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this edition of Vision also 

highlights the breadth and 

quality of the resources 

that we harness in the 

collaborative process that 

is our research heartbeat.

We believe it produces a 

truly global perspective 

that benefits our clients, 

wherever they may be.
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When John Haynes (Head 

of Research) and I headed 

off on our annual tour of the 

country in January to set 

out our views for the year 

ahead, we had three clear 

headline messages. First 

was that global economic 

growth would maintain its 

firm trend through 2018; 

second was that politicians 

Market 
Commentary

and central bankers would 

be the primary source of 

stress for investors; and 

third that equity markets 

would sustain a 10% 

correction at some point 

during the year. Little 

were we to know just how 

fast at least two of these 

predictions would 

come true! ▼

with John Wyn-Evans, 
Head of Investment Strategy, 
Investec Wealth & Investment
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Let us start with the equity market 

correction. 2018 began much 

as 2017 ended, with good gains 

for investors willing to accept a 

modicum of risk although, once 

again, there was little sense of 

euphoria, even as many equity 

markets continued to post new 

all-time highs. If anything, there was 

a constant feeling of vertigo in the 

financial community. This equilibrium 

was shattered at the beginning 

of February by one piece of US 

economic data. Annual wage growth 

jumped from 2.5% to 2.9%, igniting 

inflation fears and setting off a chain 

of events that culminated in a 10% 

correction for many equity markets 

around the world. The jump in 

wages was interpreted as 

a precursor to higher 

inflation, which would 

be driven by companies raising prices 

to preserve their margins, which in 

turn would spur even higher wage 

demands. The potential for higher 

inflation would force the Federal 

Reserve to raise interest rates, thus 

dampening economic activity. 

Bondholders demanded higher yields 

to compensate for the risk of higher 

inflation, raising the cost of capital for 

companies and putting downward 

pressure on the valuation of equities. 

In other circumstances, the potential 

for higher corporate profits and 

dividends might have outweighed 

the negative effects of higher bond 

yields, but the return of volatility 

after a long period of calm 

created an environment 

of near panic. Certain 

funds that relied on 

volatility remaining low to generate 

profits suddenly lost almost all of their 

value within a couple of days and 

two high profile exchange traded 

notes with a combined peak value 

of $5 billion were liquidated. Other 

funds that base their asset allocation 

between bonds and equities on 

the current level of volatility found 

themselves having to sell higher 

risk assets such as equities. Hedge 

funds that base their strategy on 

momentum also had to sell equities, 

which had been performing strongly 

in recent months. All in all, it is 

estimated that there were forced 

2018 began 
much as 2017 

ended, with good 
gains for investors 
willing to accept a 
modicum of risk

sellers of several hundred million 

dollars’ worth of shares. Although in 

the grand scheme of things this is 

not a huge sum, the selling pressure 

at the margin was enormous – a 

lot more sellers than buyers – and 

the immediate demand for liquidity 

created extra pressure. The good 

news is that this storm blew itself out 

in a few days, and there was minimal 

contagion into other asset classes. 

The relatively resilient performance 

of High Yield corporate bonds was 

testament to the fact that investors 

remained upbeat about economic 

growth prospects. 

2017 2018
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However, the inflation cat now had at 

least one paw out of the bag, and the 

next developments in inflation trends 

along with central banks’ reaction 

to them are going to be crucial. This 

was a pivotal moment at which to 

welcome a new chairman to the US 

Federal Reserve. Jay Powell replaced 

Janet Yellen at the March meeting of 

the Federal Open Market Committee 

that sets interest rates. The US, 

UK and Canada, amongst major 

developed economies, have already 

raised the local base rate of interest, 

with the US on track to deliver 

another two quarter-point rises in 

2018, and possibly the same in 2019. 

That might appear alarming, but 

would potentially only take the Fed 

Funds rate back to “normal”, offering 

savers a welcome safe positive real 

return on cash and providing the 

Fed with some ammunition to fight 

a future slowdown by cutting rates 

again. We still believe that central 

banks will continue to fine-tune 

interest rates depending on the 

economic situation. There is no set 

path which leads into a brick wall. 

Future decisions will depend greatly 

on the behaviour of inflation, which 

has been notable by its absence in 

recent years. Eminent economists 

are unable to reach a consensus on 

the outlook. Crudely, there are two 

major camps: the “inflationists”, who 

believe that it is only a matter of time 

before tight labour markets lead to 

a traditional wage/price spiral; and 

the “deflationists”, who believe that 

technological and demographic 

trends will continue to dampen 

inflationary pressures. We have no 

strong opinion either way, but we do 

believe that the greater short term 

threat to markets would be provided 

by a sharp upward move in wages 

and/or consumer prices leading to 

a further negative repricing of bonds 

and other asset classes that take 

their cue from bond yields.  

