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September	2019	was	a	quiet	month	locally	with	no	surprising	or	shocking	economic	data.		We	have	been	focused	on	two	major
overseas	stories	and	they	continue	to	dominate	economic	narratives.	
	
Firstly,	Brexit	appears	to	be	no	closer	to	being	resolved.		The	only	fair	way	to	describe	the	current	situation	is	as	a	“mess”.		The
new	 Prime	 Minister	 Boris	 Johnson	 appears	 to	 have	 lost	 the	 support	 of	 elements	 of	 his	 Conservative	 Party	 and	 every	 single
proposal	seems	to	end	in	a	stalemate.		It	goes	to	show	that	even	mature	democracies	have	their	issues.
	
The	second	narrative	 is	 the	ongoing	 trade	war	between	 the	US	and	China.	 	There	 is	 investor	concern	 that	 if	 the	 trade	war	 isn’t
resolved	 it	will	have	a	negative	affect	on	global	growth,	possibly	driving	 the	 larger	economies	 towards	a	 recession.	 	Whilst	 the
trade	 war	 continues	 resulting	 in	 a	 risk-off	 approach	 affecting	 emerging	 market	 currencies	 and	 stock	 markets.	 	 The	 MSCI
Developed	 market	 index	 has	 outperformed	 the	 MSCI	 Emerging	 market	 index	 by	 19%	 since	 the	 market	 highs	 at	 the	 end	 of
January	2018.
	
We	are	cynical	of	Mr	Trump’s	intentions	behind	the	trade	war	as	it	appears	to	have	been	engineered	by	him.		At	the	same	point
we	know	that	the	various	decisions	taken	can	and	will	probably	be	relaxed	or	reversed.		If	Mr	Trump	is	seeking	a	re-election	for
a	second	term	then	he	needs	a	strong	economy	and	a	strong	stock	market	and	he	may	get	both	if	he	calls	off	the	trade	war	at	the
right	time.		Once	again	it	goes	to	show	that	even	mature	democracies	have	their	issues.
	
The	 JSE	had	 a	 poor	month	 in	 line	with	 other	 emerging	market	 stock	markets	 losing	 0.8%.	 	On	 the	 flip	 side	 the	Rand,	 despite
starting	 from	 a	 position	 of	weakness,	made	marginal	 gains	 against	most	major	 trading	 currencies.	 	Even	 though	 the	Rand	was
stable	 there	 is	 some	 risk	 to	 inflation	 as	 the	 oil	 price	 shot	 up	 during	 the	 month	 due	 to	 a	 drone	 attack	 on	 a	 Saudi	 Arabian	 fuel
installation.		The	possible	upside	risk	to	inflation	meant	that	the	South	African	Reserve	Bank	elected	to	keep	interest	rates	on	hold,
not	following	the	rest	of	the	world	in	dropping	rates.
	
This	month	was	 another	 clear	demonstration	 that	we	are	 currently	 at	 the	mercy	of	 the	politics	between	 the	 large	 superpowers.	
The	longer	that	they	continue	their	various	standoffs	the	greater	risk	to	the	global	economy.		From	a	South	African	perspective,
we	need	to	make	sure	we	take	advantage	of	this	opportunity	to	get	our	house	in	order	so	that	we	can	benefit	from	any	eventual
emerging	market	rebound	–	our	politicians	need	to	focus	on	making	South	Africa	the	investment	destination	of	choice.
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TECHNOLOGY	AS	A	DISRUPTOR
	
This	past	month	we	witnessed	 the	collapse	of	Thomas	Cook,	 the	world’s	oldest	 travel	agency.	 	Founded	 in	1841,	 the	company
was	responsible	for	popularising	many	innovations	including	travellers’	cheques,	printed	guidebooks	and	travel	package	deals.	
To	unpack	the	many	reasons	behind	its	collapse	would	take	an	article	on	its	own,	but	the	one	reason	that	stands	out	to	us	above
all	others	is	that	at	its	demise	–	it	had	560	high	street	shops.		The	shops	represent	locations	that	have	expenses	or	overheads	such
as	rent,	utilities	and	salaries.		They	had	these	costs	despite	the	fact	that	many	of	their	customers	had	over	the	years	moved	across
to	doing	their	holiday	research	and	bookings	online.		The	internet	had	made	many	aspects	of	the	Thomas	Cook	business	model
redundant	and	the	company	had	failed	to	adapt	to	the	change.
	
Thomas	 Cook	 was	 not	 the	 first,	 and	 will	 not	 be	 the	 last	 company,	 to	 go	 under	 due	 to	 technological	 advances	 changing	 the
environment	in	which	they	operate.		In	this	month’s	Financial	View	we	look	at	how	technology	has	always	been	a	disruptor	and
give	some	examples	of	businesses	that	failed	to	adapt	and	appreciate	how	their	environment	was	changing.
	
The	Industrial	Revolutions
	
There	have	been	4	defined	periods	of	industrial	revolution.
	

