prices of those companies that get it 
right will be driven much higher as a result. Therefore, investing 
with a slant towards positive ESG could well be a self-fulfilling 
strategy. 

Ageing Population 

In general, whilst the developed regions of the world are facing a 
more immediate impact of an ageing population, these statistics 
from the United Nations Ageing Population survey in 2017 make for 
stark reading for all nations: 

• In 2030, the over 60s are expected to outnumber children under 
age 10 (1.41 billion versus 1.35 billion) and in 2050, there will be 
more over 60s than adolescents and youth aged 10-24 (2.1 billion 
versus 2.0 billion). 

• In 2050, the over 60s are expected to account for 35 per cent of 
the population in Europe, 28 per cent in Northern America, 25 per 

cent in Latin America and the Caribbean, 24 per cent in Asia, 23 per 
cent in Oceania and 9 per cent in Africa. 

• Globally, the number of 80-year olds or over is projected to 
increase more than threefold between 2017 and 2050, rising from 
137 million to 425 million. 

Healthcare is one of the most obvious ways to play the ageing 
theme but given the enormity of the change, it is likely that it will 
have consequences for all areas of society, consumption and thus 
investment. 

We believe that over the next seven years, ESG and an ageing 
population are the two structural themes that are going to play an 
increasingly important role in our investment decision-making 
process. 

What about the next seven years for markets? 

The political environments in both the UK and US are looking as 
unsettled now as they have ever been.   We will have a US election 
in 2020 and will likely have an election in the UK too. Both could 
prove pivotal because a Democrat led White House and a Labour 
government would be bad news for markets generally. 

There is also talk of helicopter money (a new monetary policy tool 
which metaphorically involves dropping money from helicopters 
onto the streets, thereby boosting money supply and spending as a 
result!) and lower interest rates to help prop up flagging US 
growth. 

Concerns about US recession are also still at the forefront of 
investors’ minds and the US/China trade war remains unresolved. 

Some of these are shorter-term concerns but all could have 
consequences for returns from the major asset classes. After such a 
strong bull-market for equities and with the structural hurdles 
above, we believe it is only sensible to be more cautious now than 
at any time over the past seven years. This doesn’t come without 
its challenges because if market exuberance continues unabated 
then returns will be dampened as a result of taking less risk. 
However, after having had such a good run, we would prefer to be 
a little early to reduce risk than too late, as it will only take a few 
poor data announcements about the US economy to cause a 
negative response from markets. 
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