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The last ten years has seen the growth of one of the greatest financial bubbles of all time. 
We might name it the Great Technology Bubble. But plain though it is to us, many investors still 
cannot see it.

All bubbles start with something real, and this one is no different. The stratospheric rise in 
technology shares has its roots in something tangible – the power of digitalisation and the 
internet to re-build existing business models. Amazon, for example, built an eight percent 
market share of all US retail sales by offering an easy to use web-based shopping service; 
Facebook offered a new and more targeted way to advertise; Deliveroo, and others, a way of 
bringing to your home many different styles of food with a simple tap on your smartphone. But 
as in all bubbles, investors began to misread the odds; a belief took hold that almost any business 
plan was likely to prove a winner. 

The rise of SPACs (special purpose acquisition companies) perhaps represented the most 
extreme edge of the bubble. These ‘blank cheque’ shell corporations were conjured up to take 
companies public without going through the traditional IPO process. Or even before they had 
posted traditional profits: in the nine months to the first quarter of 2021 an astonishing 64% of 
SPAC mergers were pre-revenue or EBITDA. 
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Source: FTI Consulting

Source: FTI Consulting

Valuations soared into the peak of the bubble: 
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Perhaps the most infamous example was Nikola, the ‘innovative developer of alternative fuel 
trucks with zero emissions’. Right…Within a year of IPO, CEO Trevor Milton was charged with 
criminal and civil charges for making false or misleading public statements about Nikola’s 
products and technology.

Covid, and its accompanying social distancing, provided a final turbocharged boost to the 
bubble: some investors persuaded themselves that there would henceforth never be a way to buy 
and sell goods but through a smartphone. 

But of course all bubbles eventually burst…. Take a look at the price chart for the past few months 
of ARK, the ETF focussed on investing in ‘disruptive technologies’:

Source: The New York Times

Source: Bloomberg
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And yes, you read the chart correctly, Ark and the Rouble have fallen by the same amount… 
Disruptors and unprofitable tech have alike fallen in price by more than 60%, as shown in the 
below chart of performance (relative to MSCI AC World):

Source: Goldman Sachs

Source: Goldman Sachs

But I am not writing all this just to gawk at the collapse in the bewildering valuations which so 
many patently weak companies momentarily commanded. It is rather to point out that the bubble 
has diverted necessary capital from sound older-economy industries into financial speculation.

The figures are eye-watering, amounting to trillions of dollars. Take, for example, industries 
which have seen VC funding.

The reverse side of these gargantuan flows is that essential industries – such as oil, metals, 
shipping and traditional retail – have been so starved of capital that their companies will now 
struggle to supply the world of their much-needed products and services in the future as it may 
take many years for these industries to add even marginally to capacity.
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It is our view that this should lead to a ‘once in a generation’ period of spectacular 
returns.

But let us first for a moment take a step back. Let’s look at CAPEX spending for the economy as 
a whole. It is interesting to note that all companies (ex-financials) have over the last few years 
significantly reduced CAPEX as a percentage of revenues – from over 9% in 2001 to below 6% 
today. 

It will come as no surprise that the CAPEX to revenues ratio has fallen most dramatically in the 
older economy industries:

Drilling (sorry – couldn’t resist…) down to the industrial level; the most extreme example 
of underinvestment is the oil and gas industry. The dash to carbon neutrality has further 
exacerbated the CAPEX squeeze as politicians and green activists have put extreme (and often 
threatening) pressure on the industry to invest in renewables rather than oil and gas. But even 
the ‘commentariat’ has noticed that there may be a problem. (And it has been a source of wry 
– if grim – amusement to hear politicians ‘tilt’ back towards hydrocarbons in the wake of the 
Russian attack on Ukraine.)

Source: Goldman Sachs

Source: Goldman Sachs
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Oil and gas CAPEX has halved over ten years:

But the problem is even greater than this. It would be one thing if lower CAPEX was simply a 
function of a lower oil price. This has always been the case. Not now – the link between the oil 
price and CAPEX has completely broken:

So we have a major supply problem at a time when demand continues to rise. So much so that 
even OPEC is now unable to meet production targets following years of underinvestment. 
Indeed OPEC+ underperformed its production quotas by a breathtaking 800,000 barrels per 
day in January of this year.

Source: Goldman Sachs

Source: Goldman Sachs
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And look at how low inventory levels are. 

The picture is similar in the world of shipping. New additions to the bulk shipping fleet have 
collapsed from 16% in 2010 to a forecast 2% in 2022 and 2023: 

The impact on rates has been plain to see:

Source: JP Morgan

Source: Golden Ocean
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And there is more of the same in the mining industry. Over the last five years the sector has only 
barely maintained its capital stock, investing at the same level of depreciation. But demand for 
metals has continued to grow. Prices too. Just look at the iron price over the last 5 years: 

And you might have expected the companies in these industries to be trading at stratospheric 
multiple to reflect the likelihood of years of elevated earnings. But they are not. Just look at the 
valuations of our oil, metal and shipping investments below:

PER (X)

2022
FCF yield 

(%) P/B (X) Yield (%) ROCE (%)

BP 4 25 1.0 5 + 10 share buybacks 11
Total 4 23 0.9 5 + share buybacks 12
Maersk Drilling 5 20 1.0 10 26
BHP 7 11 3.7 8 37
Antofagasta 10 10 2.9 8 18
Maersk 2 38 0.9 13 + buybacks 30
Golden Ocean 5 22 1.1 15 15

Source: S. W. Mitchell Capital LLP, Refinitiv

Put another way. Just look at the how this group of companies trades relative to the European 
IT sector.

PER (X)

2022
FCF yield 

(%) Yield (%)

Oil, metal and shipping 5 21.3 13.4
European IT sector 28 2.3 1.6
Valuation premium/discount (%) -82 -89 -88

Source: S. W. Mitchell Capital LLP, Kepler

The Great Technology Bubble has very likely created a once in a lifetime opportunity to invest 
in older-economy companies that have been so starved of capital that they may well be at the 
beginning of a period of extraordinary financial returns. But the bubble has endured so long 
that most investors either can’t yet see the opportunity or are too frightened to make the step. 
Borrowing again from the Roman poet ‘Fortune favours the brave.’

Stuart Mitchell 

April 2022

Source: Trading Economics
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