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Key Insights

Historically, automation technology has increased 
standards of living and safety, without causing 
widespread unemployment. 

Cabot Wealth Management’s portfolio management 
team covers secular long-term trends driving demand for 
automation technology.

Late last year, the factory automation industry found 
itself in the spotlight when Emerson Electric (EMR) made 
a bid for Rockwell Automation (ROK). 

1



C a b o t  We a l t h  M a n a g e m e n t  |  P a g e   

The factory automation industry found itself in the spotlight recently when industrial conglomerate 
Emerson Electric (EMR) made a bid for one of our holdings, Rockwell Automation (ROK). Both companies 
make machines and software that increase the speed, safety and efficiency of manufacturing. With that 
takeover offer, plus a variety of political and economic factors putting attention on factory automation, I 
thought it would be worthwhile to cover what long term trends attract us to this industrial niche.  First 
a visual depiction of the rise of robots in recent years:

Introduction
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Source: Business Insider / HSBC

Automation has been on inexorable climb since humans started making tools to be more efficient. Popular 
culture has chronicled technology-for-human swaps in stories from “John Henry” to “The Terminator.” 
And human workers have fought it, most famously when English workers known as Luddites destroyed 
the machinery that they thought threatened their jobs. Historically though, technology has increased 
standards of living and safety, without causing widespread unemployment (we’ll look at some of those 
concerns later.) 

Today, several large secular trends are driving demand for automation technology. We’ll look at four of 
them in this piece:

What is Driving the Industry?
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The Global Nature of Trade
The march of global trade has been fairly continuous for over a century.

For decades, shipping costs have fallen and free trade policies have proliferated around the globe, from 
the formation of the EU to NAFTA to China’s 2001 entrance into the World Trade Organization. The 
“shrinking globe” gave the developed world, including the USA, better access to low cost labor supply in 
poorer, developing countries, and led to a manufacturing boom in Asia:

Source: Getting over Globalization, Credit Suisse, Jan 2017.

Source: Populism and the threat to globalisation, April 2017

https://www.standardlifeinvestments.com/Global_Populism_Globalisation_Paper_TCM.pdf
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To compete with this low-cost labor, 
U.S. manufacturers like automakers 
adopted automation technology. 
The costs of robotic technology fell. 
Goldman Sachs reports that in “in 2016 
the price of a small robot fell below the 
annual cost of a Shanghai assembly 
line worker.”  This inflection point has 
only served to accelerate the adoption 
of factory automation technology in 
China and other emerging economies. 

The chart to the right shows how far 
China is behind the developed world 
in automation, mainly because labor 
there has been so cheap that it was not worth it to invest in automation technology. That has changed 
recently, and you can see the Chinese government today is targeting a much higher ratio of workers to 
robots.

Populism and Protectionism
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  1“Back to the Factory of the Future: Six Innovations Gaining traction in 2017” Yuichiro Isayama, Goldman Sachs Equity Research

Perhaps as a backlash to the combination of global trade, cheap foreign goods and stagnant working-
class wages, populism has experienced a well-documented rise in the developed world. One can see this 
rise in the Brexit vote, the rise of far-right parties in France in Germany, and in the surprising showing 
of Donald Trump and Bernie Sanders in the 2016 US election. Webster’s defines populism as “support for 
the concerns of ordinary people.” In the US and Europe, this has meant anti-immigration and anti-free 
trade (or pro “fair trade”) sentiment, under the assumption that such policies would help US workers. 
(Economists generally disagree on both counts, but economics and politics often differ.)

What would it mean if the US slapped punitive tariffs on imported goods manufactured in Asia? Or 
if every company that moved jobs to Mexico faced sharp presidential criticism on Twitter, as United 
Technologies did with a Carrier plant in 2017? 
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The factory tools of today have 
gone far beyond the robotic arms 
that have helped assemble autos 
for years. Today new types of 
machines, with more dexterity, 
agility, and connectivity, have 
opened doors to automating 
everything from smartphones to 
packaged foods. Yes there is still 
a lot of room to go.

At Cabot we’ve discussed recent 
advances in artificial intelligence 
in other papers.  We feel we’ve 
only just scratched the surface 
and this will have investment 
implications for decades to 
come. Machines are getting 
better at predicting outcomes, 
pattern recognition, anticipating 
problems, “learning,” and other 
skills that use to be considered 
“human.” These advances have been driven by a combination of increases in computing power, 
miniaturization and cost declines of sensors, plus the wireless technology to connect the two.
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In a world with strong political pressure to keep manufacturing on domestic soil, and to disadvantage 
foreign manufactured goods, companies clearly have added incentive to manufacture in the US. But 
to do so and remain globally competitive requires automation to keep costs low. This may not be the 
intended consequence of protectionist policies, but it will undoubtedly be one outcome.