CBOE S&P 500 Index Volatility (VIX)

MSCI AC World Index
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The other big monetary threat 

comes from the reduction and 

ultimate reversal of Quantitative 

Easing. The Federal Reserve is 

already shrinking its balance sheet, 

and the European Central 

Bank halved its monthly 

purchases from 

€60bn to €30bn at 

the start of 2018, 

potentially reducing 

that to zero later in 

the year. Even the 

Bank of Japan, with its 

apparently bottomless well 

of liquidity, has been reducing its 

purchases of bonds as yields have 

stabilised. The central banks of the 

UK and Switzerland are currently on 

hold. It is widely projected that the 

aggregate size of these five central 

banks’ balance sheets will begin to 

shrink around the turn of 2019.

It is widely 
projected that the 

aggregate size of major 
central banks’ balance 

sheets will begin to 
shrink around the 

turn of 2019.

Why is that important? While it 

is impossible to calculate the full 

impact, it is beyond question that 

financial assets have been buoyed 

by central bank liquidity since 2009. 

If that liquidity provision is 

reversed, or even merely 

maintained, then it is 

not unreasonable 

to expect financial 

assets to struggle to 

make progress. That 

does not mean that 

a crisis is imminent, or 

even a bear market, which 

would probably require a recession 

to unfold in at least one of the major 

economies, but it certainly presents a 

potential headwind for financial assets.
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On the political front, the news has most recently been 

dominated by Donald Trump’s imposition of trade tariffs, 

initially on steel and aluminium, but then also on a range 

of goods from China amounting to some $60bn worth of 

imports. Once again it is the rise of populist forces that are 

the prime motivation. As we have discussed in the past, 

not least when considering the outcomes of elections and 

referendums, there is a substantial minority of the electorate 

– certainly big enough to constitute a meaningful swing 

vote – that feels it has not benefitted from the relentless 

march of globalisation over the last few decades.

Manufacturing jobs, in particular, have been relocated 

to lower cost countries primarily located in emerging 

economies, and whole industries and communities have 

been “hollowed out”. The situation has been exacerbated 

by the use of unconventional monetary policy since the 

financial crisis, which has increased wealth gaps by 

boosting the value of financial assets, which tend to be 

owned by a wealthier minority. Protectionist policy, 

taken at face value, is directed at an attempt to level 

the playing field in favour of domestic production.

$
$

$

12 13

Vision 2018 Market Commentary



Having said that, there is more 

than a suspicion that Trump’s 

motives are self-serving. He is 

under intense pressure from Robert 

Mueller’s investigation into Russian 

influence on the outcome of the 

2016 election, while also facing 

the bad publicity surrounding 

an alleged affair with a star from 

the adult entertainment industry; 

mid-term elections are on the 

horizon in November, with the 

Republicans facing the threat of 

losing their majority in the House of 

Representatives. What better way to 

shift the narrative and rally the voters 

than by sticking it to the Chinese? 

And it’s fairly clear that China is the 

main focus of his policy, because 

the EU, Mexico, Canada, Australia, 

Argentina, Brazil and South Korea 

were all granted exemptions from 

the tariffs on steel and aluminium. 

In reality, a resolution of this spat 

will probably require that all parties 

involved “save face” and that Trump, 

in particular, can project a certain 

image at home. However, it is also 

incumbent upon politicians in much of 

the western world to recognise what 

is driving the populist agenda and to 

address issues such as inequality – 

and this will involve making unpopular 

decisions, which politicians never 

like because it reduces the chances 

of being re-elected. From an 

investment perspective, greater 

trade friction reduces overall global 

growth and tends to create more 

inflationary pressures, owing to the 

tariffs imposed and less choice for 

consumers. It also reduces innovation 

as domestic companies are shielded 

from international competition. That 

is quite the opposite of what we 

have experienced for much of the 

last half-century, a period that has 

been generally kind to investors. It is 

important that the rest of the world is 

not sucked into Trump’s drama. For 

now we are of the opinion that there 

will be limited escalation, but the 

situation needs to be 

monitored closely.
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In the UK, all policy is 

overshadowed by Brexit 

negotiations. There seems little 

doubt that investment in the UK 

has suffered from the uncertainty, 

and it is hard to see that situation 

reversing dramatically until the full 

terms of Brexit are decided. But 

all is not lost. The weaker pound, 

despite its recent rally, means 

that UK assets and products look 

cheap to overseas buyers, who 

themselves are operating in a 

brighter economic environment. It 

is always easier to weather a period 

of domestic stress when external 

conditions are more positive. 