The	First	Industrial	Revolution
	
The	 first	 industrial	 revolution	 is	often	associated	with	 the	north	of	England	where	 the	 textile	 industry	 led	 the	move	 from	hand
produced	goods	to	mechanically	produced	goods.		The	rise	of	mechanised	factories	was	made	possible	by	advances	in	harnessing
the	power	of	water	and	steam.	
	
Mechanisation	allowed	factories	to	increase	their	output	which	in	turn	allowed	for	greater	consumption	across	large	parts	of	the
world.	 	The	biggest	 industry	disrupted	by	 the	 first	 industrial	 revolution	was	 agriculture	 as	many	 farmworkers	moved	 from	 the
country	into	the	burgeoning	cities	to	try	improve	their	lives	and	standard	of	living	by	being	a	part	of	this	growth.
	
The	Second	Industrial	Revolution
	
The	second	industrial	revolution	was	driven	across	the	Atlantic	where	the	USA	pioneered	new	developments	in	electricity	and	the
use	 of	 oil.	 	 Another	 key	 advancement	 in	 this	 period	 was	 the	 discovery	 of	 the	 process	 to	 convert	 iron	 into	 steel,	 enabling	 the
building	of	skyscrapers	that	came	to	symbolise	the	tail	end	of	this	revolution.
	
Another	 symbol	 of	 the	 second	 industrial	 revolution	 is	 the	 internal	 combustion	 engine	 and,	 as	 a	 result,	 the	 motor	 car	 was
developed.		It	was	the	invention	of	the	motor	car	that	made	horse	drawn	carriages	and	wagons	obsolete.		We	would	assume	that
horses	everywhere	are	grateful	to	Henry	Ford	and	his	Model	T	which	was	the	first	automobile	built	on	a	production	line	and	was
truly	available	to	the	masses,	so	long	as	it	was	in	black.
	
The	Third	Industrial	Revolution
	
The	 third	 industrial	 revolution	 was	 driven	 on	 a	 global	 scale.	 	 As	 with	 a	 lot	 of	 innovation	 a	 large	 part	 of	 this	 revolution	 was
developed	 as	war	 time	 technology	with	 the	Cold	War	 following	 close	 after	World	War	 II.	 	 The	 third	 industrial	 revolution	was
defined	as	the	dawn	of	computers	and	automation.
	
The	biggest	disruption	of	 the	 third	 industrial	 revolution	was	probably	 to	 the	 individual.	 	Automated	processes	meant	 that	 fewer
workers	 were	 required	 on	 the	 factory	 floor	 and	 led	 to	 a	 shift	 in	 general	 employment.	 	 Many	 more	 people	 are	 employed	 in
companies	that	provide	services	these	days	compared	to	those	that	used	to	produce	goods.
	
The	rapid	 improvement	of	access	 to	 information	 through	 television	and	other	media	changed	 the	way	households	operate.	 	An
example	that	came	out	of	the	Magwitch	office,	which	may	give	away	the	age	of	the	staff	member	who	recalled	it.		There	used	to
be	door-to-door	salesmen	who	would	call	on	houses	in	the	evening	selling	products	such	as	encyclopedias,	vacuum	cleaners	and
any	other	item	that	could	be	of	use	to	the	household.		When	last	did	any	of	you	see	a	travelling	salesperson?
	
The	Fourth	Industrial	Revolution
	
This	is	the	period	that	we	are	currently	in	and	can	be	described	as	driven	by	access	to	information,	the	internet	and	data.		It	will
be	difficult	to	predict	all	the	traditional	industries	that	will	be	affected.		However	we	already	see	how	Uber	as	an	example	altered
the	taxi	industry	and	how	Netflix	has	eliminated	video	stores.
	
It	is	important	to	note	that	the	pace	of	change	is	also	increasing.		It	is	not	that	long	ago	that	postage	stamps,	home	telephones	and
fax	machines	were	common	items.	
	
A	few	examples	of	companies	that	failed	to	adapt	to	change
	
Companies	affected	by	the	introduction	of	the	smart	phone
	
If	we	had	to	conduct	a	cellphone	ownership	poll	amongst	our	readers	no	doubt	the	vast	majority	would	indicate	that	the	used	to
own	a	Nokia	cellphone.		Nokia	once	the	market	leader	in	cellphones,	failed	to	keep	up	with	the	introduction	of	smart	phones	and
the	trend	for	phones	to	be	used	more	for	data	than	for	actual	phone	calls.	
	
Blackberry	is	another	phone	brand	that	has	all	but	disappeared.		Blackberry	once	led	the	smart	phone	revolution	but	they	failed
to	 recognise	 the	 potential	 for	 applications	 and	 for	 the	 touchscreen.	 	 Blackberry	 stuck	 by	 their	 QWERTY	 keyboard	 despite
competitors	 such	 as	 Apple	 iPhone	 and	 Google	 Android	 making	 huge	 strides	 and	 gaining	 large	 market	 share	 with	 their	 touch
screen	devices.
	
