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A saying that is ringing more true than ever is that change is the only constant.
The last 35 years have been extraordinarily kind to the global investment
community with annual average returns being nearly twice the average over the
last 120 years. All you have had to do was to play it safe by tracking an index, and
then maybe add a few decent active equity managers. Equity markets, especially
the S&P 500, have been heading only one way, and that is upwards. The US
Equity market now represents 65% of world stock markets.

EN AVANT
A French ballet term describing a dance step requiring dancers
to move forward and onwards.
www.grayswan.co.za l 021 852 9092 (CT) l 011 431 0141 (JHB)

INVESTMENT CONSULTING I WEALTH MANAGEMENT I OFFSHORE SOLUTIONS

EN AVANT

MEGATRENDS ARE THE NEW NORMAL

To a large extent, the bull market of the last 35 years has been due to wealth in society growing faster than GDP. The
good news is that, when that happens, more capital is available for investments which drives up the price on risk assets.
The bad news is that this trend will mean revert sooner or later. In the long run, wealth cannot grow faster than GDP.
For much of the 20th century, labour improved their share of national income, but the trend towards more equality
turned in the mid-1980s as capital owners started to grab a bigger and bigger slice of national income at the cost of
labour (in the national accounts, national income can only end up in one of two pockets – either those of labour or
those of capital owners).
At the same time, the debt supercycle, which was established in the first few years after the end of World War II,
moved from the benign phase into the speculative phase. When that happens, risk assets always perform well. We
are now potentially confronting the end of the 75-year old debt supercycle which is best illustrated by how much
additional debt is required these days to squeeze an extra dollar of GDP out of the economy. In the early days of all
debt supercycles, GDP grows about a dollar for every dollar of added debt. Towards the end, the ratio is no longer 1:1
but more like 0.25:1. In other words, at the end of a debt supercycle, it takes about $4 of added debt to generate $1
of GDP, and that is precisely where we are right now.
Furthermore, we have reached the tipping point, where monetary policy is no longer effective. Reducing interest rates
simply do not have the desired effect anymore. This is another common phenomenon in the later stages of all debt
supercycles. The writing is therefore on the wall. The longest-running bull market in history, and the debt supercycle
which commenced at the end of World War II, may end in the not so distant future.

“All disruption starts with introspection.”
- Jay Samit
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The Global Financial Crisis in 2008 was perhaps the first tremor signalling trouble ahead. Rather than acting prudently
and reducing debt, global economies have allowed debt to rise to unprecedented levels. Long-term blanket increases
in global equity markets cannot reasonably be expected any more as larger and larger proportions of sovereign budgets
are spent unproductively, servicing debt, rather than boosting growth with constructive infrastructure projects.
Buying the market will no longer do the trick, nor would selecting a few decent balanced multi-asset class funds, as
was the case in the past. Traditional long term thinking may not work going forward. We will need to think differently.

“The business models of 35% of S&P companies
are under active attack. Disruption of these
companies and their business models is happening
at a faster pace than we’ve ever seen.
This is one of the biggest risks (and opportunities)
facing investors today...”
- Jim Furey of Furey Research Partners

To unearth alpha returns going forward, a shift in paradigm is required. We believe investors will have to diversify their
portfolios across developing global megatrends in order to be optimally positioned to source future opportunities.
Think about it … 70% of school children entering primary school this year will eventually find employment in industries
that don’t even exist today. Technological progress is intensifying, leading to entirely new vocations. Capitalising from
this environment requires the pioneer’s philosophy to investing: Fortune favours the bold! Or, as Captain James T of
the Starship Enterprise famously coined, “to boldly go where no man has gone before”.

Prepare for the changing nature of work...

“An investment in knowledge pays the best interest.”
- Benjamin Franklin
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INVESTING IN MEGATRENDS
Megatrends reshape the world we live in, wiping out no-longer relevant industries and paving the way for the new.
Since we expect global equity markets to muddle through in the next decade, we need to think about new areas of
growth.

This article will address emerging megatrends and sub-themes, and how investors can tap into the future.
Not that long ago, South Africans were confined to the land between our coastline and our northern border when
investing. Today, we have nearly unconstrained access to global markets. Diversification into these markets is essential
for long-term superior risk-adjusted returns.
The Coronavirus Pandemic (CVP) has had the effect of accelerating the progress of many megatrends, especially
disruption-driven technologies. Let’s consider the most topical megatrends in today’s economic climate:

“I cannot invest the way I want the world to be;
I have to invest the way the world is.”
- Jim Rogers
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1. CLIMATE CHANGE

One of the ‘hottest’ topics at the moment is the climate change debate. Everyone wants to take part in the discussion,
even pension fund trustees, whether denialist or activist for change. Blind to either side’s opinions, this megatrend
is changing the way we live our lives and, in that change, new markets are born. 19 of the 20 warmest years have
occurred since 2001, and 2016 ranks as the warmest on record. Precisely how extreme weather conditions have been
more recently is obvious, if you look at Exhibit 1 below, which goes more than 400,000 years back. As you can see, CO2
levels are quite extraordinary now.

