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To deliver a high long-term total return for investors. The Fund aims to consis-
tently outperform the FTSE JSE Swix and achieve a top quartile sector ranking. 

Fund fact sheet available on www.bluealphafunds.com
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BCI SELECT EQUITY

OUR LOCAL EQUITY PERFORMANCE
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Find out more about 
BlueAlpha – who we are  
and how we invest – visit  
our home on the web:
www.bluealphafunds.com

LOOKING BACK: Amazon – we examine 
the “Everything” store’s evolution from 
online book store to the US’s second 
largest retailer by market share. We look 
at the mind-set of Jeff Bezos and how he 
has steered the business thus far.

INVESTMENT FOCUS: It’s so tempting 
to buy high dividend yielding stocks, 
thinking it is a sure fire way to maximize 
investment return. Or is it? We examine 
whether this is in fact the case.

CHART FOCUS:  Quantitative Easing 
(QE) & Inflation – The theory would 
suggest that the European Union’s QE 
programme should have resulted in 
inflation. We look at why this hasn’t been 
the case and what is needed for inflation 
to occur.

RECOMMENDED READ: Inside the 
House of Money: Top Hedge Fund 
Traders on Profiting in the Global 
Markets - by Steven Drobney – is a 
collection of interviews with veterans 
of the industry discussing their views 
on trading, asset allocation and risk 
management. The quickest way to deepen 
experience is to read books like this which 
share the insights and expose us to the 
mind-sets of successful investors.

OUR LOCAL SELECT PERFORMANCE
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LOOKING BACK: AMAZON.COM

THIS QUARTER, WE TAKE A LOOK AT AMAZON. OVER THE LAST 20 YEARS, AMAZON 
HAS GROWN TO BECOME A HOUSEHOLD NAME, TRULY DESERVING OF THE LABEL 
THE “EVERYTHING STORE”. 

Amazon was founded by Jeff 
Bezos in 1994, initially only as an 
online book store. Amazon sold its 
first book a year later in 1995 and 
subsequently grew exponentially 
with the widespread adoption of 
the internet. Amazon was able 
to provide an almost unlimited 
catalogue of titles compared to 
traditional book retailers.

Amazon went public in 1997 at 
$1.50, and today is close to $1 
000, providing investors with a 
phenomenal capital return of 
38% annually. To understand why 
Amazon has been so successful, it 
is worthwhile looking at how Jeff 
Bezos views his own company. His 
comments in the annual letters to 
shareholders provide meaningful 
insights. A couple of themes from 
the first shareholder letter in 1997 
are worth mentioning.

Customer service
Bezos states that “Amazon.com 
uses the internet to create real 
value for its customers and, by 
doing so, hopes to create an 
enduring franchise”. He allocates 
the majority of his 5 page 

newsletter to “obsessing over the 
customer”. A reputation for customer 
satisfaction would eventually become 
synonymous with Amazon as a brand.

Long term view
Bezos has always been insistent that 
decisions need to be made with long 
term views in mind. Specific mention 
is made that investment for future 
cash generation takes precedence to 
quarterly earnings numbers. 
Although Bezos’ original shareholder 
letter is short and to the point, it 
perfectly describes why Amazon 
became so successful. Interestingly, 
he includes the original 1997 
newsletter every year with a reminder 
that these original values still hold.

Growth Story
Between 1997 and 2000 Amazon 
expanded its offering to include CD’s, 
toys and consumer electronics. By 

2001 Amazon had clear intentions 
to become the “Everything Store” 
and allowed third party sellers 
access to its platform. As per 
firm values, focus was on growth 
and reaching scale, rather than 
generating earnings immediately. 
Amazon provided an extensive 
range of products at very low 
prices, effectively becoming the 
go-to on-line shopping market for 
consumers in the years to come.

Having survived the Dot Com 
bubble, in 2007, Amazon launched 
the Kindle e-reader that would 
later allow e-book sales to surpass 
hard copy sales due to ease 
and convenience. The Amazon 
value proposition of price and 
convenience holds true for all 
of their offerings. Amazon Web 
Services also launched, which 
would eventually become the cloud 

Between 1995 and 1997, 
revenue grew from  
$0.5 Million to $147 Million 
- signalling the start of 
what was to come.



