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ñThe concept of capital is the fundamental concept of economic calculation, the foremost mental 

tool of the conduct of affairs in the market economy. Its correlative is the concept of income.ò 

Ludwig Von Mises, 1949 

 

 

ñThe future is unknowable, but not unimaginable.ò 

Ludwig Lachmann, 1956 

 

 

ñThe heads of many companies are not skilled in capital allocation...a critical job that they may 

have never tackled and that is not easily mastered. To stretch the point, it's as if the final step for a 

highly talented musician was not to perform at Carnegie Hall, but instead, to be named Chairman of 

the Federal Reserve.ò 

Warren Buffett , 1987 

 

 

ñTechnological revolutions and financial bubbles seem to go hand in hand.ò 

The Economist, 2000 
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Itôs getting hot up here! Equities are they toast? We have rung the bell and called time on global 

equity markets, albeit we are selectively selling key indices.    

We love the Internet, Social Media, Gaming, and software applications designed to run óideasô on 

smartphones and tablets. We love their creativity and productivity but we donôt love the public 

valuations of their stocks. They have entered into the óAPPômosphere.  

Similarly small capitalised stock indices have seen skyrocketing returns that are on a par with the 

Internet 1.0 bubble of 2000; and key European stock indices have run far ahead of potential 

earnings. These are all exhibiting signs of failure.  

 

However the large US capitalised indices, S&P500 and Nasdaq are still in trend- up mode but they 

too are in the zone to fail based on long-term profile distribution, albeit we have not witnessed a 

trend exhaustion signal as of yet. 

What has propelled so many of these stocks higher ï the power law of internet adoption rates, 

corporate debt growth, and credit availability are the first factors that spring to mind: 

Technological innovation is radically changing our economic system. New network hierarchies are 

being created. These are intangible in nature and this makes it difficult for markets to price the 

value of capital in this new format. We hope to explain what capital is and how it is being 

transformed by this new production. 

Disruptive financial engineering and freely available excess credit this past decade has convened at 

a time of this radical technological change in our generation.  Both factors have arguably never been 

felt together on a global scale. It is this which makes investing so challenging. 

We propose that stocks are ultimately amplified by too much credit in the system which manifests 

itself in financial capital valuations that are too high. The risk in an environment of such nominal 

growth is the economic system overcomes the debt-deflation pressure of the past 5 years as credit 

continues to the chase the dragon of higher prices in the hope of a return. The Misean 'crack-up' 

boom is always a fear.   

Markets are where buyers and sellers simultaneously agree on price but disagree on value. There is 

subjective value and then there is objective value. Subjectively we object to these values. We 

believe the impact of the perpetual money machine has begun to run its course. We believe we 

are in the zone of failure for many indices. We suspect equities globally will experience a 10% 

correction over the next 3 - 6 months as a minimum guide.  

 

Market Signals  

Transcendent Technology  

 Bubble Act 

 Chasing the Dragon Revisited 

 Technological óAPPômosphere 

 The Value of Debt 

 Capital (Trans)Formation & Allocation  

 Capital APPlication Today 
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Market Signals  

The NYSE market is exhibiting a high valuation, but it is a meaningless observation in isolation. To 

determine if values can fall with price correcting, we have to observe the internal behaviour of the 

market. We observe trend signals for any loss of momentum. We are beginning to observe some sell 

signals on a Hinde Trend System. We have also witnessed some more anecdotal signals.  

The NYSE stock market capitalisation to GDP based on flow of funds data shows valuations are at 

the upper end historically, notwithstanding the 2000 Tech bubble. 

 

Source: Variant Perception 

Breadth of market participation is falling for now: 

 

 
 

 

 
Source: Variant Perception 
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BID óLessô 

Did the auction of fine arts tell us so much more than the price of a piece of art ï did it 

portend the end of the equity swoon which began with the up-swing from the 2009 lows? 

The NYSE stock ticker for Sothebyôs the auctioneer of fine arts, antiques and collectible and 

offerings is appropriately named BID. But perhaps it should be named BID óLessô  after this weekôs 

price action.  

