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MESSAGE FROM THE CHAIRPERSON 
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Source: Arysteq/Bloomberg 
Firstly, our thoughts and prayers are with the 
communities and individuals, including 
healthcare workers and first responders, 
most deeply hit by the COVID-19 crisis. We 
too have been affected by this global 
phenomenon that is causing many deaths in 
Europe, Asia and the US is leading those 
numbers that no one wants. 
On top of this it has been a terrible two 
months in the market (both equities and 
bonds). February and March 2020 have been 
quite volatile and there was nowhere to hide 
for anyone. This was no different for us at 
Arysteq and its clients. 
This is the third market crash that I am living 
through. I saw the 2000 Dotcom bubble that 
resulted in a market decline between 2001 

and 2003. One can clearly see from graph 1 
that the Dotcom burst was not as sharp and 
violent as the most recent one. The Global 
Financial Crisis in 2008/9 had a sharp 
decline but not as violent as this current 
market decline. Each past correction was 
different and was caused by different 
reasons and factors. Their intensity and 
magnitude also differed but are also the 
same in many respects.  
 
 
 
 
 
 
 
 
 
 
 
What I have noticed over the years is that the 
scale of market declines is ever increasing, 
increased volatilities, the size of the events is 
becoming larger and our response to them 
also requires larger and larger interventions. 
The regularity and impact of these events are 
also increasing. We literally had our 3rd 
market crisis and correction in less than 20 
years. 
Before the last three market and global 
economic crashes and recessions that 
followed, there was the 1929 Wall Street 
crash, the Latin American debt crisis of the 
1980’s, the 1987 market crash and the 1997 
Asian Financial Crisis. The response 
required then was also a lot less in terms of 
fiscal and monetary support than what was 

3 



 

required for the more recent ones and 
certainly for the current one. 
Why is this happening more regularly and 
having a greater impact? The reason is 
simple, the world/globe has become a lot 
more interconnected, interrelated and 
integrated. A repeated similarity in all 
instances is that when liquidity dries up all 
correlations go to 1. Even in assets that are  
Graph 2 

completely unrelated. Everyone is trying to 
hide in cash, and we have seen it now again. 
US cash is about the only asset class that 
would have given you around 0% return and 
a little positive is US treasuries. See graph 2 
below. Some currencies such as CHF, JPY 
and some Commodities such as precious 
metals also went up. Everyone runs to 
safety. 

Source: Arysteq/Bloomberg  
Nothing is different from past crises. Again, 
debt is the problem but what is causing a lot 
of uncertainty and maybe a bit of panic is the 
fact that so many people are dying. It will be 
unwise to just look at previous market 
recoveries and returns after crashes and 
predict similar returns. The risks are different 
now. The way in which we will interact with 
each other and the world will most certainly 
change. 
We must look at scenarios and how 
recoveries panned out in the past. The 
outlook now is certainly negative for most 
countries and their economies. We have 
already seen multinational agencies like the 