In conclusion, the economic picture remains strong 

and we believe that there will be no policy mistake 

sufficiently bad to derail it.  Valuations, particularly 

based on long-term dividend discount models, are not 

especially challenging, but we are still moving through 

a period of heightened policy transition risk, both in 

global monetary policy and in global trade policy. 

We cannot predict the twists and turns in the Trade 

War narrative, but even excluding this additional 

factor, we continue to expect heightened 

volatility until it is clear that investors have 

discounted the risk of a more hawkish 

Federal Reserve. In the event of further 

weakness, we will look to deploy 

reserves we have built up to take 

advantage of a setback.

We were not at all surprised by the 

recent market correction, although 

the timing was always going to 

be difficult to pin down. Thinking 

constructively, it is positive that 

some of the froth has been blown 

off the top of the market. It is also 

good that a decent portion of the 

“short volatility” positions have been 

reduced, thus mitigating further 

risks. That is not to say we have been 

given an “all clear”, but it is always 

healthier when market risks have 

been recognised. Even though we do 

acknowledge that this economic and 

market cycle is long in the tooth, it still 

has some legs, although equity gains 

from here are likely to be harder won 

and subject to greater volatility.

In conclusion, 
the economic 

picture remains 
     strong
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When the human genome was 

successfully sequenced, that 

achievement was thought to 

represent the ultimate cracking of 

the human genetic code. In the 

event, instead of providing the key 

to understanding every aspect of 

human biology, it only served to 

increase our awareness of how little 

we know. ▼

Personalised 
Medicine

Personalised 
medicine is the 

application of genetic 
code and molecular data 
analysis to understand 
disease processes at 
the most basic level.

19

Personalised Medicine
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One certainty is that we are all 

different; our diseases, how we 

respond to treatment and the 

complications we can experience 

from the same medicines vary from 

person to person. The human 

being is infinitely complex 

and it will take a lot 

more progress to 

crack the code. 

Nevertheless 

what we 

have 

learned so 

far can be 

applied to 

the benefit of 

all even as we 

continue to 

gain knowledge 

and understanding.

Personalised medicine is the 

application of genetic code 

and molecular data analysis to 

understand disease processes at 

the most basic level; this then can 

be used to engineer a targeted 

therapeutic drug to maximise its 

chances of success while minimising 

side effects. The same techniques 

can be used in drug discovery, 

and in clinical testing of patients to 

select those more likely to respond 

to particular treatments and highlight 

those with a predisposition to 

a particular disease. We 

see a world where 

personalised 

medicine 

goes beyond 

treatment 

of disease; 

from disease 

prevention 

to diagnosis, 

clinical trial 

design, disease 

monitoring, treatment 

monitoring and prognostic 

indication. This will spawn a new 

paradigm in healthcare that uses 

advanced technologies, involving 

patients in the management of their 

own health to prevent and treat 

diseases effectively and efficiently 

while also promoting healthy living.

We see a world where 
personalised medicine goes 
beyond treatment of disease; 

from disease prevention to 
diagnosis, clinical trial 

design, disease monitoring, 
treatment monitoring and 

prognostic indication.
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Targeted treatments are already in 

use. Lung cancer, one may think, 

is a single disease; far from it, it is 

classified as small cell lung cancer 

and non-small cell lung cancer, with 

the latter further split into a myriad 

of types depending on the genetic 

mutation causing the cancer. It is 

thought that 13 known mutations 

may account for around half of non-

small cell lung cancer cases with 

the mutations causing the other half 

remaining unknown, as illustrated 

in the charts opposite. A drug that 

works for some forms of a disease 

may not work for others but in some 

cases companion diagnostic tests 

are available that help determine 

whether the drug is likely to work. 

If a patient screens positively on 

the diagnostic test for a marker that 

is specific for a type of disease or 

genetic mutation, then the medicine 

will be prescribed, otherwise 

alternative treatments will be 

explored. Examples of drugs that are 

used in this way are AstraZeneca’s 

Iressa for certain types of lung cancer 

and Roche’s Herceptin for breast 

cancer. PriceWaterhouseCoopers, 

an accountancy firm, estimates that 

patient response rates to medicines 

can be very variable ranging from 20 

percent to 75 percent depending on 

the drug; that suggests there is room 

for significant improvement in drug 

targeting to the benefit of patients 

and the healthcare system.

of marketed drugs have 
a companion diagnostic

1%
Source: PriceWaterhouseCoopers

Mutations potentially causing 
non-small cell lung cancer

Unknown Mutations 48%

Known Mutations 52%

KRAS 29%

EGFR 19%

MET slice set 10%

HER2 10%

MET amplification set 6%

ALK Fusions 6%

PIK3CA 6%

BRAF 6%

NIRAS 2%

KIF56-RET 2%
AKT1 2%

MAP2K1 2%

ROS1 Fusions 1%

Known 
Mutations 
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Screening for potential side 

effects could also take on 

a whole new dimension. 