Exhibit 1:
Source:		

CO2 levels during the last three glacial cycles, as reconstructed from ice cores
BlackRock

“No challenge
poses a greater
threat to future
generations than
climate change.”
- Obama
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Scientists who provide research to members of the Paris Climate Accord agree that the world is heating at a dangerous
pace. The aim of the Paris Agreement is to keep the increase in global average temperatures to well below 2° C above
pre-industrial levels and to pursue efforts to limit the rise to 1.5° C. The CVP has caused a sudden decrease in global
emissions. Recent research into this suggests the reduction to be about 5% vs. 2019 levels. Sadly, this is still not good
enough, since scientist agree that an annual reduction in emissions of at least 7% over the next ten years is required
to meet to the 2° C target.
The big winners of the industrial revolution were industries involved in fossil fuels. Which industries are likely to be the
big winners as we enter this new era of intense climate control? The logical answer would be the industries involved
in sustainable energy, but life as an investor would be too easy if it were that simple. We note that, despite the
sentiments of all the Greta Thunbergs (a Swedish environmental activist) of the world, and the apparent need for
reform, the transition to sustainable energy is fiercely resisted. Many powerful corporations perceive the redundancy
of fossil fuels as a major threat to their financial power. That said, the change to a greener economy is coming whether
they like it or not, but it won’t be without plenty of bumps on the road.

“A low-carbon, clean energy economy can be an engine
of growth for decades to come.”
- Obama
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2. DEMOGRAPHIC AND SOCIAL CHANGE

The net productive rate of many first-world economies is now below the sustainable level, causing the average age of
populations to increase. According to the United Nations, 13% of the global population was 60 years or older in 2015.
By 2050, this is expected to rise to 22% and to 28% by the end of the century. We would add to that, this is a trend that
is not only affecting the developed part of the world. China is a noteworthy example: the percentage of its population
above 60 will jump from 12% in 2010 to 39% by 2050.
The baby boom generation is the biggest generation ever born. Baby boomers were born in the first 15 years after
World War II, and the oldest baby boomers have now retired, hence why the workforce is in decline in many countries.
From a growth point of view, this is important as growth in the workforce is one of two fundamental drivers of economic
growth (the other being productivity growth).
When we consider the shrinkage in the workforce combined with the unprecedented debt levels of most economies
which is hampering the spending power of the middle classes around the world, then the future growth of established
industries such as construction and retail appears grim. An indebted, ageing society is a megatrend that is changing the
world profoundly. Some industries will be wiped out whereas other will prosper, for example the healthcare industry
and frail care facilities.

“If you do what you’ve always done,
you’ll get what you’ve always gotten.”
- Tony Robbins
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3. DISRUPTION

Probably the best-chronicled megatrend of our time and one whose sub-themes intersect most industries on the
planet, disruption is not a new phenomenon. Disruption has been steering the course of progress for as long as man
has been trading and innovating. Uber is a classic example of how disruption works. When Uber was first established (in
2009), all the fancy technology that the company now takes advantage of didn’t exist. The company simply responded
to changing consumer behaviour. Almost all disruptive developments start with an idea that responds to changing
consumer behaviour, and the technology behind is only a tool in the process, albeit a very important one.
Old methodologies, which may have been around for generations, are considered incumbents. New technologies that
improve efficiencies or change the way the world operates are called disruptors or disruptive technologies. New ideas
and applications appear all the time. Most of them fail to gain any significant traction, while some find a niche and
stick. Several noteworthy disruptive technologies have grabbed the attention of thematic investors more recently. They
include the following:
A.) THE INTERNET OF THINGS (IoT)
This technology encompasses the systems of interrelated computing devices that drive smart technologies in homes,
offices and elsewhere. The idea is that human interaction shall not be required to facilitate the transfer of information
between devices. Great examples of IoT technologies include Siri on iPhones, smart kitchen devices (the fridge speaking
directly to your supermarket), smart heating, smart traffic lights (staying green longer if heavy traffic in one but not the
other direction), and smart home entertainment systems.
It will soon be possible to have an ice-cold beer ready, a
steak defrosted, the lounge set to a certain temperature,
the dogs fed and your favourite song playing as you arrive
home from work; all actions commanded and time set
from your phone while stuck in traffic, assuming smart
traffic lights have not yet been installed! There have been
various estimations on the value of this industry. Some
estimates are over $10 trillion by 2025. However, serious
concerns relating to consumers’ privacy and security have
been raised. The future growth of these technologies
will face rigid barriers to entry, e.g. plenty of regulatory
interception, but grow they will. As such, growth estimates
have been tapered more recently. Regardless, incredible
investment opportunities exist.
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B.) DRIVELESS CARS
There’s been much press about driverless cars, but what many fail to appreciate is the impact this disruptive technology
will have on global financial markets. For example, by minimising human error on the roads, healthcare costs will drop
significantly, but so will insurance premiums. Consequently, the profitability of many insurance companies will be
negatively affected, as auto insurance accounts for more than 50% of many insurance companies’ profits.

