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The Crux of the matter

Sasol Ltd (SOL SJ)

WPC2021 — Cautious outlook remains in place

Key message: We are currently attending the virtual World
Petrochemical Conference hosted by IHS Markit. We highlight the key
themes that impact prices of Sasol’s commodity chemical products.

Key themes: The key themes at the conference are the changes facing
the chemicals industry. These include the energy transition and
decarbonisation, plastic waste and the circular economy as well as
electrification of vehicles and the permanent effects of COVID-19.

Cautious outlook remains: IHS remains cautious on petrochemical
profits over the next three years. New capacity in the ethylene and
propylene value chains will outpace demand growth and operating rates
and margins are set to decline with a recovery only expected after 2023.

The year that was 2020: The ethylene and propylene value chains
benefitted from unexpected demand growth. Global polyethylene
demand increased by 4% while polypropylene increased by 5% despite
the contracting global economy. The need for PPE and packaging for
PPE drove demand higher and increased in online shopping and a shift
in consumer spending from services to goods also impacted demand.

Supply impacted by short term dislocations: Supply for ethylene
and propylene increased significantly in 2020 (Figure 1) but plant
closures due to adverse weather and unplanned production
interruptions offset these increases. Scheduled plant shutdowns also
took longer than expected due to workplace COVID protocols. The
recent cold weather in the US shut down more than 90% of
polyethylene capacity. This and the shortage of containers prompted
panic buying, pushing prices and margins to levels that match previous
peaks (Figures 3 and 4).

Normalised market in 2H: IHS expects polyethylene integrated
margins will peak in 2Q2021 after which the lifting of the above
constraints will return markets to normality. IHS expects the addition of
4.5mn tons (+4%) of new polyethylene capacity in China in 2021 of
which 1.6mn tons will come to market in 1H2021. Operating rates and
margins are expected to come under renewed pressure in 2H reaching
a trough only in 2023. In the absence of plant closures, global operating
rates are only expected to approach 90% in 2026 (Figure 2).

Margins under pressure: Ethane cracking margins should come under
pressure in all regions while non-integrated polyethylene margins could
fall to zero in high cost regions. US integrated operations should
maintain a cost advantage as a result of low ethane cracking costs.

Cautious view on MEG remains: The addition of significant MEG
capacity between 2019 and 2023 should see global operating rates drop
as low as 60% in 2023 forcing margins lower in all regions.

Read through for Sasol: We still hold a cautious view on commodity
chemical prices through the next three years (Figure 6). There is
significant upside to our profit forecasts for Sasol if prices remain at
current levels for longer (+27% in FY21 and +40% in FY22). We
maintain an Overweight position.
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Share price
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Expected dividend
Total expected return

Market cap
Shares outstanding

OVERWEIGHT
R/share 226.6
R/share 210.0
R/share 0.0
% -7.3%
Rmn 143 677
mn 634
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Figure 1 Increase in ethylene capacity, kt Figure 2 Ethylene supply and demand, kt
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Figure 3 US Integrated polyethylene margin, $/t

Figure 4 Asian integrated polyethylene margin, $/t
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Figure 5 Ethylene conversion margins, $'t

Figure 6 Sasol polyethylene prices
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Disclaimer:

This report is not investment, financial, accounting or tax advice and is provided for information purposes only. In preparing this report
we did not take your specific needs and investment objectives into account. Any prices or quotations provided are indicative only and
may not be used or relied on for any purposes, including valuation purposes. Opinions expressed in this communication may change
without any notice. This communication is not a solicitation to buy or sell any product. To the extent permitted by the law, Chronux
Research Pty. Ltd. and/or the author(s) accept no responsibility or liability (in negligence or otherwise) for loss or damage resulting from
the use of or relating to any error in the information provided. This information has been prepared in good faith and is based on
information obtained from third party sources. Any modelling, scenario analysis past or simulated past performance (including back-
testing) contained in this information is no indication of future performance. Analysts at Chronux Research might have direct exposure
to companies they cover. This product may not be eligible for distribution in all jurisdictions and is directed at institutional investors who
have professional experience as defined by the applicable law and/or regulation in the relevant jurisdiction. It is not for retail investors
and may not be distributed into any jurisdiction where the information is not permitted. This communication is for the intended recipient
only and if you have received this communication in error or in an unlawful manner the report must be destroyed, and the author notified
immediately. These disclaimers and exclusions shall be governed and construed in accordance with South African law. If any
provisions of these disclaimers and exclusions shall be unlawful, void or for any reason unenforceable then that provision shall be
deemed severable and shall not affect the validity and enforceability of the remaining provisions. © Chronux Research Pty. Ltd. All
rights of Chronux Research Pty. Ltd are reserved.
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