IMF and the World bank cutting the outlook 
for global GDP significantly to negative. Most 
economies will contract with overall GDP 
declining by 1,9% according to Fitch Ratings. 
This could be considered conservative given 
what is happening in the oil market. The oil 
price has always been an indicator as to what 
will happen to global growth and inflation. Oil 
prices have been decimated in recent weeks! 
The US unemployment rate shot up to 
14.7%, and is still rising, it peaked at 10 % in 
2010. 
Market reactions were to cut interest rates 
and provide Quantitative Easing (QE), 
liquidity by central banks buying debt 
securities issued by both governments and 
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corporates. Countries that are currently 
thinking of going it alone will have to rethink 
Brexit and other exit plans that were on the 
cards. Countries like Namibia and South 
Africa may have to consider asking for 
assistance from multinational agencies like 
the World bank and the IMF. 
Looking at possible scenarios of how this 
recovery will likely take shape, it will certainly 
not be V-shaped. Canada in 2008 was a 
good example. What made the difference for 
the Canadians then was that their banks had 
very little exposure to the subprime crisis and 
were very well capitalised. SA also had a 
very sound banking system and still do. 
An L shape recovery is the worst shape you 
can have, with a massive drop and then 
drifting what may seem forever. Greece in 
2008 is an example of that. Growth never 
really came back and the rates at which it 
happens slows. We certainly don’t want that. 
We may likely have a U shape recovery 
however it will take longer, and our trough 
may be deeper although the trough may not 
reach pre crisis US in 2008. We still believe 
productivity is still the answer. New 
technology and inventions will have to make 
up for the losses and give us productivity 
gains. 
What all these crises have shown us is that 
over time the best place to be is equities. 
Good quality equities will outperform again 
as management teams are already looking 
for innovative ways to maximize revenue and 
earnings. Cost cutting will be one avenue to 
persue. I have recently seen the 
managements of several SA and 
multinational companies reducing their 
remuneration packages. An example is 
Woolies (WHL)* management taking a 30% 
pay cut just to make sure the general workers 
receive normal salaries.    (* not a 
recommendation). 

Inflation may be a concern in the medium to 
long term. Most central banks reacted by 
cutting interest rates. SA and Namibia 
reduced their central bank rates by 2% and 
2.25% respectively in recent weeks and this 
has been good for long bond rates. Most 
governments have announced some form of 
stimulus including ours and SA. What is 
important now is to protect our community 
and support those that are underprepared, 
especially our health workers, doctors and 
nurses. Spending priorities must be carefully 
considered. 
It will be pointless to predict outcomes now 
as we are unsure of what we are really 
dealing with. Information changes daily. 
What I do know is that forecasting will fail! 
In the short term the intensity of the COVID-
19 virus, and its properties, policy responses 
and consumer behaviours will determine the 
intensity of this shock. Companies with 
management teams that react the quickest 
and are nimble and have financial firepower 
meaning reserves (low gearing), liquidity and 
access to funding will prosper. 
We remain overweight on the likes of Anglos, 
Billiton, Tigerbrands, Mediclinic, Richemont, 
FirstRand, Standard Bank, Naspers, Prosus, 
and British American Tabacco. We certainly 
see long term value in these stocks at current 
share prices. 
Finally, what have made a difference for 
most companies and investors is being 
prepared, not overexposing oneself, 
diversifying including investing in defensive 
stocks and having a contingency plan. What 
I seem to miss with most government 
responses is the fact that there is no plan B. 
 
Andrew Jansen 
Chairperson   
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HOW ATTRACTIVE ARE BONDS REALLY? 

  
It is easy to now talk about viruses and 
epidemics being a global problem that needs 
to be addressed, but no one would have 
looked at that being a catalyst that would 
cause a financial calamity, before 2020. The 
recent crash certainly came from a place 
where no one was looking, the Wuhan 
Province of the People’s Republic of China. 
This is unfortunately now causing all financial 
experts to scratch their heads in trying to 
determine what will happen next. 
Fixed income is supposed to be the asset 
class that provides lower risk, certainty of 
income for investors and comfort that 
investments will be safe, so when we are 
troubled with the woes of our economy and 
that of the region we can’t help but wonder 
whether we will get our money back when we 
need it . And at the same time, we would like 
to protect our purchasing power so that 
inflation doesn’t erode our nest eggs. 
 
 
 
 
 
 

When considering the above there are two 
questions that come to mind: 
1. Can our Government pay us back the 

