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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: We take a look at the 
history of a featured company to get a 
feel for where they started and how they 
got to where they are now. In this feature, 
we’re diving into the story of Sasol.

INVESTMENT FOCUS: In this series, we 
tackle a new investment concept every 
quarter - from which valuation metrics 
to use for different types of businesses, 
to how companies can create value for 
shareholders. Today we explore how debt 
can fuel economic expansion, but also 
try to understand if that expansion 
drives wealth creation.

CHART FOCUS: This piece presents 
the most interesting or noteworthy chart 
that we’ve encountered over the quarter, 
exploring the Why’s and Wherefores’ 
of how that picture emerged. This time, 
we’re assessing the US Treasury Yield, 
which recently reached an all-time low.

RECOMMENDED READ: Each quarter, 
we give you access to our reading list. 
We recommend each book for a different 
reason, but the common thread is how the 
book’s concepts can be applied to your 
investment well-being. The latest addition 
to our bookshelf is Andrew S. Grove’s 
“Only the Paranoid Survive”.

The primary objective of the BlueAlpha BCI Global Equity Fund is to offer in-
vestors a high long term total return by investing across global equity markets.
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LOOKING BACK: SASOL LIMITED

SASOL, WHICH WAS ORIGINALLY NAMED THE SOUTH AFRICAN COAL, OIL AND 
GAS CORPORATION, HAS A LONG HISTORY DATING BACK TO 1950. THIS QUARTER 
WE TAKE A LOOK AT HOW THEY STARTED OUT, WHAT THEY’VE ACHIEVED OVER THE 
YEARS, AND WHERE THEY ARE NOW.

The company was registered on the 
26th September 1950, with govern-
ment as the sole shareholder. In so 
doing, government’s aim was to be 
able to produce petrol, diesel and 
industrial chemicals from coal - as 
South Africa did not have large 
crude oil reserves. This was a highly 
risky undertaking, as the produc-
tion of these goods from coal was a 
relatively new idea. It had first been 
achieved in Germany, utilising the 
Fischer–Tropsch method. However, 
it wasn’t clear that production could 
be done economically at an indus-
trial scale.

At the time, the South African 
economy was still under-developed, 
and lacked the requisite technical 
and scientific knowledge to embark 
on such projects. Furthermore, the 
initial cost estimates were very 
large by South African standards 
– 13.8 million pounds at first 
estimate. As the development got 
underway, the business began facing 
serious technical problems, and 
cost estimates proved completely 
inadequate, with the initial 13.8m 

The coal-to-liquids (CTL) 
complex at Sasolburg, 
started producing synthetic 
fuels and chemicals in 
1960 with the Synthol 
reactor completing its first 
reaction in August of 1960.

pounds quickly escalating to 20m 
pounds. By March 1958, Sasol had 
actually spent 48 million pounds of 
State Capital, with plant availability 
at only 60%, and production at only 
50% - translating to output of 30% 
of what was initially projected. Sasol 
only made its first profit in 1960 - of 
677 000 pounds.
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As it stands, the outbreak 
of Covid-19 has resulted 
in a massive slowdown in 
global mobility, impacting 
demand for oil and 
Sasol’s other products. 
At the same time, we 
have witnessed the price 
war between Russia and 
Saudi Arabia, which has 
further affected the oil 
price (down -65% YTD  
to end-March 2020). 
These events, 
compounded by Sasol’s 
balance sheet weakness, 
highlight real challenges 
for the company in the 
months ahead. Only time 
will tell in what shape or 
form Sasol will emerge 
on the other side of the 
twin crises.

Sasol’s sales turnover rose steadily 
during the 1960s. Profit margins, 
however, rose only modestly, de-
spite steady improvements in plant 
availability and efficiency. By 1970, 
net profit margins had only risen to 
10.5% (from 8.5% in 1960). 

