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Looking back 
We take a look at the history of a fea-
tured 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 Nike.

Investment Focus 
In this series, we tackle a new investment 
concept every quarter - from which valu- 
ation metrics to use for different types  
of businesses, to how companies can 
create value for shareholders. In this edi-
tion we explore How companies tend  
to navigate to a P/B of 1.

Chart Focus 
This piece presents the most interesting 
or noteworthy chart that we've encoun-
tered over the quarter, exploring the 
Why's and Wherefores’ of how that pic- 
ture emerged. This time, we're assessing 
the SA Trade Surplus.

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 
Style Investing by Richard Bernstein.

The primary objective of the BlueAlpha BCI Global Equity Fund is to offer 
investors a high long term total return by investing across global equity 
markets.
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Nike was founded by two indivi- 
duals named Bill Bowerman and 
Phil Knight in Oregon, US. Bower-
man was a track and field coach 
and he was also a mentor, coach, 
and friend to Phil Knight. In 1964  
the two became business partners 
and started an athletic footwear  
distribution company called Blue 
Ribbon Sports.

Bowerman, the innovator, experi-
mented with shoe designs and  
rubber formulations to produce a 
better running shoe. Dissatisfied 
with the running shoes available  
on the market they started design-
ing their own shoe and renamed 
the company to Nike in 1978. Bower-
man and Knight were a great com-
bination, Bowerman the innovator 
and Knight the entrepreneur. 

In 1980 Nike had their IPO with a 
price of 18 cents per share. Knight 
was terrified of losing control of 
Nike through an IPO, that thou-
sands of shareholders will ruin the 
Nike culture. Their solution was to 
issue two classes of stock – ordinary 
class B shares with one vote, and 
preferred class A shares for the 
current team that would let them 
name ¾ of the board. They were one 
of the first companies to issue non-
voting shares, which is common 
practice today.

Nike is now sitting at a market 
cap of $236.8 billion and is the 
largest supplier of athletic  
apparel and footwear.

Brilliant Marketing 
Nike is head and shoulders above 
everyone else when it comes to mar-
keting and brand management.

Nike sells a lifestyle; it taps into an 
emotional part of the consumer 
that wants to live a healthier life 
and to find their own "greatness". 
Nike mentions their product 
minimally in their advertisements 
but focuses more on the benefits 
of exercise as well as tapping into 
our dreams and aspirations. 

1987 saw the ad for Air Max shoes 
set to The Beatles' "Revolution," mak-

ing it the first ad to use the band's 
music and in 1988 the first "Just Do 
It" campaign launched with an ad 
featuring 80-year-old running icon 
Walter Stack running across the 
Golden Gate Bridge.

Part of Nike’s success is owed to 
endorsements by athletes such 
as Tiger Woods, Roger Federer, 
Lebron James and Kobe Byrant. By 
far the most lucrative endorsement 
Nike has ever had has been with 
Michael Jordan. Jordan quickly rose 
to super stardom and his shoe line, 
Air Jordans, made over $100 million 
in revenue by the end of 1985.

The Swoosh that has stood the test of time. The Nike logo is the shape of one of the 
wings of Nike, the Greek Goddess of Victory. As a company, they have certainly 
been victorious.  

Looking Back: Nike
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FIGURE 3: Bill Bowerman

Source: news.nike.com



It is no surprise that Nike  
was again the most  
dominant brand in Olympic 
athletics. The global sports 
giant was on the vest of 53 
medalists and was on the  
feet of 73—and remains in  
the top spot that it had in Rio.

Keeping with the times: 
A change in strategy 
A major change in Nike’s strategy is 
how they are now focusing on di-
rect to consumer sales. This entails 
increasing Nike's own sales to shop-
pers through its own stores and 
digital channels while moving away 
from selling at wholesalers. Nike's 
DTC strategy is focused on pull-
ing out of partnerships that aren't 
as unique or useful to the brand. 
When it comes to wholesale, retail 
partners have to add value, such as 
a different customer base or loca-
tion. Wholesale partners that just 
want the latest shoe release to draw 
foot traffic will no longer be attrac-
tive to the brand.
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Source: Nike Annual Reports

FIGURE 2: Shoe Brands worn by medallists at the Tokyo 
Olympics 2021

FIGURE 3: Nikes digital Sales Growth

Source: track-stats.com



Source: Statista

Source: Bloomberg

FIGURE 4: Worldwide footwear sales 2020 

FIGURE 5: Nike vs. Competitors 
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E-commerce as a channel itself has
also accelerated over the years, and
even more dramatically during the
past few months with the COVID-19
Pandemic.