 I N V E S T M E N T  Q U A R T E R L Y  Q 2  2 0 1 7       3

Source: Bloomberg

infrastructure many of the world’s 
biggest companies depend on 
today. The easiest way for show 
how much they grew over their 
history is depicted in Figure 1 
below, which shows the market 
share of revenues compared to 
some major traditional retailers.

What might the future hold? 
Amazon is essentially a technology 
company rather than an online 
retailer. They follow a customer 
centric approach where the product 
delivered is less relevant than the 
customer’s experience.

The product offering has grown 
from books to almost anything 
imaginable. With the launch of 
products such as the digital 
assistant ‘Amazon Echo’, it 
could be argued that Amazon 
essentially has a single offering: 
Convenience. Technology enables 
this convenience.

This convenience offering now 
encompasses consumer goods, 
media consumption, cloud services 
and soon, even groceries. By 
continually growing their offering, 
they may eventually capture the 
bulk of a customer’s spend.

The idea might seem far-fetched, 
ambitious and in the distant future, 
but considering the emphasis that 
is placed on deeply understanding 
the customer’s needs and taking an 
extremely long term view, it might 
just be possible.

Many companies have a surprisingly 
short lifetimes. To put things 
into context, Bezos mentions 
the importance of working with 
strategic partners such as America 
Online, Yahoo!, and Netscape in 
his 1997 newsletter. All of these 
‘strategic partners’ are either 

irrelevant or defunct. This bears 
testimony to Amazon’s ability to 
remain relevant.

Although Amazon only reports 
comparatively small profits, the 
focus is still on investment for future 
growth. Accounting earnings do 
not reflect these future cash flows 
that will result from the scale and 
dominance that Amazon is aiming for. 

FIGURE 1: AMAZON’S MARKET SHARE OF REVENUE 
COMPARED TO PEERS (%)

FIGURE 2: AMAZON’S MARKET CAPITALISATION 
COMPARED TO PEERS

That isn’t to 
say there won’t 
challenges and that 
Amazon doesn’t 
face significant 
competition, but Jeff 
Bezos does have a 
remarkable ability 
to think decades 
ahead. Bezos has 
one thing to say to 
peers: “Complaining 
is not a strategy!” 

Source: Bloomberg
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INVESTMENT FOCUS: 
DIVIDEND YIELD VS. CAPITAL GROWTH

It is tempting to go after high 
dividend yielding stocks, but as 
the chart below shows it is not the 
best investment strategy.

In this chart we have divided 
the South African market into 4 
quartiles according the 12 month 
forward dividend yield and plotted 
the subsequent investment return. 
This chart is based on research 
done by the Bank of America 
Merrill Lynch quants team.

Quartile 1 is the basket of the 
highest dividend yielding stocks 
and Quartile 4 the lowest yielding.

It shows that Quartile 1, the 
highest dividend yielders, was not 
the top performer. The best return 
characteristics in fact come from 
Quartile 2.

The two key reasons for the 
underperformance of high dividend 
yielding stocks are:

 Growth of these companies is   
over-estimated

 The expected dividend does not  
materialise – usually due to 
worse than expected cash flow.

When a company becomes ex-
growth, for example Telkom, the 
market prices the stock such 

AS INVESTORS OUR JOB IS TO MAXIMISE INVESTMENT RETURN WITHIN A GIVEN 
MANDATE. EQUITY RETURN IS THE COMBINATION OF DIVIDEND YIELD AND CAPITAL 
GROWTH. THE MARKET IS CONSTANTLY TRADING-OFF THESE TWO ELEMENTS OF 
INVESTMENT RETURN. SO HOW DO YOU JUDGE HOW MUCH YIELD TO GO AFTER – 
AND WHEN DOES IT COME AT THE EXPENSE OF GROWTH?

Source: Bloomberg, BlueAlpha analysis

Source: Bloomberg

CHART1: INVESTMENT RETURN BY DIVIDEND 
YIELD QUARTILES

CHART 2: TELKOM 12 MONTH FORWARD 
DIVIDEND YIELD
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Post December 15, the market’s 
view of prospects changed – growth 
expectations lowered and a higher 
dividend yield was demanded. Since 
then dividend yield has averaged 5.5%.