In the late 1970s, when the Shah of 
Iran fell from power and a second 
oil crisis exploded, Sasol received 
government approval to construct a 
third plant. To finance the plant, the 
company went public, with its 1979 
share offer 31x over-subscribed. 
It was however, not the end of 
government financial support. During 
the late 1980’s and 1990’s, Sasol 
received tariff protection, due to low 
international oil prices, to shore up 
the company’s profitability. 

Fast forward to 2014, and Sasol 
made a profit after tax of R29.58bn 
(translating to 14.5% net profit 
margin), with cash net of debt of 
R11.14bn. The many years of financial 
struggle now seemed well behind 
them. At this juncture, the board of 
directors approved a new project - an 
US$8.1 billion ethane cracker and 
derivatives complex at its existing site 
in Lake Charles, Louisiana.

“Sasol’s decision to move forward 
with this project is a defining mo- 
ment in our company’s history, and 

an important milestone in the execu-
tion of our growth strategy,” said 
David Constable, Sasol’s President 
and Chief Executive Officer. “Once 
commissioned, this world-scale petro-
chemicals complex will roughly triple 
our chemical production capacity in 
the United States”.

This was a very large investment rela-
tive to Sasol’s size, and this despite 
what management called “a largely 
volatile macroeconomic outlook”. By 
June 2016, the cost estimates had 
increased to USD 11.0 billion, with 
the company making changes to 
the project management team and 
stating that they believed that the 
project would still deliver returns in 
excess of their hurdle rate.

On 16 August 2019, Sasol announced 
that the Board had decided to delay 
the announcement of financial re-
sults for the year ended 30 June 
2019, to allow for the completion of 
an independent review of possible 
internal control weaknesses, relating 
to the Lake Charles project. The 
cost projection was then further 
increased to between $12.6 - 12.9 

billion. These events also saw the 
departure of David Constable, and 
the appointment of the now-Joint 
CEO’s Bongani Nqwababa and 
Stephen Cornell.

Illustration of the Lake Charles Project under construction
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INVESTMENT FOCUS: 
THE IMPORTANCE OF GROWING WEALTH

THIS QUARTER WE CONSIDER HOW COUNTRIES MANAGE ECONOMIC EXPANSION 
– FOCUSSING ON CHINA’S GDP GROWTH, AND ASKING WHETHER THAT EXPANSION 
CREATED REAL, SUSTAINABLE WEALTH.

Source: Bloomberg

Countries, much like listed companies, aim to grow through time. However, instead of assessing 
their margin expansion or sales growth, a country’s growth is often measured in Gross Domestic 
Product (GDP). GDP represents the total value of all goods and services produced in a country 
over 1 year. China has been one of the fastest-growing countries in the world, with their latest 
annual GDP print at 6.1% for 2019. What we don’t know, given that GDP is effectively a revenue 
number, whether it has translated into creating wealth.

Again, like many listed companies, countries can take on debt to fuel expansion. However, it is 
often difficult with a country whether aggressive debt expansion is in fact creating net wealth. 
Conceptually, this is the same as an industrial company building a new plant – the return generated 
from the plant – once built - needs to be greater than the cost of building it. If it is, building the 
plant would create economic value (wealth generation) for the company. 

A hint at what is perhaps going on, is to look at the credit gap. In the case of China, the credit 
gap – or the difference between the growth in overall debt (credit) and GDP, in percentage points 
(as seen in figure 2) – widened sharply since the Global Financial Crisis of 2008. A widening 
and negative credit gap implies that credit expansion has exceeded GDP growth – meaning 
increasing debt has potentially destroyed wealth.

FIGURE 1: CHINA REAL GDP GROWTH (YOY) % 
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Assessing the breakdown of growing credit is also instructive in understanding how it has fuelled 
growth. Household debt in China – previously a small component of overall credit extension – has 
been growing, currently at around 50% of GDP. Non-financial corporate debt is the largest chunk of 
the total, at around 150% of GDP. While not displayed in official figures, we estimate social financing, 
which would form part of government debt, to be another 50% of GDP, which would need to be 
added to the total displayed in figure 3 – meaning total Chinese debt would actually be around 350% 
of GDP in 2018. To put these staggering numbers in perspective, the table below summarises the 
comparisons between China and the US (we remove financial corporates to ease of comparison). As 
the US is home to the largest corporates in the world, this might imply excessive Chinese corporate 
debt expansion.