Technological Advances

Source: Bridgewater Associates

Source: “Factory of the Future: Gold Sachs Equity Research

https://www.bridgewater.com/resources/bwam032217.pdf
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Machine vision is an example of a 
technology that has made great strides 
in recent years, helped by innovations 
in the autonomous vehicle field. 
By integrating many small, cheap 
cameras  and 3D sensors with image 
processing software, robots can do 
more detailed assembly work, as 
well has help with quality control by 
checking products for errors.

Connectivity is another crucial 
enabler. The ability of manufacturers 
to network all their robots and 
assembly lines (the so-called 
Industrail Internet of Things, or IIoT)
offers enormous gains in efficiency.  
As a result, recent survey found 
virtually all industrial firms had plans 
to spend in this area.

Source: JP Morgan, “An Investor’ Guide to Artificial Intelligence” Nov 2017

Source: “Cloud Control – The Future of Industrial Automation” Morgan Stanley Research

Cheap Capital and Expensive Labor
In the depths of the Great Financial Crisis of 2008-9, Central banks around the world lowered interest 
rates to rock bottom levels. They did this so that banks and investors to put money to work by lending 
and investing, and so consumers and firms would borrow to spend and build. Nearly a decade hence, 
borrowing rates are still extremely low around the world. On the following page is a snapshot of how low 
corporate borrowing cost are (the right axis represents the effective interest rate paid. Companies have 
been able to borrow for under 4% for over five years).
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Such cheap borrowing costs make 
it easier to spend on a factory 
overhaul that will make a company 
more efficient. In the meantime, 
wages have risen a little, healthcare 
costs have risen a lot, and a “skills 
gap” (jobs are available, workers 
are available; but, the skills of the 
latter don’t meet the requirements 
of the former) adds training costs 
to any new hire.

We can already see from this chart 
on the right that automation is 
greater in countries where labor 
costs are higher.

What about the Jobs?
It is hard to address the topic of 
automation without also discussing 
job losses. As mentioned earlier, 
people generally have a visceral 
reaction to the thought of robots 
replacing humans. A first look at 
the below chart leads to one to 
conclude naturally that robots are 
taking human jobs.

Source:  “Factory of the Future – Part 3: 
The die is cast.” Goldman Sachs

Source: “Creative Disruption” Michael Hartnett, 
Merrill Lynch, April 2015
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I’d argue these two trends do not offer a 
full picture. If there were no robots, would 
the jobs line look any different, or did the 
human jobs move offshore? Is it possible 
the US robots have kept manufacturing 
production here that might have gone 
to low-cost-labor nations? What would a 
car cost without robots? How many jobs 
have been created in the management, 
maintenance, and design of robots? 

There are a few well documented examples 
of automation technologies that intuitively 
would have destroyed jobs, but instead 
created them. The invention of the ATM 
led to fears that bank teller would be out of 
work. Instead, the number of bank tellers 
rose in line with ATMs, as banks offered 
more services. Source: The Atlantic

Likewise the advent of spreadsheets, which 
could do all the work of bookkeeper faster, 
more accurately, and in real time, made data 
more useful. As a result, the work shifted 
from manual paper-and-pencil arithmetic 
to analyzing data, leading to a net increase 
in jobs for the (ahem) numerically inclined.

A final example: word processing and 
printing advances rendered the manual 
process of typesetting obsolete. But the 
result was a net gain in jobs are companies 
took advantage of the new technology to 
design better ads and visual displays.

In these three examples then number of 
jobs climbed, but that is small comfort to 
a worker that can adopt the skills for a 
new world. The U.S. haas done a poor job 
of helping these displaced workers find 
new work. They face some gut-wrenching 
disruption if the trend of automation 
continues.

Conclusion
Rockwell Automation ultimately rejected 
Emerson’s multiple overtures, and they 
did so because they considered their 
future bright. Given the long term trends 
in place, we would have to agree that it is.

Source: The Atlantic

Source: The Atlantic

https://www.theatlantic.com/business/archive/2015/04/scarce-skills-not-scarce-jobs/390789/
https://www.theatlantic.com/business/archive/2015/04/scarce-skills-not-scarce-jobs/390789/
https://www.theatlantic.com/business/archive/2015/04/scarce-skills-not-scarce-jobs/390789/
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CONTACT US

For more information about our 
wealth management services: 

eCabot.com 
978-745-9233 
800 -888-MGMT 
info@ecabot.com

OFFICE HOURS

216 Essex Street
Salem, MA 01970 
M-F | 8AM - 5PM

225 Franklin Street
Boston, MA 02110 
By appointment only

Any advice or suggestion is provided for informational purposes only and is not a solicitation to purchase any 
investments or services described herein. Please consult your advisor to determine if an investment strategy is 
appropriate for you. Past performance of either the domestic or international markets or any specific investments 
is not predictive of future results nor will diversification alone protect from loss.