The numbers speak for 
themselves 
Nike is constantly being innova-
tive with the development of their 
shoes (R&D spend was $349 million 
in FY 2020). They have a dedicated 
sports research lab where advanced 
R&D in biometrics, exercise physi-
ology, engineering, and industrial 
design takes place. This R&D spend 
proves to be working as Nike’s shoe 
sales are definitely the core of their 
success. They have also managed to 
create a portfolio of brands capable 
of reaching multiple sports, lifestyle 
categories and price points such as 
Hurley, Converse, and Nike Golf.

Nike is a sound stock based on its 
steady performance. Their revenue 
has continued to rise and is current-
ly sitting at $46.2 billion, up 14% from 
FY 2019. Earnings per share stands 
strong at $3.56 for FY 2020. With 
such strong financials they have left 
competitors in the review mirror.

Nike’s focus on brand 
recognition and 
endorsements, along with 
investments in research  
and development has set  
the company up for  
continued success.  



At BlueAlpha our stock research meetings start with the question: Who is making 
money right now? Of course we use words a bit fancier than that.  We focus on qual-
ity businesses with high returns and strong cash generation. These companies are 
able to reinvest at high returns, which further drives their growth. Only at the end 
of our process do we discuss valuation. 

Investment Focus:  
Welcome to a Price to Book of 1
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However, most investors start with 
valuation and often start looking 
for companies trading on a price/
book (P/B) value below 1.

We have previously written about 
how accounting changes have dis-
torted balance sheet values which 
can explain the poor performance 
of low P/B companies. This article 
deals with companies that regard-
less of recent voodoo accounting 
principles should always be at or 
near P/B of 1.

The three groupings of companies 
that gravitate to P/B of 1 are:
1) Companies whose main asset  
 is a big plant,
2) Companies who distribute  
 product for other companies,
3) Companies who are serial   
 acquirers of other businesses.

The Big Fat Plant
For this group I’m specifically refer-
ring to companies that have no 
real brand, for example they might 
build car batteries supplied to a car 
company or have a nice shiny plant 
that makes bottle tops, or it could 
be a sophisticated chemical plant. 
The common feature though is 
that they don’t own a brand or have 
direct contact with the customer. 
Typically if you are removed from 
the customer your negotiating 
power is less. If Volkswagen wants 

batteries, it can go anywhere in 
the world to source them, but 
the battery manufacturer would 
rely heavily on VW to use their 
batteries. Plants without brands or 
any research edge are destined to 
become P/B of 1.

From an investment point of view if 
you earn returns equivalent to your 
cost of capital you should be on a P/B 
of 1. If you walk into any unbranded 
plant the financial metrics would 
typically look as follows:
• Asset Turn of 0.8 
• Net Margin 10%
• Return on Assets (ROA) is then 8%
• Add a bit of leverage, say 30%   
 gearing, and you get a Return on  
 Equity (ROE) of 12%.
• On a discount rate of 12% this  
 would imply a P/B of 1.

Most plants are built with a goal 
of asset turn of 1, a margin of 10% 
and some gearing. Unfortunately 
banks are only too happy to provide 
financing for this, so the world has 
an excess of plants. Perversely, the 
world of ultra low interest rates has 
accelerated this problem. Thirty 
years ago when real rates ruled the 
world, plants had to deliver better 
returns to attract financing. The 
last 15 years of low real rates and 
returns has ushered in an excess of 
low value plants.

The Importer / Exporter
Once again this is directed at the 
unbranded company and the best 
example is Datatec.