Source: Credit Suisse

FIGURE 2: INEFFICIENT DEBT EXPANSION IN CHINA  

Debt to GDP 2018 China USA

Household Debt

Non-Financial Corporate Debt

Government Debt

Total (ex-Financial Corporates)

50%

150%

100%*

300%

76%

75%

106%

257%
Source: Credit Suisse, IMF* Includes social financing estimate mentioned above
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Some companies can expand their businesses 
without generating much actual income. 
Similarly, countries can also grow in this way, by 
increasing leverage. However, we don’t know if 
that growth results in real wealth creation. In the 
case of China, debt expansion outpaces growth 
in GDP, suggesting that the leverage they’ve 
taken on to drive expansion, may actually be 
destroying wealth over time.

Source: Credit Suisse*Q2 2018

FIGURE 3: CHINA’S DEBT TO GDP RATIO
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CHART FOCUS: 
US TREASURY YIELDS – AN ALL-TIME LOW

ONE OF INVESTING’S PROVEN TRUTHS IS THAT BONDS AND EQUITIES OFFER COM-
PLEMENTARY RETURN PROFILES. IN TIMES OF ECONOMIC EXPANSION, EQUITIES 
GENERALLY PROVIDE A GREATER OPPORTUNITY FOR CAPITAL APPRECIATION, AND 
INVESTORS WITH APPETITE FOR THIS, ALLOCATE MORE TO EQUITIES. IN TIMES OF 
ECONOMIC STRAIN, INVESTORS TEND TO ROTATE PORTFOLIOS BACK TOWARDS 
BONDS, TO SEEK A SAFE HARBOUR FOR THEIR ASSETS. THIS QUARTER, WE LOOK 
AT THIS DYNAMIC IN TRYING TO UNDERSTAND WHY THE US TREASURY YIELD JUST 
REACHED AN ALL-TIME LOW.

In the last month, the global markets have been rocked by both the spread of COVID-19 (and the 
economic impact of social distancing / lockdowns), and the oil price war sparked by Russia and Saudi 
Arabia. Given this context, we have seen how this dynamic between bonds and equity can differ during a 
crisis. Figure 1 below illustrates the bond / equity relationship over time. In the chart, the general inverse 
relationship is depicted by the slope of the gold line. As highlighted by the results from March 11th and 
18th of this year (some of the worst days for equities in the recent sell-off), bonds failed to provide 
offsetting gains relative to stocks.

FIGURE 1: RETURNS FOR EQUITIES VS. LONG-DATED US TREASURIES

Source: Bloomberg
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Over the course of the sell-off, treasuries were sold-down, as market participants showed a strong 
preference for dollars. The market was favouring liquidity over yield. This behaviour is in part due to 
a rise in the dollar liabilities held by non-US banks. When USD debt is used to fund local-currency 
assets (e.g. Australian Dollar assets), the bank faces a potential mismatch due to foreign exchange 
movements, which cause the value of the local assets and USD liabilities to drift apart. There is 
nothing new about this mechanism - except for the size of the recent move. Domestically held USD 
liabilities have increased from $1.2trn in 2009 to $3.4trn globally in 2018. When banks need to 
meet these obligations and the local currency has weakened significantly, they sell their USD assets 
- specifically Treasuries - to fund the obligations.

The magnitude of this selling weighed heavily on baskets of Treasuries, 
with the discount to NAV for Long-Dated Treasury ETFs reflecting 
investors’ urgency to sell-down in exchange for US Dollars. 

The past month’s imbalances have since been equalised, but this serves to highlight the fragility of 
certain asset class relationships, particularly in times of market instability. 