NG Pharma America, a 

consultancy, estimates that 

about 100,000 people in the 

US die from adverse reactions to 

medicines and more than 2 million are 

hospitalised every year because of side effects 

– this is no small matter. The situation 

could be improved by better understanding of how a group 

of enzymes, collectively known as cytochrome p450, act.

They are responsible for metabolizing more than 30 types of 

medications – including antidepressants, anticoagulants and 

stomach ulcer medicines known as proton pump inhibitors – 

but act in different ways in different people. This means that 

the effect of medicines can vary from one patient to another; 

for example, if the medicines are broken down too quickly 

they will not have enough time to work and so some people 

require bigger doses or longer treatment periods. There is, 

however, a new cytochrome p450 test that can help effect 

optimal dosing and treatment intervals in every person, 

based on their individual metabolism. 

33 
Pharmacogenomic 

biomarkers are included 
on FDA-approved 

drug labels.

10%
of marketed drugs 

recommend genetic 
testing for optimal 

treatment.

Source: PriceWaterhouseCoopers
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Personalised medicine could be 

closer to home than one might think. 

In 2017, Babylon App, a smartphone 

application, took the medical 

world by storm by showcasing 

its technology that it uses to 

monitor and advise on the 

health of the phone owner. 

It employs a team of 

more than 100 

artificial intelligence 

researchers 

and medical 

professionals 

building a database 

of diseases and 

creating the world’s 

largest repository of 

medical knowledge in 

the hope its technology – 

in collaboration with doctors it 

employs – can triage, diagnose and 

advise via a person’s mobile device. 

This is just one example; in 2016 the 

US Food and Drug Administration 

approved 36 connected health 

applications and devices ranging 

from lung-function devices to 

artificial kidneys and smart 

heart pacemakers.

Ease of use could be a driver of 

rapid adoption although leaving 

one’s health to a new digital tool 

or algorithm where one is unsure 

how rigorous its testing has been or 

whether it has been peer-reviewed 

might give some pause for thought. 

In the near future, people will 

probably be able to get 

data-driven triage 

and preliminary 

diagnoses that 

are highly specific 

to them, thus 

removing the 

need to clog up 

GP surgeries and 

NHS hospitals for 

minor ailments while 

also probably reducing 

medical errors; a British 

Medical Journal study in 2016 

ranked medical errors as the third 

leading cause of death in the US 

and the killer of about 1,000 people 

a month in the UK.
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“If it were not for 
the great variability 
among individuals, 

medicine might as well 
be a science and not 

an art”
Sir William Osler 1892

30%
of all treatments in late 
clinical development 

rely on biomarker 
data.

Complexity of treatments will 
undoubtedly increase. Doctors’ 
workloads will probably rise with an 
increase in patient data generated. 
Nevertheless, treatment periods 
should not necessarily rise as 
data analytics and algorithms 
have improved materially since the 
early 2000s when the first human 
genome was sequenced. A step-
by-step algorithm that ‘decides’ 
the best medicine for each patient 
once the relevant tests have been 
taken and interpreted should in 
theory free up a doctor’s time to 
concentrate more on the nuances 
of treatment (think socio-economic 
consequences, environmental 
sources of the disease or impact of 
spreading the disease) and more 
complex disease processes.

Additionally, data analytics can 

reveal patterns that may help 

identify those at risk, potentially 

allowing for preventive treatment. 

Finally, gene sequencing is getting 

faster and cheaper; the vision is for 

it to be a bedside test costing less 

than $1,000 and delivering results 

within hours while being highly 

specific and thus vastly improving 

treatment times and outcomes.

Source: PriceWaterhouseCoopers
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The dramatic increase in data generated will bring its own problems. Privacy, 

security, health insurance and legal ownership of the data may prove to be minefields 

that need to be negotiated with extreme caution. Cloud-based data stores can be 

hacked while physical storage devices are cumbersome, can fill up quickly and can 

be corrupted or worse lost. Another potential source of caution will be where the 

liability lies in cases where a machine-learning algorithm, feeding off data analysis, 

makes a fatal error in diagnosis or advice. Finally, if people employ the ‘right to be 

forgotten’, taking their data out of the population data set, how will that affect the 

robustness of that data and perhaps the veracity of conclusions drawn from it?