Companies	affected	by	the	introduction	of	the	digital	camera
	
Kodak	is	probably	the	case	study	that	is	used	in	all	academic	texts	on	business	failure.		This	staggering	corporate	blunder	was	due
to	the	fact	that	Kodak	invented	the	technology	of	digital	photography	and	then	missed	out	on	the	opportunity.		Management	of
Kodak	were	 of	 the	 belief	 that	 digital	 photography	would	 take	 a	 long	 time	 to	 replace	 film	 and	 thus	 continued	 to	 develop	 their
historic	products.
	
Polaroid	is	another	company	that	was	impacted	by	the	digital	camera.	 	Go	to	any	sport	event	and	you	will	see	vendors	walking
around	with	a	digital	 camera	 (or	 even	 smart	phone)	 connected	 to	 a	 little	printer.	 	This	was	 the	very	 functionality	 that	Polaroid
provided	with	 their	cameras	able	 to	do	 instant	photography.	 	They	once	enjoyed	a	 total	monopoly	 in	 instant	photography	with
their	products.		Now	anyone	with	a	digital	camera	and	a	printer	has	access	to	instant	photography.
	
Companies	affected	by	streaming
	
In	the	case	of	Netflix	it	is	probably	worthwhile	to	reflect	on	their	original	business	model.		Netflix	used	to	effectively	be	a	DVD
by	 mail	 business	 where	 the	 customer	 would	 sign	 up	 online	 and	 select	 a	 list	 of	 movies	 that	 they	 would	 like	 to	 watch.	 	 Netflix
would	ship	a	DVD	from	the	list	to	the	customer	who	could	watch	at	their	convenience	before	returning	it	using	a	prepaid	postage
envelope	that	was	shipped	with	the	DVD	originally.		The	reason	it	worked	for	Netflix	is	that	they	built	a	monthly	subscription	fee
model	that	meant	the	customer	could	watch	as	many	movies	as	possible	in	a	month	(there	were	limits	on	how	many	they	could
have	at	any	time)	without	paying	any	additional	fees.
	
Compare	 this	 against	 the	 Blockbuster	 videostore	 retail	 chain.	 	 Blockbuster	 were	 the	 biggest	 video	 chain	 in	 the	 world	 and	 had
previously	 successfully	 transitioned	 from	VHS	 to	DVD	but	 in	 essence	 they	 remained	 a	bricks	 and	mortar	business.	 	Customers
would	have	to	visit	the	premises	to	select	the	movie	that	they	would	like	to	watch,	they	would	then	have	to	pay	for	the	rental	and
after	having	watched	the	movie	they	would	have	to	go	back	to	the	store	to	return	it.		Blockbuster’s	business	model	relied	on	the
fact	that	they	customer	would	rent	another	movie	from	the	store	when	returning	the	original	one.		They	charged	per	transaction.
	
It	 becomes	 obvious	 which	 company	 was	 better	 positioned	 to	 take	 advantage	 of	 online	 streaming	 as	 a	 result	 of	 increased	 data
bandwidth.	Netflix	was	already	an	online	company	charging	a	monthly	subscription	fee,	no	matter	the	usage.
	
Where	to	next?
	
We	don’t	know	what	 is	coming	next	but	all	we	know	is	 that	 the	next	big	disruptor	 is	already	out	 there.	 	The	pace	of	change	 is
rapid	and	will	only	increase	as	technological	advancements	drive	new	developments.		We	view	that	technological	improvements
should	be	embraced	in	order	to	survive	and	even	flourish.	
	
We	appreciate	that	technology	advances	sometimes	impact	the	individual.		The	South	African	banking	sector	is	currently	a	case	in
point	where	branches	are	being	closed	as	customers	move	 towards	online	banking	–	our	 large	banks	doing	 the	very	 thing	 that
Thomas	 Cook	 failed	 to	 do.	 	 The	 branch	 closures	 will	 result	 in	 job	 losses	 for	 those	 employees	 at	 branch	 level	 but	 at	 least	 the
business	will	continue	to	survive.		Each	of	us	could	be	impacted	by	technology	in	the	future	and	that	is	why	it	is	always	important
to	make	sure	that	you	are	aware	of	industry	trends	and	try	remain	relevant.
	
At	Magwitch	we	are	aware	of	 the	need	 to	stay	up	 to	speed	with	 technology	and	as	such	we	partner	with	 the	providers	 that	can
give	our	clients	the	best	products,	by	utilising	the	tools	available	to	them.		We	appreciate	that	the	financial	services	industry	is	also
being	affected	by	change	which	we	view	as	positive.		Clients	have	the	ability	to	access	up	to	date	real-time	information	and	this
creates	a	better	outcome	for	all	parties.
	

	

ABOUT	MAGWITCH

	
Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products	as	a
comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange • Trust	Administration
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Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	Although	every	 effort	 has	been	made	 to	 ensure	 the	 accuracy	of	 the	 content	of	 this	newsletter,	Magwitch	Securities
(Pty)	Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	The	 contents	 of	 this	 newsletter	 cannot	 be
construed	as	financial	advice	and	does	not	confer	any	rights	whatsoever,	enforceable	against	any	party	and	does	not	replace	any
legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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