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24   DIGITIZATION 

 “Computers are useless.  They can only give 
you answers.” 

Pablo Picasso 

While we wouldn’t exactly consider ourselves 

technophiles, we do agree with the authors of The 

Second Machine Age, who boldly claim that “we’re at 

an inflection point – a point where the curve starts to 

bend a lot – because of computers.”1  If a new era is 

indeed upon us, then the chances of it being 

systematically under-appreciated by investors are 

reasonably high.  “New era” themes are nothing new 

on Wall Street, so our excitement is somewhat 

guarded when it comes to predicting inflection 

points.  That said, it is becoming harder to deny that 
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secular growth in digital technologies, such as 

artificial intelligence, robotics, and data analytics, is 

accelerating – with profound implications for 

productivity and the future stock price performance 

of outstanding companies.  

What intrigues us as investors is the notion that 

computers have already changed the world, yet their 

impact on aggregate productivity has been subtle or 

uneven at best, especially outside of the technology 

industry.   

Not everyone is a believer that technology will drive 

productivity.  One notable skeptic is Professor Robert 

J. Gordon of Northwestern University, who famously 

preached The Death of Innovation in a TED video 

posted in 2013, just as The Second Machine Age was 

being written.  He is a pessimist who claims that the 

world’s pace of technological innovation will not 

offset economic and demographic headwinds. The 

talk ends on a humorous note, with a slide of a toilet 

next to an iPhone, and a question for the audience: “If 

forced to choose, which one would you go for?” 

While Professor Gordon’s economic concerns are 

valid, we do not worry about the future contributions 

from technology.  From what we can see, innovation 

has not slowed at all, but is in fact accelerating.  We 

can accept that its influence on productivity has been 

restrained, but we think it has only been delayed and 

not altogether lost.  In light of the tech bubble, the 

housing bubble, and the economic downturn of 2008 
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– all occurring within the last 20 years – productivity 

has naturally been under pressure.  During the 1930s, 

even as the jet engine, nylon, and DDT were invented, 

US productivity actually declined. So, it is certainly 

not unprecedented for the benefits of innovation to be 

held back temporarily by economic turbulence. 

Economic volatility is not the only explanation for the 

delayed benefit of technology. There are numerous 

documented cases of disruptive innovation actually 

hurting an industry’s economics.  The concept of 

creative destruction, first coined by the Austrian 

economist Joseph Schumpeter in the 1940s, provides a 

basic framework for explaining these headwinds.   

In spite of its positive impacts, the view of innovation 

as the enemy has some merit. Many companies that 

embrace technology end up with higher costs and 

lower productivity than when they got started.  What 

often separate winners from losers are cultural 

differences instead of the technologies themselves.  If 

technological improvements are implemented by 

strong leaders and cooperative teams, then the odds 

of success are higher.  The better a company can 

harness technology, the further it will pull away from 

the pack – whether in trucking, retailing, pest control, 

or any other industry.   

The premise of company plus machine as a structural 

advantage is behind some of our best investment 

ideas.  It is also the central point of another TED 

presentation, by Erik Brynjolfsson, co-author of The 
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Second Machine Age, in which he claims that the key to 

growth is to team up humans with computers, and 

thereby “race with the machines.”  When Gary 

Gasparov lost the chess tournament to IBM’s Deep 

Blue computer in 1997, it was thought that computers 

would subsequently dominate the world of 

competitive chess.  The creation of “freestyle” chess 

tournaments shortly thereafter proved otherwise, as 

teams consisting of humans-plus-machines actually 

dominated the self-directed computers.  Since IBM’s 

Watson computer unseated the former champions of 

Jeopardy! in 2011, the same software has been 

deployed commercially in other endeavors, including 

the treatment of lung cancer at Memorial Sloan-

Kettering Cancer Center.  Watson is unlikely to 

replace humans, but it has already proven to enhance 

performance by transforming how people make 

critical decisions. The same dynamic applies to 

companies. Those that can truly harness the structural 

performance advantages of combining advanced 

machines with insightful humans will leap ahead of 

the rest.  But, as the quote by Pablo Picasso suggests, 

unless the right human can ask the right questions at 

the right time, the computer will fail.     

 

Digital growth is unique in that it is practically 

costless to produce, boundless in its spread, and 

exponential in its trajectory.  Unlike the steam engine, 

which was physically constrained in its productive 
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capacity, and more susceptible to the law of averages, 

progress under the new digital order is more likely to 

follow a power-law distribution.  This concept is fully 

explored in a controversial 2013 book by economist 

Tyler Cowen titled Average is Over, which argues that 

because of technology, modern economies will 

polarize into a small minority who can exploit 

automated systems, and a vast majority that earn 

little and survive on low-priced goods created by the 

first group.2   

While a “winner-take-all” outcome may carry 

negative social implications, we are optimistic about 

its investment implications.  At the company level, 

we believe that the secular trend towards digitization, 

when combined with the advent of the human-plus-

machine model, is a major driver of competitive 

advantage. The skeptics may ultimately prove right in 

terms of the averages; but that should not stop the 

outstanding companies from becoming even better by 

harnessing digital technology.    
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