The positive economics of 

personalised medicine are partially 

negated by diseconomies of scale. 

One of the advantages of mass 

market treatments is that they can 

be produced in volume and the 

incremental unit cost is ever falling 

until efficiencies are maximised.

By tailoring medicines to each 

individual and for a particular 

disease process, the volume 

game breaks down and the unit 

cost increases. This increased 

cost will need to be shared by 

pharmaceutical companies, 

healthcare insurance companies, 

governments and patients; we 

suspect the more compelling the 

health economics a new medicine 

brings, the bigger share of the profit 

pool the manufacturing company 

will be able to capture.

of treatments in early 
clinical development 
rely on biomarker data

of treatments in late 
clinical development 
rely on biomarker data

of treatments in 
preclinical development 
rely on biomarker data

30% 50% 60%

Source: PriceWaterhouseCoopers
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We look to a 

future in which 

healthcare will 

be predictive, 

preventive, 

pre-emptive and 

personalized. In a smartphone-

enabled medical system, every 

person is empowered to be the 

custodian of their own health, having 

at their fingertips a hub for medical, 

diet, fitness, physical environment 

and location information. Collecting 

all this data and analysing it using 

machine-learning algorithms could 

pick out trends and interactions 

at the population level with the 

hope of achieving the holy grail of 

healthcare: predict and prevent 

disease before it occurs.

At a minimum we expect 

personalised medicine to result 

in improved quality of life, fewer 

unnecessary 

treatments, 

side effects and 

associated costs, 

as well as better and 

more predictable clinical 

outcomes. The benefits accrue to 

patients, healthcare professionals, 

government/local authorities and 

insurance companies. At its heart, 

personalised medicine moves 

clinical medicine testing from trial 

and error to patient-specific, and 

from one-size-fits all medicines to 

targeted therapy.

of all clinical trials collect 
DNA from patients to aid 
in biomarker development

“ “
50%

It is more important 
to know what sort of 
person has a disease 

than what sort of disease 
a person has.
Hippocrates

Source: PriceWaterhouseCoopers
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The Great 
Taskmaster
The success of any business 

enterprise is measured by the 

return realised on the capital 

entrusted to it. The managers 

of an enterprise will rationally 

direct the capital provided 

them to particular business 

purposes in the expectation of 

a return on the capital invested 

that exceeds its opportunity 

cost, that is greater than the 

expected return from the next 

best alternative project with 

similar risks of success or 

failure. The greater the risk of 

failure, the greater must be the 

required (breakeven) return. ▼

The greater 
the risk of failure, 
the greater must 
be the required 

return.
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The only returns 

that can be 

measured with 

accuracy are those 

realised for investors in listed and 

well-traded companies. Returns 

come explicitly in the form of capital 

gains or losses and dividends or 

capital repayments received. Risks 

to potential returns are measured 

by the variability of these (monthly) 

returns over time that hopefully 

have a consistent enough pattern. 

Consistency furthermore identifies 

the returns from a company as 

more or less risky 

compared to the 

pattern of average 

returns realized on the 

stock market – the so called ‘Beta’ 

of a stock. These measures can 

then form the basis of a required 

risk-adjusted return for a company or 

an investor to aim at. The so called 

‘Alpha’ of the total return equation 

is the extent to which the company 

shares perform better (or worse) than 

the market and may  account for 

much of realised returns.
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These concepts are useful when 

judging the competence of company 

managers in deciding and executing 

on projects. To the extent that share 

market returns are mostly alpha 

(under the control of the manager 

of the company) and not the result 

of market wide developments over 

which managers have no influence, 

then determining the contribution 

of managers to realised returns 

becomes a consistent process.

Those buying a share from a willing 

seller are mostly gaining a share in 

the established assets and liabilities 

of an operating company – a share 

that the seller is willingly giving up – 

at a price that satisfies both. They are 

not providing extra capital for the firm 

to employ. By establishing a price for 

a share they are however providing 

information about the market value of 

the company’s operations and so by 

implication the terms on which the 

company could raise further share 

or debt capital, should they wish to 

do so to supplement the company’s 

own savings to be invested in 

ongoing projects. 

In essence, secondary share market 

transactions, through their influence 

on share prices, convert the internal 

rates of return realised by (and 

expected of) an operating company, 

into expected market returns. 