C.) ROBOTICS AND ARTIFICIAL INTELLIGENCE (AI)
Robotics is probably the most disruptive technology in the world at the moment and dances to the theme of the
retirement of the baby boomers. As the working force shrinks, advanced robotics will become increasingly crucial.
Artificial intelligence is advancing quickly; systems are learning and improving all the time. The current opportunity lies
in the marriage between artificial intelligence and advanced robotics.

“AI is going to change the world more than
anything in the history of mankind.
More than electricity.”
- AI author ad venture capitalist Dr. Kai-Fu Lee
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D.) BLOCKCHAIN TECHNOLOGY
Blockchain is an emerging technology often mentioned in the context of cryptocurrencies. Initially, it was indeed
developed as a supporting technology for Bitcoin but has since taken a life of its own. In essence, it is a tool to maintain
transparent ledgers that verify transactions with minimal third-party involvement. Those ledgers are not held in a
central location (usually at banks) but are spread across a network of computers. And it is transparent in the sense that
every transaction is made public for all to see.
Gartner estimates the value-added by the blockchain technology to reach more than $3 trillion worldwide by 2030, and
the technology will likely gain more traction as the benefits become clear. One industry that stands to be dramatically
affected by the blockchain technology is commercial banking which could save as much as $13 billion annually once
blockchain is fully implemented, most of it through a decline in frauds – see Exhibit 2 below.

		 Exhibit 2:		
		

Source:		

Banks’ savings potential from blockchain-based solutions ($Bn)
McKinsey & Co

In the short term, blockchain will probably affect cross-border payments the most. Cross-border payments, most
of which are done to facilitate international trade, will become much easier to transact as a result of blockchain. An
importer and an exporter in two different countries can, with blockchain, execute the transaction with no involvement
of any intermediary such as a bank.
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About $600 billion of cross-border payments are transacted annually at an average cost of more than 2% of the
transaction value. Blockchain could cut that cost to virtually zero, but that is a saving to the customer. To the bank,
blockchain becomes an opportunity cost which may explain why commercial banks have been notoriously slow to
adopt the blockchain technology. The opportunity cost is simply too high.
That said, banks could be a great deal worse off by not adopting blockchain. If they don’t embrace the new technology,
banks could entirely disappear in the not so distant future. Blockchain may quite simply make commercial banks
obsolete.

“We’ll look back in 20 years and conclude that
Bitcoin was as influential, a platform for
innovation as the Internet itself was.”
- Marc Andreessen
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4. URBANISATION

The rise of the megacities is a megatrend significantly influencing global growth and is also influencing other megatrends
such as climate change and various disruptive technologies. A large number of people all over the world, but particularly
in Asia, continue to migrate from rural areas to the cities.
In 1990 there were ten megacities in the world with populations greater than ten million. Today, the number of
megacities has tripled. China alone has over 100 cities with a population of over one million. By 2030, this number is
expected to double to over 200.
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As is obvious from the chart below (Exhibit 3), we have now passed the point where more people live in urban than in
rural areas, and the curve is set on a steep trajectory.

Exhibit 3:		
Source:		

Number of people (in millions) living in urban vs. rural areas
Source: https://esa.un.org/unpd/wup/Publications/Files/WUP2014-Highlights.pdf

Many opportunities exist in green construction, driverless cars, IoT technologies, urban health and frail care facilities
and low-touch technologies. Co-incidentally, low-touch technologies have been gathering momentum in recent years.
Now, with the advent of the CVP, these technologies are being showcased and further investments now considered
essential.

