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Revolutionary Fervour
Looking back on five years of tumultuous growth

ﬂ Andrew MCNQ[[yI Chief Executive Officer

A political earthquake hit the UK last week, the tremors from
which will go on for years. Carpet fitters from Grimsby joined
forces with bankers from Beaconsfield to deliver the biggest
Conservative majority since the 1980's. To get there, the
Conservative Party has been through somewhat of a revolution.
By being counter-cultural on the one hand with a right-leaning
social agenda, and by deserting its own economic history on the
other with a left-leaning economic agenda, the oldest political
party in the world turned on a sixpence to win over the
electorate.

It not only potentially marks the start of a new political
settlement, in the UK and elsewhere, but perhaps even the end
of political turmoil which has come to define the last five years.

We are now approaching five years since we established Equitile
Investments and four years since we launched the Resilience
Fund. The Conservative revolution is not, of course, the first
political revolution we've had in that time. The election of a
property tycoon, standing on an overtly nationalistic platform,
to the White House (itself preceded by the vote for Brexit) up-
ended the political, economic and social consensus which had
gone practically unchallenged for decades.

In many ways, this shift comes as no surprise. The books and
papers behind our investment philosophy, some of which I've
linked to here, pointed to imbalances in the economic and
political system which pre-disposed it to disruptive change.
Equally, our investment approach was designed from the very
start to deal with that change.

While political revolutions have dominated the headlines there's
been another one bubbling in the background. An economic
revolution, driven by the exponential development of new
technologies - and their convergence on industries previously
beyond technological reach - is making us more productive at
a rate few people can perceive.

When we formed Equitile, for example, the fastest micro-chip in
the world had six million transistors - the fastest today has more
than thirty million. Those familiar with Moore's Law will know
this has a profound impact on the speed and cost of computing
power. Moreover, deployment of that power in new areas is
leading to revolutions all over. The cost of mapping the human
genome, for example, has fallen by more than 85% in just five

years and so the number of patents filed for gene-based
therapies has grown exponentially.

Who would have thought that, while the anxiety machine of the
media wrestled with the drivers of political turmoil, the world
economy would be 20% bigger today than it was five years ago?
In the time that we have been in business, the world has added
another economy the same size as that of the US.

Moreover, as that growth has mainly been in less developed
economies, another 600m people have been brought into the
middle class. In fact, since we started Equitile the middle classes
and rich, according to OECD definitions, now collectively make-
up more than fifty percent of the global population. While
developed countries are seeing political shifts in response to a
perceived unfair share of the economic pie, the global economic
pie is being shared more equally.

Darwin at work

It's nearly six years since | read a book review in the Economist
which, in many ways, marked the birth of Equitile.

The book in question was Money, Blood and Revolution by our
very own, Chief Investment Officer, George Cooper. It was a
clear expose of the fundamental flaws in mainstream economics.
Drawing on the history of paradigm shifts in other sciences, the

book offered a framework for understanding how economics, in
its current incarnation, will ultimately be overturned.

At the heart of George's thesis was a different understanding of
human nature. In practice, we are not the independent rational
optimisers, so-called homo economicus, which are the subject of
most economic models. The truth is, we have failed to escape
our Darwinian heritage — we are still driven by the behaviour we
originally aquired to compete for scarce resources. It is in our
nature to compete with one another and, importantly, to judge
our successes against one another.

It's a take on human nature that more readily fits the evidence;
why else would someone spend £2,000 on a Louis Vuitton
suitcase when the same “utility” can be had from one that comes
at a tenth of the price. It's the side of human nature behind that
well-known Gore Vidal quote “When a friend succeeds, a little
something in me dies.”


https://www.equitile.com/article/the-anxiety-machine-the-end-of-the-world-isn-t-nigh
https://www.economist.com/finance-and-economics/2014/03/08/revolutionary-fervour
https://www.equitile.com/article/money-blood-and-revolution
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These Darwinian forces, however, are not as dark as they appear
on the face of it. It's the human need to compete, compare and
follow one another that keeps us striving to get better; to work
and to innovate; at a deeper level, to collaborate and to trust. It
is the ultimate force behind economic progress itself and so
offers a much more optimistic backdrop than that offered by the
mainstream of the dismal science. Animal spirits, as Keynes
called them, play no role in modern financial theory but it is
those spirits that drive us inexorably forward.

It's this understanding that leaves us fundamentally optimistic
from an investment point of view and explains why, despite the
political backdrop, the global economy has continued to
perform as well as it has.

The Economist’s review of George's book had a catchy title -
Revolutionary Fervour. With hindsight, the Revolutionary part of
the title was apt. Although the review's author was referring to
George's use of Thomas Kuhn's Theory of Scientific Revolutions
to guide his thinking, revolutions in thought have, in the end,
been behind the political, technological and economic
revolutions we have seen during our first few years.

The Magic Money Tree

Just before the publication of the Economist review, | wrote an
article for the Financial Times arguing that the propensity for
central banks to keep their economies growing by pushing ever-
more debt into the system was destabilising. Not just in the way
that we saw in the Global Financial Crisis but because it
facilitated a land-grab for productive assets, largely public
equity, by just a few — a key factor behind political
disgruntlement we've seen since. Moreover, central banks’
collective response to the Global Financial Crisis of 2008 was,
and still is, to do even more of the things that led to that crisis
in the first place — accentuating the wealth polarising forces as |
later explained in my own book, Debtonator.