The more superior the expected 

performance of an operating 

company, the more investors will 

pay up in advance for a claim on 

the company. The higher (lower) the 

share price the lower (higher) must 

be the expected returns for any 

given operating outcomes.
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In this way through share price 

action (higher costs of entry into 

the investment opportunity) those 

companies and their managers that 

are expected to generate way above 

average returns on the capital that 

they invest in on-going operations 

and projects, may in reality only 

provide market-related average 

returns to share owners over any 

reporting period, say the next year or 

two. The further implication of these 

market expectations, incorporated 

into share prices, is that only 

surprisingly good or disappointing 

operating results will move the 

market. The expected will already 

be reflected in the price of a share 

or loan.

The implications of these 

expectations – and their 

influence on share market returns 

– for company managers and their 

rewards (provided by shareholders), 

seem obvious. Managers should 

be rewarded for their ability to 

exceed targets for internal rates 

of return that are set presumably 

and consistently by a board of 

directors, acting in the interest of 

their shareholders.
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Looking now at companies or agencies that 

invest in operating companies (buying their 

shares, rather than operating the businesses 

themselves)  – be they investment holding 

companies or unit trusts or pension funds 

– they can however be judged by the 

changing value of the share market and other 

opportunities they invest in. Their task is to earn 

share market beating risk adjusted returns. 

They can only hope to do so by accurately 

anticipating actual market developments. 

Predicting the future is hard, but they do 

have one key advantage in this endeavour. 

The managers of a listed investment holding 

company, for example Berkshire-Hathaway, 

are endowed with permanent capital by 

original shareholders that cannot be recalled. 

This allows them to invest capital in operating 

companies for the long run. 

The 
market 
place is 

always a hard 
task master.
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But the market place is always a 

hard task master. Past performance, 

even good investment management 

performance, may only be a partial 

guide to expected performance. The 

capabilities of the holding companies’ 

managers to add value by the 

additional investment decisions they 

are expected to make today and 

tomorrow – not only the investments 

they made in the past – will also be 

reflected in the value attached to their 

shares. Therefore, conglomerates 

and investment holding companies 

can stand at a discount or at a 

premium to the market value of the 

assets they own. The difference 

between the usually lesser market 

value of the holding company and the 

liquidation value of its sum of parts 

–  its net asset value  – will reflect this 

pessimism about the expected value 

of their future investment decisions.

A lower share price paid for holding 

company shares compensates 

for this expected failure to beat the 

market in the future – so improving 

expected share market returns.

It is a market reproach that the 

managers of holding companies 

should always attempt to overcome, 

by making better investment 

decisions. And by exercising better 

management of their portfolios, 

including converting unlisted assets 

into potentially more valuable listed 

assets and also by indicating a 

willingness to unbundle successful 

listed assets to shareholders when 

these investments have matured. 

And they should be rewarded 

appropriately when they succeed in 

doing so.

Written by: Professor Brian Kantor, 

Chief Strategist and Economist, Investec 

Wealth and Investment South Africa
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Data “You mentioned your name as if I 

should recognise it, but I assure 

you that, beyond the obvious facts 

that you are a bachelor, a solicitor, a 

Freemason, and an asthmatic, I know 

nothing whatever about you”.

Thus does Sherlock Holmes 

amaze his new client, “the unhappy 

John Hector McFarlane” in the 

opening pages of The Adventure 

of the Norwood Builder. Holmes’s 

declaration is of course based on 

his core methods of observation and 

deduction, all from a cursory glance 

at McFarlane’s appearance. ▼

“You mentioned your name 
as if I should recognise it, but 
I assure you that, beyond the 

obvious facts 
that you are a bachelor, a solicitor, 
a Freemason, and an asthmatic, 

I know nothing whatever 
about you”.

Sherlock Holmes
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These days we leave such 

a trail of digital information 

behind us, in virtually all 

of our interactions, that 

the modern McFarlane’s 

LinkedIn profile and Tesco 

Clubcard records would 

probably betray far more 

about him than even 

Holmes could deduce. 

On the whole we provide 

that information (with 

varying degrees of 

willingness) for nothing, 

either because we have 

in practice no choice 

or as part of a contract 

under which we receive 

a perceived benefit – 

typically ‘free’ goods or 

services – in return. There 

are, however, significant 

downsides including the 

risk of privacy breaches, 

identity theft and fraud, 

as well as the inevitable 

exposure to yet more (not 

necessarily welcome) 

marketing messages.

At the same time, data is 

the stock in trade that has 

made companies such as 

Alphabet and Facebook 

among the largest in the 

world. These issues raise 

the question of whether 

we are selling ourselves 

short; pressure is growing 

on the tech titans to give 

something back to reflect 

the value of this resource.   