A good way to think of it is:
The average long run 
investment return priced 
into the South African 
market is around 12% - so 
the sum of expected share 
price / earnings growth + 
dividend yield = 12%.
There is a constant trade-
off between these two 
factors, as one goes higher, 
the other lowers.

that the dividend yield is high 
and hopefully high enough to 
compensate for the lack of growth. 
But what we do know is that forward 
estimates of earnings and dividends 
are biased towards optimism – 20% 
to 30% too optimistic relative to 
what ultimately gets delivered.

Chart 2 shows how the markets 
view on growth at Telkom has 
evolved over time.

During the period 2013 to 2015, the 
market expected growth in Telkom 
to come from a turn to profitability 
of the mobile business and evolution 
of the fixed line business to data. 
Considering this expected growth, 
the share was priced for a dividend 
yield a bit below 4% on average.

An example of a high yielding 
stock (Quartile 1) is Absa – there 
are low growth expectations 
and it is priced with a yield to 
compensate for this.

An example of a low dividend 
yielding stock is Naspers 
(Quartile 4) – it’s all about 
growth prospects and the high 
expectations that their investment 
in Tencent can deliver.

So why does Quartile 2 
outperform?
Evidence shows that it provides 
the optimal combination of yield 
and growth. The dividend yield still 
gives a boost to investment return 
and it seems the growth has less 
chance of disappointing.
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CHART FOCUS:  
WHY HAS QUANTITATIVE EASING NOT 
CAUSED HIGH LEVELS OF INFLATION?

AFTER THE GLOBAL FINANCIAL CRISIS IN 2008/09 AND FOLLOWING ON THROUGH 
THE WORSENING EUROPEAN DEBT CRISIS, THE EUROPEAN CENTRAL BANK (ECB) 
PUMPED A CONSIDERABLE AMOUNT OF LIQUIDITY INTO THE BANKING SYSTEM, IN 
ORDER TO STAVE OFF RECESSION. THEIR EXPANSIONARY MONETARY POLICY, OR 
QUANTITATIVE EASING (QE) SHOULD THEORETICALLY HAVE STIMULATED GROWTH 
IN THE ECONOMY, AND IN TURN, CAUSED DEMAND TO RISE, ALONG WITH THE 
PRICE LEVEL OF GOODS AND SERVICES. 

However, two major factors 
affecting European inflation (or 
the lack thereof) are the money 
multiplier, and the demand for debt 
(both corporate and individual).

Figure 1 illustrates the decline of 
the EU money multiplier from 1.6 
in June 2008, to 0.88 in 2017. 
This implies that for every €100 
of liquidity being pumped into 
the financial system, only €88 is 
actually added to the economy vs. 
the €162 added in 2008. 

The money multiplier 
is the proportion of 
money generated in 
an economy for each 
extra unit of liquidity. 
In the context of QE, 
it is the mechanism 
that translates ECB 
funds to actual 
economic growth.

FIGURE 1: THE MONEY MULTIPLIER

Source: Bloomberg

The second factor, the 
demand for debt (financing for 
investment) cannot be forced 
to increase through monetary 
policy alone. This demand 
is strongly linked to investor 
sentiment, consumer confidence 
and growth expectations. In 
other words, if a company is 
offered €1 million at an interest 
rate of 0% - a free loan – 
and they do not believe that 

there is sufficient investment 
opportunity in which they could 
place this funding to make a 
meaningful return, they decline 
the offer. Figure 2 illustrates 
EU private-sector credit 
extension growth. This implies 
that the demand for credit 
from both households and 
corporates has been declining 
over the past decade, despite 
monetary policy stimulus.
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FIGURE 2: EU NON-FINANCIAL SECTOR CREDIT 
EXTENSION GROWTH 

Source: Bloomberg

Therefore, as each Euro injected 
into the system is producing 
only €0.88 of actual liquidity 
(46% less than in 2008), and 
demand for that liquidity is 
weak, economic growth remains 
muted. The knock-on effect of 
stubbornly weak growth is that 
the general price level remains 
relatively constant, leaving 
inflation below the EU’s target 
range of 2%. 