BIDôs stock price has been exhibiting an exorable rise along with the óreal assetsô it brokers. It is 

considered the market vane of the uber-wealthyôs spending temperament.  Those very same 1% who 

drive 80pc of stock price action. A falter in BIDôs stock price could portend so much more? 

Sothebyôs and Christies who have enjoyed a near-duopoly in the fine art auction just began the 

Autumn auction season in earnest. The season has turned cold already with sales are far below 

expectation.  Some 25% lower to be precise and with 12 out of 46 pieces unsold at the latest auction 

alone. 

The Week That Was: 

     Sothebyôs BID óLessô 

 
 

Source: Hinde Capital, Bloomberg 

 

 

On 4th November 2013 Steve Cohenôs legendary equity hedge fund SAC pleaded guilty to five 

counts of fraud. Federal prosecutors imposed a record fine of $1.8 billion and banned SAC from 

managing client money. Although not found guilty himself, Cohen is being pursued by the SEC in a 

civil case for ñfailure to superviseò which if confirmed would see him reaching for his backpocket 

again. 

 

http://www.ft.com/cms/s/0/7a7d2e7a-46b6-11e3-bdd2-00144feabdc0.html?siteedition=intl&siteedition=uk#axzz2jz5niVwD
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On 6
th
 November 2013 Steve Cohen popped down to Christieôs New York art auction to flog some 

art. Coincidence? Some would say he is a óforcedô seller. For sure heôs been creating a bad 

óimpressionô it would seem of late. A piece came under the auctionerôs gavel, ñMann und Frau 

(Umarmung)ò by Schiele ï it received no BIDs. It was BID ólessô as we say in market parlance. It is 

rumoured to be owned by Cohen. The wolf-pack has turned on itôs own. No ótaintedô pictures for 

me. 

Sothebyôs stock has taken the hit. Christies is privately owned by french luxury entrepreneur 

Francois Pinault and is thus is not listed on the bourses.  In 2012 Christieôs sales totalled $6.27bn 

whilst Sothebyôs totalled $5.4bn. However in Q1 2013 Sothebyôs had a net loss of $22.3mm despite 

a 25% increase in sales. Guaranteed reserve prices and tigher margins from new comers have 

squeezed these market players. So one can say that with sales down 25% this Q4 Sothebyôs losses 

will almost certainly deepen. 

 

Sothebyôs BID óLessô 

  
 

Source: Hinde Capital, Bloomberg 

Even if the Q3 results come in better than expected ie less of a loss, we would fade this. Sothebyôs 

is the target of activist Dan Loeb. He sees a great brand. He recognises that although the firm has 

volatile sales and falling commissions he also sees the 400 mm plus in receivables and the real 

estate portfolio that can be monetised. The market knows all this.  
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TWTR - A Cheeky Bird Flies 

On 7
th
 November 2013: TWTR NYSE: A óCheekyô Bird flies but óDogsô bark? 

Twitter IPOôs and a blue bird flies into bluesky territory. TWTR IPO-ed at $45.10 and touched a 

high of $50.09, so far at the time of typing. As a market comrade quipped óforty -five dollars and 

ten cents a share --- AND I@VE STILL GOT 100 characters to GO!!! (Jeeeez)ô.   

 

Guess he doesnôt own it!  Courtesy of IG Index (spread betting firm) one could speculate on the 

market capitalisation or value of Twitter pre-IPO, in what is known as the ógreyô market or óblueô 

market in this case. 1 pt represents $100mm change in the market cap. The market on the 13
th
 

September valued the stock at $33bn. Twitter said it would have 547.7mm shares outstanding on the 

IPO day so the price was equivalent to $60 per share. By the 14
th
 September the price fell to $25 - 

$27 range or $14bn in value.    

 

TWTR Market  Cap (Value 1 pt = $100mm) 

 

Source: IG Index 

TWTR IPO opened at $45.10. So the IPO buyers got a near double and TWTR got a market 

capitalisation to outstrip Facebookôs IPO mkt cap, who have $10bn in revenue and $2bn in net 

income. 