A phrase often bandied 

about these days is that 

‘data is the new oil’.  In fact 

the saying was coined more 

than ten years ago by Clive 

Humby, a co-founder of 

Dunnhumby, the company 

behind that great source of 

consumer insight, the Tesco 

Clubcard.  As we discuss 

later there are important 

differences between data 

and oil but Mr Humby’s 

original point was a rather 

narrow one – that like oil, 

data only really has value 

when it has been refined, 

and to that extent at least 

there are indeed similarities. 

Two broader ideas that 

are often used to support 

the data=oil argument 

are 1) that data is the fuel 

for the current, fourth 

industrial revolution just 

as oil was for the second; 

and 2) the business of 

data is dominated by a 

small number of firms that 

exercise excessive power 

based on the exploitation of 

a common good. The sub-

plot here is that ‘something 

must be done’, such as 

breaking them up, just as 

happened to the oil industry.

The climate of distrust and 

dislike of the big 

data companies has been 

building for some time, 

fuelled by a variety 

of concerns. These 

include their tax 

arrangements, the 

hosting of content that 

some find offensive 

and their alleged role in 

promoting fake news. 

The recent Cambridge 

Analytica affair has only 

served to strengthen 

this feeling, and the 

companies now seem 

to be well and truly in the 

crosshairs of politicians.

The climate of 
distrust and dislike 

of the big data 
companies has 
been building for 

some time.
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Around 90% 
of the data in the 
‘digital universe’ 

was created 
within the last 

two years.

The point about the industrial 

revolutions is broadly valid as far as 

it goes, but is really rather vague and 

warrants little more than a shrug of 

‘so what’ in response. The question 

of market dominance (and possible 

abuse) and what if anything should 

or can be done about it is more 

interesting and on examination 

highlights some fundamental 

differences between data and oil 

that point to much more complex 

remedies than simple 

‘trust-busting’.

First, data is not a commodity in the 

same way oil is. Each piece of digital 

information is different from the next 

whereas oil (subject to the differences 

between grades – e.g. Brent versus 

West Texas Intermediate) is all the 

same. Thus data is not fungible as 

oil is. Second, data is non-rivalrous; 

in other words the same piece of 

data can be used multiple times for 

multiple purposes whereas a single 

barrel of oil can be used only once. 

Third, oil is a finite resource (albeit one 

whose demise within 30 years has 

been wrongly predicted since the 

1970s) whereas our reserves 

of data keep on growing.

Around 90% of the data in the 

‘digital universe’ was created 

within the last two years and the 

total is forecast to grow to 180 

zettabytes (that’s 180 x 1021 or 

180,000,000,000,000,000,000,000 

bytes) by 2025. And unlike oil, data 

becomes more valuable the more 

of it there is, particularly in a world of 

artificial intelligence, where algorithms 

are constantly refined and improved 

by being fed more and more data (for 

example IBM’s Watson and Google’s 

AlphaGo Zero). For all these reasons 

it is difficult to put a monetary value 

on data and they are part of the 

reason that it tends not to be traded 

for money once the original ‘contract’ 

has been completed (mailing lists 

being one exception).
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There is another - paradoxical – 

complication to putting value on 

data, which in part goes back to Mr 

Humby’s observation that it is only 

worth something when refined. We, 

as consumers, provide unrefined 

data and companies such as Google 

and Facebook turn it into something 

useful (note: other technology 

behemoths are available). Why, then, 

should we as consumers expect to 

extract value from something that is 

inherently worthless? Similarly, the 

amount of data we each contribute 

as individuals is relatively minor and in 

itself of little value. Again, why should 

we expect to attract value?

Herein lies the paradox; individual 

pieces of unrefined data are 

worthless but large (and the larger 

the better) quantities of refined data 

are worth hundreds of billions of 

dollars. It is an extreme example of a 

business in which the whole is worth 

more than the sum of the parts, but 

without the parts the whole would be 

nothing. And yet – notwithstanding 

the free apps and services and all 

the cat videos you can eat – the vast 

majority of that value accrues to the 

companies, not the providers of 

their raw material. 

 We, as consumers, 
provide unrefined data and 
companies such as Google 

and Facebook turn it into 
something useful.