For monetary stimulus 
to become inflationary, 
consumer confidence 
and, in turn, growth 
expectations would 
need to improve.



Global Macro, a style of investing 
made famous by George Soros’ 
1992 bet that “broke” the bank 
of England, has moved on from 
outsized leveraged bets and now 
occupies a wider interpretation. It’s 
difficult to agree on one standard 
definition of the strategy, however 
the core principle is the willingness 
for the investor to opportunistically 
look at every idea that comes 
along regardless of asset classes 
and geographies. This nuanced 
description is evident across all the 
interviews in this book, but the reader 
is rewarded with more than only a 
series of practitioners touting their 
strategies’ merits - the investor can 
use many of the valuable principles 
presented in the collection to improve 
their own investment process. 

One of the central themes is the 
benefit attributable from always being 
invested. Throughout an investor’s 
lifetime, they will be presented with 
the notion that there is a time to 
be invested and a time not to be. 
This approach of attempting to time 
the market does sound appealing. 
However, this can have negative 
implications in the long term. The 
idea of perfectly timing the market 
implies that both the entry and 
exit are executed at optimal times, 
while in practice, only one leg of the 
transaction will be successful on 
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RECOMMENDED READ: 
INSIDE THE HOUSE OF MONEY - TOP HEDGE  

FUND TRADERS ON PROFITING IN THE GLOBAL MARKETS by Steven Drobny

The question-and-answer style of the book 
allows the reader to enjoy the insights and advice 
stemming from years of experience in an enjoyable, 
conversational style. The book is therefore a 
recommended read for any investor who wishes 
to expand their body of knowledge, without having 
to endure the dry tone normally presented when 
dealing with such a technical topic.

average. The cost to returns by failing 
to time the market perfectly can be 
significant.

The empirical research agrees with 
this advice, using a local example: if 
we assume a portfolio fully invested 
in the All-Share index since June 
2002, the annualised return for 
the portfolio is 14.4%. To simulate 
the effect of less-than-perfect 
market timing we exclude just 
the best 5 days over this 15 
year period - a conservative 
estimate. The result is a 
total return of 12%, and this 
number further decreases to 
10% when we exclude the 
best 10 days over this period. 
Instead, an investor stands 
to improve their chances of 
a better return by staying 
invested and earning the 
risk premium available to 
equity buyers. 

INSIDE THE HOUSE OF MONEY IS A COLLECTION OF INTERVIEWS WITH ESTABLISHED 
GLOBAL MACRO MANAGERS, TRADERS AND RESEARCHERS EXPLORING HOW THEY 
THINK ABOUT TRADING, ASSET ALLOCATION AND RISK MANAGEMENT.
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BLUEALPHA INVESTMENT OFFERING

OUR LONG TERM TRACK RECORD DEMONSTRATES OUR ABILITY TO CREATE 

WEALTH FOR OUR INVESTORS. 

long run equity market outperfor-
mance and is benchmarked against 
the SWIX. The fund has a high risk 
profile. For details, see page 1.

    BlueAlpha BCI All  
Seasons Fund: our longest 
running unit trust, started in 2005 
and managed with a high equity 
exposure in the SA Flexible Sector, 
aims to provide investors with 
consistent long term capital growth. 

    BlueAlpha BCI Global 
Equity Fund: our global flexible 

For our institutional investors we 
currently manage South African 
focused equity and balanced mandates 
as well as a global equity product.

Our retail and IFA investors have 
the same access to the BlueAlpha 
investment process via our BlueAlpha 
managed unit trusts:

    BlueAlpha BCI Select  
Equity Fund: is our general equity 
fund that is managed with both a 
South African and global equity
exposure. The fund aims to provide 

equity fund provides investors with 
offshore equity exposure. The fund 
invests in developed markets with a 
focus on quality growth companies 
with a large market cap. 

With an experienced investment team which is recognised for outstanding 
investment performance in various fund classifications, we are able to 
offer both institutional and retail investors diverse products to meet their 
investment objectives. 

OUR DOMESTIC EQUITY TRACK RECORD 

* Gross of Fees
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To find out more about our 
funds or invest with us please 
contact Kirsty Wade on:
021 409 7100 or email: 
kirsty@bluealphafunds.com 

INVEST WITH US