Here the metrics look very similar on 
an ROE basis, but the makeup of the 



balance sheet is different.  Instead of 
a plant think about a big warehouse 
with a lot of inventory waiting to be 
delivered to some retail store - could 
be a stack of TVs or last year’s winter 
coats.  On the balance sheet, rather 
than property, plant, and equipment 
(PPE) they have inventory and 
accounts receivable. In the case of 
Datatec, accounts receivable is 10 
times larger than PPE.

The typical distributor metrics look 
as follows:
• Asset turn 2
• Margin 4% giving an ROA of 8%
• Combine with leverage of 30% 
 and ROE is again 12%

Here the company is stuck between 
a big (bad) branded company for-
cing them as distributor to hold the 
stock and on the other side a fickle 
consumer who may or may not 
buy another TV.

Many company failures are seen in 
this area as banks are very quick to 
cut financing to this corporate.
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Going back to Datatec, it is a credit 
to management how well they 
have managed the business, as it’s 
probably the most difficult business 
model to manage in today’s world.

The Serial Acquirer
In the two groups above we 
come across some very good 
management, they just happen 
to be involved in a very tough 
way to make money. In the serial 
acquirers, we tend to find the worst 
management - think a teenager 
with access to a credit card. This 
easy access to capital can often 
explain their success (with success 
being defined inside the company 
as market cap or revenue growth). 
We know Steinhoff committed 
fraud, but the continual buying 
of companies did disguise some 
other issues outside of the fraud. 
To this day we still have no idea 
what the organic growth was, it 
was most likely negative.

These companies also gravitate to a 
P/B of 1. Let’s look at what happens 

when a company on a P/B of 3 buys 
another company of the same 
market cap size and a P/B of 3: 
• Company A Market cap 300.   
 Book value of 100
• Company B Market cap of 300 
 Book value of 100

A+B Market cap of 600 but book 
value of 400 (200 of which is 
intangible assets) So P/B is now 1.5. 
As you can see another deal or two 
and then P/B will be 1. Here the book 
value is meaningless unlike the Big 
Fat Plant or the Importer/Exporter. 
And this is why we tend to shy 
away from a serial acquirer as we 
effectively lose our window into the 
financial metrics of the company.

As you can see from above 
there are companies that in 
the natural course of what 
they do, tend to navigate to 
a P/B of 1. So, before you get 
too excited finding a company 
with P/B lower than 1, look at 
the business model first.
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A country’s current account is the 
sum of the balance of: 
• trade (exports minus imports of 
 goods and services), 

• net factor income (such as inte- 
 rest and dividends), and 

• net transfer payments (such as
 foreign investment). 

You’re probably surprised that the rand is trading at virtually the same level ver-
sus the US dollar as three years ago? Much of this resilience can be attributed to 
the all-time-high current account surplus. 

Chart Focus: SA Trade Surplus

Source:  Bloomberg

FIGURE 1: SA Trade Surplus 

It is the broadest measure  
of money flowing in and  
out of the country. As at  
the end of August the  
trade surplus is sitting at 
R42bn ($2.9bn). This is up 
a staggering 833% from 
August 2019. 

What was the main driver of 
the current account surplus? – 
SA’s Cracking Trade Surplus
SA’s trade surplus in goods has pro- 
vided record support to the current 
account, more than off-setting the 
deficit in other components, such as 
on the services account, where tour-
ism income makes up a large part.
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Fueled by a rise in commodity prices 
as well as export volumes recovering 
to pre-covid levels, revenues from SA 
mining companies have been the 
main driver of the trade surplus. This 
was boosted especially by platinum 
group metals, which benefited from 
substantially higher prices than in 
2020. Manufacturing and agricultural 
exports also increased over this period.

Revenue from miners has been 
South Africa’s saving grace these last 
18 months, underpinning the current 
account surplus as well as support-
ing tax revenues and fiscal spending. 

Source:  Morgan Stanley

FIGURE 2: Tax Revenue from SA Mining Companies

This begs the question: What is 
the commodity price outlook and 
the implications for SA? At spot, 
commodity prices as at the end of 
September 2021, SA would still run 
a substantial trade surplus and net  
positive current account surplus. 
Morgan Stanley estimates it could 
weather a 25% decline in metal pric-
es from spot, assuming oil and coal 
are unchanged, before moving into  
negative territory. Longer term, 
the ability of South Africa to attract  
investors and tourists should help 
offset a normalization in the com-
modity space.