Individual 
pieces of 

unrefined data 
are worthless 

but large 
quantities of 

refined data are 
worth hundreds 

of billions of 
dollars.
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It is estimated that Google has 

a c.80% share of online search, 

Google and Facebook account 

for >100% of growth in online 

advertising and Amazon accounts 

for c.50% of online shopping traffic 

in North America. These are the 

sorts of levels of dominance that 

would certainly have interested the 

antitrust authorities had those been 

oil companies around the turn of the 

20th century. In one sense, at least, 

the situation is worse than it was 

in the oil industry.

That is that the ownership of 

such vast quantities of data gives 

companies an inside track on what is 

going on in the world, enabling them 

to identify and snuff out competitive 

threats before they become too 

serious; this was arguably at least 

part of the rationale when Facebook 

acquired WhatsApp. There are, 

however, factors that suggest 

traditional antitrust solutions are 

not appropriate or even desirable. 

Companies whose stock in trade 

is data rely on network effects, the 

virtuous circle of offering services, 

gathering data from users, using the 

data to improve services, attracting 

more users and gathering more data.
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Breaking them up 

would probably only 

have a short term effect 

before one of the resulting 

smaller companies grew back 

to occupy a dominant position. 

In the meantime the effect could 

be to impede progress in artificial 

intelligence, a field that is highly 

dependent on ‘big data’ and 

which has applications that 

most would agree are of great 

societal benefit, such as medical 

diagnostics and prevention.

       This is already 

      hampered by the 

       fact that an estimated 

            70% of all data is privately 

held with only 30% in the public 

domain. This raises questions 

about data sharing. Clearly there 

are many applications that would 

benefit from it, but the problem 

of assigning value again arises, 

as does the risk of security 

and privacy breaches which is 

elevated every time data moved.

The forthcoming General 

Data Protection Regulation will 

tighten the rules governing data 

protection, but security is likely 

to remain a significant concern, 

particularly with issues such 

as the recent Equifax hacking 

incident still fresh. It serves 

to strengthen yet further the 

argument that data providers 

are inadequately rewarded.  
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A second approach, 

rather than breaking up 

the companies, is to return 

a degree of control of data 

use to people from whom 

it originates by requiring 

more explicit permissions 

to use, limiting the uses of 

data and allowing people 

more control over where 

their data is stored. In 

theory, as things stand our 

data is not used unless 

we give permission, either 

explicitly or implicitly, and 

we have every right to 

withhold that permission. 

In practice this is less 

straightforward. In many 

cases, to do so would 

require us to forego many 

useful services, some 

of which are impossible 

or virtually impossible to 

access otherwise.

Most of us have been guilty 

at some time or another of 

clicking on the ‘I Agree’ box 

without reading 

the interminable and 

impenetrable small print.

Experiments have shown 

that people pay such 

scant regard to terms 

and conditions that they 

have inadvertently agreed 

to give up their first-born 

children in exchange for 

free services. Purists may 

shout caveat emptor, but 

measures could perhaps 

be taken to make the 

process less opaque 

at least.
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There are also financial routes 

to compensating the providers 

of data, notwithstanding the 

difficulties of valuation. There 

are companies – Citizenme and 

Datacoup among them – that claim 

to enable consumers to monetise 

their data directly by selling to 

information brokers or advertisers. 

Another approach – which would 

require regulatory intervention – is 

to force companies to pay royalties 

each time they use somebody’s 

data. And then there is appealing to 

their better nature, which might not 

be as outlandish as it seems.

The CEO of Facebook, Mark 

Zuckerberg, has expressed his 

approval of a system in Alaska under 

which all citizens are paid dividends 

out of the income arising from the 

state’s oil production. He has been 

challenged to use the value of 

Facebook’s data to a similar end, and 

in the current climate he may end up 

having no choice. Perhaps data really 

is the new oil.
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guide to future performance. The value 
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loss equal to the sum invested.  

Certain investments are not readily 

realisable and investors may experience 
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in obtaining reliable information on the 
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denominated in a currency other 

than sterling, changes in exchange 

rates may have an adverse effect on 
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income thereon. The stated price of any 

securities mentioned herein is at the end 
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the publication date on this document 

unless otherwise stated and is not a 

representation that any transaction can 
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No personal recommendation is being 

made to you; the securities referred 

to may not be suitable for you and 

this material should not be relied 

upon in substitution for the exercise 

of independent judgement or seeking 

independent advice. Investec Wealth 

& Investment will not be liable for any 

direct or indirect damages, including 

lost profits, arising in any way from the 

information contained in this material. 

This material is for the use of intended 

recipients only and is not directed at 

you if Investec Wealth & Investment is 
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or regulation in any jurisdiction from 

making it available to you. This document 
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other person or published in whole or in 

part for any purpose. The material in this 

document is not intended for distribution 
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