FIGURE 2: ISHARES 20+ YEAR ETF DISCOUNT TO NET ASSET VALUE

Source: Bloomberg



Authored in 1996, Grove uses an example throughout 
the book from his time at Intel, when the core business 
changed from DRAM to microprocessor development and 
manufacturing, due to increased competition from Japanese 
semiconductor manufacturers.

Grove starts with Porter’s Five Forces as a framework for 
business analysis, and then considers situations in which 
one of the forces increases tenfold, so called “10x forces”. 
These are referred to as strategic inflection points, where 
the business must fundamentally change to survive. These 
inflection points create threats, but also opportunities.

Grove gives some guidelines on how to identify these 
inflection points, and navigate the process of implementing 
change within a corporate environment.

Although the book is fairly dated, the principles described 
by Grove are relevant and sound 25 years later. Business 
success depends on its own destruction, and it is therefore 
wise to change - before you are forced to change under 
difficult circumstances. Being an early-mover at these 
inflection points certainly carries risk, but the consequences 
of being too early are less onerous than being too late.

One interesting aspect of the book being authored nearly 25 
years ago, is the ability to compare his opinions on various 
companies and his early thoughts on what the internet might 
become, to what actually happened.
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RECOMMENDED READ: ONLY THE 
PARANOID SURVIVE: HOW TO EXPLOIT THE 
CRISIS POINTS THAT CHALLENGE EVERY 
COMPANY  - by Andrew S. Grove

ANDREW GROVE WAS THE THIRD EMPLOYEE, AND EVENTUAL CEO AND CHAIRMAN, 
OF THE MICROCHIP POWERHOUSE INTEL. HIS BOOK “ONLY THE PARANOID 
SURVIVE” TALKS ABOUT HIS KEY BUSINESS PHILOSOPHY OF HOW COMPANIES 
AND MANAGEMENT SHOULD BE PARANOID AND ON THE LOOKOUT FOR NEW 
TRENDS THAT CAN DISRUPT OR DESTROY A BUSINESS, OR FOR THAT MATTER, 
WHOLE INDUSTRIES.

“Only the Paranoid Survive” 
is a worthwhile read and the 
message is probably more 
relevant than ever, considering 
the pace of technological 
change has only accelerated 
since the book’s launch.
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BLUEALPHA INVESTMENT OFFERING

OUR LONG TERM TRACK RECORD DEMONSTRATES OUR ABILITY TO CREATE 

WEALTH FOR OUR INVESTORS. 

  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 equity fund pro-
vides investors with offshore equity 
exposure. The fund invests in deve-
loped markets with a focus on quality 
growth companies with a large market 
cap. For further details, see page 1.

  BlueAlpha BCI Balanced Fund: 
the newest addition to the BlueAlpha 
stable, this fund aims to achieve high 
capital growth through maximizing 

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

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

  BlueAlpha BCI Equity Fund: 
is our general equity fund, managed 
with exposure locally and globally. 
Its benchmark is 75% JSE Swix, 
25% MSCI All Country World Index. 
The fund aims to provide long-run 
market out-performance. It has a 
high risk profile. 

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 PERFORMANCE – BLUEALPHA BCI EQUITY

* A Class, Net of Fees
** Benchmark: Composite of SWIX to 31/10/2017; 75% JSE Swix & 
25% MSCI All Country World Index from 01/11/2017
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-2.6%

1.1%

0.6%

5.7%

-1.4%

2.5%

3.2%

-8.9%

-21.1%

-10.6%

1.7%

Since Incept.
(July 2014 annualised)

Source: MoneyMate

To find out more about  
our funds or invest with us  
please contact Nicola on:
021 409 7100 or email: 
info@bluealphafunds.com

INVEST WITH US

exposure to both local and global 
equity, as well as through sizable 
exposure to property. It is managed 
to comply with Regulation 28 and is 
therefore appropriate for retirement 
products. The fund has a medium 
risk profile.