Rapid urbanisation will have a wide-ranging impact of global economies,
demographics, and society as a whole.
As rapid urbanisation and other megatrends collide, there will be
even more investment opportunities created.
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5. CHANGING ECONOMIC POWER: THE RISE OF THE EAST

China and India are seeing a vast rise in wealth as rural families settle and prosper in the cities, and with growing wealth
follows growing consumer spending. A new dollar billionaire is born in China every week. As the Asian middle classes
grow in numbers, demand for most things will increase, which will lead to a growing strain on our natural resources,
most of which are finite. This megatrend is affecting other megatrends as well, most notably climate change and,
critically, food and water scarcity.
According to the Economist (2015) we are facing a formidable challenge in that, between 2015 and 2050, the world
will need to produce more food than it has done in the previous 10,000 years. Significant opportunities will present
themselves in green technologies, farming and logistics, due to rising living standards almost everywhere.
Another reason for the rise of Asia is their ability to work together rather than against each other, as has been the
case with many developed economies. The US is still the biggest economy but, when compared to the might of the
combined BRIC economies, it is dwarfed (Exhibit 4).

Exhibit 4:		
Source:		
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GDP at Purchasing Power Parity (PPP), share of world total in %
https://trueeconomics.blogspot.com/2019/07/13719-brics-and-g7.html
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OPPORTUNITIES IN MEGATRENDS
In 1946, 0.01% of all US households had access to a TV. By 1960, that number had risen to 90%.

As you can see in Exhibit 5 below, the TV is far from the only new innovation that has taken the public by storm. Most
of these innovation grew very fast when they first came out, following which the growth rate started to flatten. This
sort of trendline even has a name. It is called a ‘hockey stick’ due to their upward and later-stage tapering shape.
One more observation re Exhibit 5. The difference is not massive but, if you take another look at the chart, you will see
that newer innovations tend to be adopted more quickly, which is also why new, disruptive technologies disrupt the
incumbent more quickly today than they did 40 or 50 years ago.

Exhibit 5:
Source:
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Adoption rate of new innovation over time
BlackRock
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A thematic investment manager will consider these fundamental aspects of any potential growth story:
Barries to Entry

Correlation to market
The less correlated, the more resilient the theme
is, and the more likely that growth will spur
despite market headwinds.

These can rain heavily upon any good story. Patent
holders will always do their best to ensure their
patents remain relative, this slows progress, and
often valuable new themes are pushed out.

Wide-reaching potential
(like the TV theme)
Will the theme be adopted by a large proportion
of the population? This is critical when seeking
to attract seed capita, which is important for the
funding of future development costs.

Social Implications
Will the theme be socially acceptable? The classic
example these days is climate change. New ideas and
themes will need to comply with socially acceptable
and responsible mandates being set and endorsed,
particularly by the powerful youth of today.

An opportunity that deserves a mention in this context is that of lithium, which is a critical natural resource going into
electric car batteries. The theme checks all the boxes necessary to become a credible and long-lasting investment
theme of disruption. We have seen electric cars on our streets, but they are still scarce. However, this is about to
change. Petrol and diesel engines will be phased out, partly because of price and partly because of the century-old
technology behind the combustion engine which is very unfriendly to the environment. Interestingly, a Danish bank
has just announced that it will no longer provide finance to buyers of petrol or diesel cars. Change is the only constant!
In December 2018, BloombergNEF published the results of its ninth annual survey on battery prices, a series that
began in 2012, looking back at data from 2010. The survey has become an important benchmark in the industry, and
the fall in prices has been nothing short of remarkable. The volume-weighted average price fell 85% from 2010 to
2018, reaching an average of $176/kWh. Remarkably, the price is expected to drop to $94/kWh or lower as early as
2024 (Exhibit 6). When that happens, it will no longer be financially viable to mass-produce petrol and diesel engines
and the shift to electric cars, as the main modus operandi in civilian transportation, will gather a lot of pace – literally
overnight. We expect the growth in this theme to be ‘hockey stick’ in nature.

		
		Exhibit 6:		
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Source:		

Lithium-ion battery pack price (2018 prices in KWh)_
BloombergNEF
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CONCLUSION
It is highly likely we are at the end of the 35-year bull run and the 75-year debt supercycle. If this is true, and we believe
it to be, then we can expect long and gradual declines in traditional industries and asset classes worldwide. There
simply isn’t enough global financial firepower left to drive growth any further.
However, all is not doom and gloom as powerful megatrends are emerging globally and we can invest our clients monies
in these megatrends. Analysis of global trends and diversification into the new sectors arising can open previously nonexistent doors.
For the pioneer investor willing to part with old ways of thinking, the future is set to be very exciting.

“
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Focusing on megatrends ensures
that investors remains informed as
to the developments at the forefront
of technology and disruption.
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