money we lend them? 
Our economy has been struggling for the 
4 years prior to 2020. GDP growth over 
that time as published by the NSA was -
0.3%, -0.3%, 0.7% and -1.1% for 2016, 
2017, 2018 and 2019, respectively. We 
believe that this came on the back of big 
spending by Government since 2007 to 
stimulate the economy subsequent to 
the global financial crisis. A large 
amount of that spending was financed 
by raising funding in the local and 
international bond markets. This has led 
to our debt to GDP ratio increasing from 
16% to 50% this year. 
External factors such as globally low 
commodity prices, regional dry seasons 
resulting in challenges in agricultural 
output resulted in pressure for 
Government to implement austerity 
measures to address the growing fiscal 
deficit around 2017. Due to the size of 
Government in the economy (50%+ by 
some measures) this led to decreased 
spending which went on to affect the rest 
of the economy including small 
businesses and households as 
unemployment increased. This has all 
led to a stranglehold on Government as 
cutting spending is less favoured 
politically, tax revenues slowed from 
lower spending and the debt burden 
started becoming unbearable. 
Consequently, Moody’s and Fitch now 
rate Namibia and South Africa as junk. 
See graph 1. 
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Graph 1

         Source: Arysteq/Bloomberg 
We believe that key reforms are required 
to revive, and kick start the economy. 
Ultimately job creation is critical 
politically and economically. However, in 
the absence of any meaningful reforms 
we still see some structural benefits in 
our country, being: 

 Significant foreign reserves to 
cover offshore debt; 

 The greater part of the debt 
burden remains in Namibia’s 
local currency; 

 Namibia dollar peg to the South 
African rand; 

 Debt to GDP, while rising, still 
low compared to peers; and 

 While unpopular, opportunities 
for seeking funding from the IMF, 
World Bank and China. 
 

2. Where are interest rates expected to 
go and is now the time to buy? 
Amid the virus pandemic the US Federal 
Reserve took the lead by cutting rates to 
zero. They also announced stimulus 
measures to the tune of US$2.3 trillion. 

This action by the Fed is similar to 2009 
in that it seeks to provide liquidity to the 
system and support the ailing economy, 
but it is dissimilar in the sense that the 
Fed will lend money directly to states 
and large counties by buying some of 
their shorter dated outstanding debt as 
well as providing loans directly to 
medium sized businesses complying 
with certain criteria. 
Subsequently, the UK, Europe and 
Japan also followed with similar 
measures. These steps by global central 
banks has provided the much-needed 
room for the South African Reserve 
Bank to cut. SARB cut by 2% this year, 
while Namibia cut by 2.25% this year 
with both central bank rates now at 
4.25%. See graph 2. 
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Graph 2 

       Source: Arysteq/Bloomberg  
These measures are no doubt 
extraordinary, but so is the virus. We 
now see any reversal in the monetary 
policy stance in SA and Namibia to be 
determined around how soon both 
countries can return to a form of “normal” 
as well as a need for a strong economic 
recovery. Both, I think will take a long 
time. 
 

 
Graph 3 
 
 
 
 
 
 
 
 
 

While we believe that rates will remain 
low for long, we equally see fixed income 
as an asset class being remarkably 
attractive in Namibia. The graph below 
illustrates this with the  
spread between bank rates and 
Namibian government bonds (both 
adjusted for inflation) being just under 
7% compared to its average of 4.4%. 
This is a very compelling illustration 
assuming that we are satisfied that we 
will get our money back. See graph 3. 
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In conclusion, the economic landscape is 
challenging, and important reforms are 
needed, but we believe the ability for 
Government to continue to settle its 
obligations as they come due remains higher 
than we think. Long-term fixed income 
returns will remain relatively high as 
economies struggle with coping with the new 
realities relating to the coronavirus. This 
coupled with a low risk of high inflation in the 
medium term provides for a great opportunity 
to buy. 

Investors are reminded that fixed income 
should just be seen as one category in an 
investor’s asset allocation and so should 
consider this as an opportunity to overweight 
fixed income relative to other asset classes 
rather than to be fully invested in that one 
asset class. Our multi asset portfolios are 
perfectly suited for that. 
Purvance Heuer  
Managing Director 
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SASOL – RETURN OF THE PRODIGAL SON? 