While exports have gone up, 
imports have contracted. The 
Covid pandemic has resulted 
in a decline in consumption, 
for example, people are driving 
less so we are using less oil. 
Generally, a contraction in 
imports means the economy 
is contracting.  We should see 
some recovery in consumption 
on the back of extra covid relief 
grants, a large boost in public 
sector wages and South Africa 
moving back to level one 
as covid cases have peaked 
across most provinces. 



Probably 90% of books on stocks deal with how to value companies. Another 8% try 
and give you their version on how to peer into the future. About 2% are really good. 
This is one of them. 

Recommended Read:  
Style Investing by Richard Bernstein

It doesn’t try to sell you on one style over the other i.e. 
growth over value or try to argue which discount rate ex-
plains the universe.

Instead, it lays out which styles do well in which environ-
ments. More helpfully it lets you know what areas you 
should excel at if you did wish to be a value investor. By 
way of an example Bernstein stresses how important it 
is for a value investor not to buy too early. The nature of 
value investing is to buy a stock when its P/E multiple is 
lower than its history. He explains though that that low 
multiple is the markets way of saying that problems and 
low returns are about to unfold. Hence value investors 
must not be too early. The value investors in Nampak 
will know exactly what he is talking about. For growth 
investors the focus should be on not selling to early. He 
suggests that the real skill for growth investors is know-
ing when to sell. How many investors sold Capitec after 
they doubled their investment claiming the future was 
fully discounted.

He also introduces the idea of an investment clock by 
effectively assigning an investment life cycle to compa-
nies. In doing so he introduces the idea of timing into 
investments. For many investment fundamentalists 
this is tantamount to blasphemy. While accepting it’s 
not easy, investors must try and improve their timing to 
maximize their ideas. For this he uses the concept of an 
investment clock.

In the investment clock he has four distinct areas of the 
life cycle. In the first quadrant are stocks that are gaining 
market share, improving margins and often get labeled 
as quality. A good example would be Clicks or Capitec. 
At the other end would be companies suffering years of 
declining returns and poor sentiment. Low growth, low 
quality and poor management might be the phrases 
associated with these companies. PPC is a good example 
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here. People with long memories would remember the 
time PPC held the same position Clicks does today.

Going from one quadrant of the clock has important 
meaning depending on the type of style that an investor 
has followed. It also is a very helpful template to follow 
when setting bet sizes.

The book was written in 1995 by Richard 
Bernstein who at the time was setting up the 
Quantitative research arm of Merrill Lynch. 
(Now Bank of America). Demonstrating the 
longevity of this book is that the core of what 
he wrote about then is still the basis of the 
current quantitative department. Richard 
Bernstein while working for Wall Street was 
voted 18 times to Institutional Investors All 
America Research Team.



BlueAlpha BCI All Seasons Fund: our longest run- 
ning 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 provides investors with offshore equity 
exposure. The fund invests in developed markets with 
a focus on quality growth companies with a large 
market cap. For further details, see page 1.

BlueAlpha BCI Balanced Fund: this fund aims to 
achieve high capital growth through maximizing  
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 appro-
priate for retirement products. The fund has a medium 
risk profile.

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 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 perform-
ance 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

1 Year 3 Years
(annualised)

5 Years
(annualised)

SA Equity – General Sector Average

Benchmark**

BlueAlpha Return

Out-Performance to Benchmark

6.9%

7.2%

8.5%

-1.6%

8.0%

5.8%

7.4%

0.6%

8.6%

5.3%

7.0%

1.6%

19.2%

27.7%

20.8%

-1.6%

Since Incept.
(July 2014 annualised)

Source: Fund Focus (Iress), 
Bloomberg

Our long term track record demonstrates our ability to create wealth for our investors. 

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

Privacy Policy Statement

Invest with us

click here

https://www.bluealphafunds.com/invest-with-us/
https://www.bluealphafunds.com/wp-content/uploads/2021/03/Privacy-Policy-Statement.pdf