So an opening price of $45.10 for TWTR that cheeky little microblogger and would-be mobile 

advertiser values the company at 30x est. sales revenue, whilst Facebook trades at 12.2x. Cheeky 

indeed.   
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To put this into perspective Yahoo! not the darling of the market is valued at $33bn plus and 

generates $1.5 bn in adjusted earnings. TWTR has no earnings but losses and will only grow into 

this kind of earnings stream if, and only if it emulates its competitors by the year 2020 plus. A lot 

can go wrong in that time. For instance the central banks taking away free money or the market 

pricing it for them, forward guidance or no forward guidance. 

However if we were the CEO of TWTR we would try to emulate the Google model and become a 

venture capitalist, but that pre-supposes that they have free cashflow, which they don't and won't 

have for many years. But take Google, they have been paying higher and higher mutliples for their 

investments all bouyed by this elixir of central bank money. At some point a CEO needs to think 

best about how to get a return on his capital. Sometimes that involves returning it to your 

shareholders.   

 

TWTR ï A Birdy Flies 

 

    Source: Hinde Capital, Bloomberg 
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GOoGGLE EYED Valuations 

We understand the power of numbers. We subscribe to power laws ï aggressive adoption rates. We 

see the development in online-advertising and its relationship with these numbers. Ultimately 

although we like to have a sense of óvalueô, somebody else always has another view. By definition 

that makes a market. The intangible nature of tech capital is really a function of positive network 

externalities ie how big can their network get that drives cashflow? This is a really tough one to pin 

down.  

 

We observe multi-scaling of power laws to look for instability in markets and hence potential trend 

movements, cessations or consolidations. Some indices are exhibiting signs of instability, which 

could lead to trend exhaustion and dramatic failure of rising markets.  

 

Thurs 7
th
 November potentially marked the day we began a correction phase in key markets. In 

Europe Draghis cut rates but can't recall when asked when it the cut comes into effect. Hmmm, the 

man with the bazooka had an off day with his hand on the trigger. Equity indices spiked across the 

board to new highs but soon corrected. US GDP improved but thatôs old news. We can cite lots of 

remote nonsense as to why they have likely peaked for now. As our Variant Perception partners put 

it best in their latest monthly ï this is óAs Good as it Getsô.  

Internet valuations are not like the Tech bubble days but the rate of acceleration of some of these 

companies is nothing short of staggering. They are well run sophisticated companies in many cases, 

but they are enjoying the fruits of our central bankers work. Hot money has been driving prices and 

valuations too high too fast. Speculators are record long Nasdaq observing the past decade. 

 

 

Source: Hinde Capital, CFTC  

Facebook, who aim to connect everyone in the world, currently connects a billion and sports a 

market capitalisation of $120 bn, and a trailing P/E of 112 to sport its ambition.  
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Google Inc a mature but insanely dynamic company is valued at $340bn market capitalisation but 

with $50 billion in revenue per year it is not a company to scorn easily especially as it owns all our 

writings and "images" online.     

    GOoGGLE Eyed Price 

 

Source: Hinde Capital, Bloomberg  

 

Sure we envisage long-term winners of well-established entrenched (anti-trust) companies but not 

all will still be here in 10 or even 5 years. One thing about the winners, when they get too big the 

state likes to get a share of their pie or meddle in their business. GOOG has already had to fend off 

"anti-trust" allegations and its tax affairs have been under intense scrutiny.  

ShutterStock Back to Earth 

 

     Source: Hinde Capital, Bloomberg 
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Shutterstock Inc. the online global market place for commercial digital imagery is up over 240% in 

a one year, sporting price to cash flow over 30x and immense (in)tangible book value of 23x. Its 

CAGR is 17% which puts on target for $3bn plus valuation. There is no room for error here. If we 

put the mega-Internet players to one-side ie FB, GOOG, AMZN etc, these digital franchises are 

open to a key risk. The ódemocracyô of the net means it has low barriers of entry. This applies to 

Shutterstock.  

Analyst expectations arenôt shy either.  Itôs time to actively fade the bullish sentiment.  

 

    Analyst Price Targets - Net stocks 

 

     Source: MStanley, Bloomberg 

 

Investors have placed the most money into stock funds since the technology bubble burst in 2000, 

according to investment research TrimTabs. Investors have poured $277 billion into stock-based 

mutual funds and exchange-traded funds through this year until Oct 25
th
. 

 