 
Sasol is an international integrated 
chemicals and energy company that 
leverages technologies and the expertise of 
more than 31k people working in 31 
countries. They develop and commercialise 
technologies and build and operate world-
scale facilities to produce a range of high-
value product streams, including liquid fuels, 
chemicals and low-carbon electricity.  
Having been one of South Africa’s crown 
jewels on the JSE up until recently, Sasol 
had a 52 week- high of R487.49 and a low of 
R21.88. What started out to be an excellent 
idea on paper, turned out to be a capital-
intensive project costing the company close 
to US$13b. You’ve guessed it, the Lake 
Charles Chemical Project! It was determined 
that the shortcomings in relation to LCCP 
was as a result of the former leadership of 
the LCCP’s Project Management Team, 
which was not transparent and engaged in 
inappropriate and incompetent conduct. The 
board also found that there was not sufficient 
evidence to conclude that individuals within 
the LCCP project management team acted 
with an intent to defraud. This was the final 
straw that broke the camel’s back and ended 
with the appointment of Mr. Fleetwood 
Grobler as President and CEO of the Sasol 
group effective 1 November 2019. After 
numerous attempts to set the market at ease, 
investors finally reached breaking point on 6 
March 2020 when the share price took a turn 

for the worst. The next 2 weeks saw 
investors panic sell until we hit the trough on 
23 March at R21.88. The company has had 
to cut the dividend recently with no help from 
COVID-19 and it doesn’t look like we’ll be 
getting any cash in the form of dividends 
anytime soon. 
Adding fuel to the fire was the fact that this 
all happened with “global oil powers” having 
their own market tantrum in the background. 
What was supposed to be a positive meeting 
between OPEC countries, ended up in an oil 
price war with Saudi deciding to increase 
production during the lowest oil price 
environment since 2003. The impact this had 
on the market was an oversupply in oil, non-
existent demand due to the global impact of 
the coronavirus pandemic and nowhere to 
store the commodity. Sasol was caught 
between a rock and a hard place! Following 
the emergency OPEC meeting in April, a 
production cut was agreed between the oil 
rich producers. The problem with this 
decision was that it was a little too late. With 
oil being in oversupply and demand having 
pulled back significantly across the globe, 
very few are currently in a position to take 
delivery of the commodity hence why we are 
seeing further downward pressure in the oil 
market. 
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Graph 1 
 
 
 
 
 
 
 
 
 
Source: Arysteq/Bloomberg 
With looming concerns around Sasol’s 
ability to meet their debt covenant 
requirements, this was further provoked by 
the fact that the company did not have any 
hedges in place against the decline in the oil 
price. Matters became worse with a rights 
issue seeming imminent if the company was 
not able to relieve pressure on its balance 
sheet in the form of capex-prioritisation, 
salary cuts or an asset disposal of some 
sort. Investors grew weary of the potential 
impact this would have on their 
shareholding. On 31 March, the company 
announced that it had managed to hedge 
about 80% of its synthetic fuel production in 
the fourth quarter, at $32/barrel when the 
market somewhat stabilized. This was met 
with a sigh of relief and we saw a significant 
recovery of about 200% in Sasol’s share 
price following the statement. 
Our view is that what is saving Sasol’s 
operations in South Africa is the fact that 
100% of the company’s coal supply is 
inhouse. They are therefore not exposed to 
input price pressures when it comes to the 
production of base chemicals whereas 
revenue on the other hand, is directly 
impacted by the oil price. 
 
 

 
 
 
 
 
 
 
 
 
The demand for oil therefore needs to get 
back to sustainable levels before we’ll see 
any meaningful improvement in the current 
share price of Sasol going forward. The fact 
of the matter is, oil trading at US$20/barrel is 
not a new norm and it hasn’t been for at least 
the last 20 years. 
The big concern however still remains with 
LCCP, which was last reported to be 90% 
completed with majority of the plant being 
beneficially operational. During the most 
recent call with management, the 
expectation was for the plant to start 
breaking even during March 2020. To date, 
we’ve seen significant impairment write-offs 
in relation to LCCP and expect this trend to 
continue in the near term as the effects of 
COVID-19 on the US economy and the 
deterioration in the oil price continue to weigh 
negatively on the beneficial operation of the 
project. The COVID-19 pandemic could not 
have come at a worse time and the effects 
thereof will still be visible for quite some time. 
What is clear from all of this is that the 
recovery is not going to happen overnight! 
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Graph 2 
 