If intellectual revolutions lead to real world revolutions, in
monetary circles it's the other way around. It is the bent of
central bankers to seek out the intellectual framework which
supports what they need to do anyway. As George wrote before
the 2008 crash, the Origin of Financial Crises are the central
banks themselves and so they are motivated to solve them at
any cost.

Growing support for so-called Modern Monetary Theory is a
case in point. Just as Quantitative Easing has started to lose its
potency, the need for fiscal expansion in the western world
necessitates the monetisation of government debt. MMT offers
an intellectual framework to support this and so it is naturally
garnering support in central banking circles'.

Regardless of whether Modern Monetary Theory becomes fully
ingrained in central banks’ thinking, the direction of travel is
clear. Despite the inherent flaws in monetary dogma, monetary
policy will remain extremely supportive for a very long time yet.

Political settlement

As Boris Johnson's Conservatives tack left on economics, they'll
become more sanguine on the Bank of England’s inexorable
drift away from its foundational mission of providing a stable
monetary base. Instead, they'll come to accept, one way or
another, that central bank monetisation of government
spending is the right approach. In time, they’ll embrace some
form of Modern Monetary Theory, despite its inherent flaws.
Trump of course has already gone further in this respect,
haranguing the Federal Reserve to lower rates and expand its
balance sheet aggressively'

From an investment point of view this removes a significant risk.

Excessive wealth disparity pre-disposes electorates to finding
socialism attractive. As George wrote in the Tale of Two Walls,
the first response to workers' reduced share of the economic pie
was nationalistic — the second could as easily be Socialistic. The
Conservative's revolution might just be a harbinger of a political
trend that mitigates this threat.

The threat to economic and political stability, | wrote about in
Debtonator, remain inherent to the system. Inherent risks,
however, are not immediate risks and following the political
revolution we now witness, they are likely to remain benign for
decades.

2020 Vision

The Equitile Resilience Fund is approaching its fourth
anniversary. Uncertainty is ever-present but the dynamics as
we see them today are even more favourable for the global
equity markets than they were when we launched the Fund.

The technological revolution has a long way to run - by this time
next year the fastest micro-chip will have fifty million transistors
not thirty and another one hundred million people would have
turned middle class. Despite the headlines, we will be making
more, selling more and buying more; we will become more
innovative, more collaborative and more productive. Returns on
capital will continue to rise.

In the meantime, central banks will remain dovish for a very long
time to come. Not only do they have no choice at this stage,
they are creating the intellectual framework to support their
actions and the new political settlement will support them.

It would be wrong of us to become complacent though. The day
we launched the Resilience Fund we wrote a Letter to our new


https://www.ft.com/content/6ddc80da-bb23-11e3-948c-00144feabdc0
https://www.equitile.com/article/debtonator-how-equity-can-work-for-all-of-us
https://www.equitile.com/article/the-origin-of-financial-crises
https://www.equitile.com/article/MMT
https://www.equitile.com/article/2016-a-tale-of-two-walls
https://www.equitile.com/article/tales-of-an-astronaut
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investors explaining our approach. We called it Eternal stays with us and we remain as alert to the revolutions to come
Adaptation, taken from the mission statement of one of our first as we were through the ones we've just seen.

investee companies, “Change is an immutable law; eternal
adaptation is the price of survival”. We took the advice to heart
and no longer own shares in that company but the philosophy

The full collection of essays can be found on our website. To
subscribe for updates email insights@equitile.com

Disclaimer:

These materials contain preliminary information that is subject to change and is not intended to be complete or to constitute all the information necessary to adequately evaluate
the consequences of making any investment. This document is being provided solely for informational purposes. The value of an investment may fall or rise. All investments
involve risk and past performance is not a guide to future returns. Equitile offers no guarantee against loss or that investment objectives will be achieved. Equitile does not offer
investment advice. Please read the Key Investor Information Document, Prospectus and any other offer documents carefully and consult with your own legal, accounting, tax
and other advisors in order to independently assess the merits of an investment. Investors and any potential investors should be aware of local laws governing investments and
should read all the relevant documents including any reports and accounts and scheme particulars as appropriate. The State of the origin of the Fund is the United Kingdom
and the Fund is authorised and regulated by the UK Financial Conduct Authority. This document may only be distributed in or from Switzerland to qualified investors within the
meaning of Art. 10 Para. 3, 3bis and 3ter CISA. In Switzerland, the Representative is ACOLIN Fund Services AG, Affolternstrasse 56, CH-8050 Zurich, whilst the Paying agent is
Aquila & Co. AG, Bahnhofstrasse 28a, CH — 8001 Zurich. In respect of the units distributed in Switzerland, the competent Courts shall be at the registered office of the
Representative in Switzerland. The Basic documents of the Fund as defined in Art. 13a CISO as well as the annual and, if applicable, semi-annual reports may be obtained free
of charge at the office of the representative. Equitile Investments Ltd is authorised and regulated by the UK Financial Conduct Authority.

P Similarly, there's increasing talk of interest rate policy makers adopting a so-called make up strategy which not only accounts for current
inflation shortfalls but also the lost ground from previous shortfalls.

i This is within a Republican Party which not too many years back was heavily influenced by the Tea Party who had stable money as a
cornerstone of their thinking.
i See Tales of an Astronaut — Lessons from the Unknown



https://www.equitile.com/article/investment-letter-eternal-adaptation
https://www.equitile.com/article/investment-letter-eternal-adaptation
https://www.equitile.com/article/tales-of-an-astronaut