 
 
 
 
 
 
 
 
 
 
Source: Arysteq/Bloomberg 
At time of writing, Sasol is trading at a price 
to earnings ratio of 5.9x compared to its long-
term average of 11.0x. The stock is sitting on 
a comfortable 46.3% discount to its long-term 
average price to earnings ratio whereas 
peers are trading at premiums of between 
20% - 30%. The stock is therefore screening 
relatively cheap compared to its peers. In 
addition to this, its debt to equity ratio is 61% 
which is substantially lower than that of 
LyondellBasell Industries [U.S.] (199%) and 
Oriental Energy [China] (165%). It’s return on 
equity however, is currently at 3.6% vs that 
of LyondellBasell and Oriental Energy at 
23.5% and 14.5%, respectively. It must be 
said that the impact that LCCP has had on 
these metrics has made matters worse with 
return on equity coming off a high of 20.3% 
in 2012, before the rise of LCCP.  
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
The fact of the matter remains that Sasol’s 
fundamentals are still intact. They have 
managed to build a similar sized operation in 
the US into their South African operation. 
LCCP is fully operational, they should find 
themselves in a comfortable position again. 
The expected EBITDA contribution from the 
US project is in the region of US$600m – 
US$750m for FY21, which roughly translates 
to 22.5% contribution to forecasted group 
EBITDA. In our view, Sasol remains a quality 
business and we continue to be comfortable 
with the positions we hold for our clients. 
Dean Isaaks  
Assistant Portfolio Manager  
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        FULLY DISCRETIONARY EQUITY COMPOSITE                     
Composite information as at 31 March 2020                                                                                   
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      ARYSTEQ BALANCED FUND FACT SHEET 
 Fund information as at 31 March 2020                                                                                                
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ARYSTEQ REAL RETURN FUND FACT SHEET 
Fund information as at 31 March 2020                                                                                    
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ARYSTEQ MONEY MARKET FUND FACT SHEET 
   Fund information as at 31 March 2020                                                                                                                               
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IMPORTANT DISCLOSURES 
 
Authorised Service Providers 
Arysteq Asset Management (Pty) Ltd and its subsidiary, Arysteq Unit Trust Management Ltd are authorised financial 
services providers and are regulated by NAMFISA. Our Arysteq Unit Trust Scheme license number is 25/9/5/26 and 
investment management license number is 25/12/86. The Trustee’s/Custodian is Nedbank Namibia Limited.  
 
Risk disclosure 
Past performance is not necessarily a guide to future investment performance. Any market movements relevant to 
the underlying assets of the Fund may cause the value of the underlying assets to go up or down. Therefore, we do 
not guarantee any portion of monies invested including capital or dividends in our funds. 
None of our funds engage in any borrowing or take exposures to derivatives except to make adjustments to asset 
allocation or to hedge portfolio risk. Derivatives are not used to speculate. Additionally, none of the funds enter into 
any short positions. 
 
Daily pricing, purchases and redemptions 
Purchase and redemption requests must be received by our back-office team by 10h00 each business day to 
receive that day’s price. Unit trust prices are calculated on a net asset value basis by valuing the portfolio at the 
prevailing market prices and deducting the permissible expenses as allowed by the Unit Trust Control Act, as 
amended. Pricing and fund valuations take place approximately 15h00 each business day. 
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CONTACT DETAILS 
 
Andrew Jansen 
e: aj@arysteq.com.na 
c: +264 81 124 8960 
Purvance Heuer: 
e: ph@arysteq.com.na 
c: +264 81 435 7598 
Dean Isaaks  
e: di@arysteq.com.na 
c: +264 81 474 4038 
Antoine Agenbach 
e: aa@arysteq.com.na 
c: +264 81 624 1611 
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