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“Take care of the pennies and the pounds will take care of themselves”
The United Nations has called the Covid-19 pandemic the worst crisis since World War 2 and
Sean Gossel, Associate Professor in Financial Economics at the Graduate School of Business
University of Cape Town in a paper penned together with Thomas Koelble, Professor of
Business Administration in Political Science at the GSB, claimed this week that even before the
Covid-19 pandemic bloomed, South Africa was on the brink of a financial crisis; but now, after a
shutdown and a downgrade, there are no longer any delusions – South Africa has tipped.
They note that “During March, global markets lost nearly $8-trillion (the worst performers were
Argentina and South Africa – the S&P South Africa Composite was 41.1% down from its 2020 peak at
the end of February).
“A World Economic Forum report indicates that the Chinese economy has seen double-digit losses in
retail sales, export earnings, industrial production, services, and investment in fixed assets. The US
economy is likely to follow suit and has already seen an enormous increase in the unemployment rate.
A recent New York Times report estimates the unemployment rate to be at 13%. In October of 2019 it
hovered around 3% to 4% nationwide and is now at levels unseen since the Great Depression of 1932.
“The impending global depression and our weak state means that most South Africans will find the
coming months extremely difficult to manage. Even before the shutdown, Moody’s predicted that the
domestic economy would contract by 2.5% and our debt-to-GDP will reach 91% in 2023. As a result of
the downgrade, South Africa will soon be kicked out of the benchmark World Government Bond Index
(WGBI) of local-currency debt, which could trigger outflows of around $11-billion. No wonder some
economists expect the rand to breach R20 to the US dollar this year.
“It is possible that it will take years for the global economy to recover, which will have dire implications
for South Africa’s economic prospects because the structure of the local economy is highly
dependent on services, such as international tourism (now at a standstill and unlikely to recover for
years) and the export of commodities to countries such as China.
“According to researchers at Harvard’s Center for International Development, South Africa is one of the
few countries that has not been able to increase its levels of economic complexity over the past 25
years. The reason is the government’s lack of a coherent industrial policy to foster indigenous privatesector firms.
“Consequently, employment has been overly reliant on the welfare of the public sector and capitalintensive rather than labour-intensive corporations. Hence, many of the country’s leading economists
recently warned in an open letter to President Ramaphosa that unless drastic action is taken, millions of
South Africans who already live in poverty will fall into destitution, millions will lose their jobs, and
thousands of businesses will close.
The further danger is that traditional social support networks will be disrupted, and over the long term,
the impact on business capacity and physical, financial, and human capital could be devastating.
Implications for South Africa
South Africa was poorly positioned to weather any crisis, let alone a crisis of the magnitude of Covid-19.
Government has bravely used the measures available to contain the pandemic, including locking down
the country, but with a debt-to-GDP ratio of 62% before the crisis, fiscal options were limited and thus
the focus has been on monetary policy options. They add that, “As the pandemic-induced lockdown
wears on, formal as well as informal businesses are likely to suffer potentially catastrophic losses.

Some predict an economic shrinkage of 6%, but this may be optimistic. Even if true, a 6% reduction in
economic activity will bring a severe reduction in tax revenue at a time when the government will find it
difficult to borrow capital as a result of junk-bond status.
Given the fiscal state of South Africa, it is unlikely that the government will be able to do much to offset
the triple crises beyond engaging in bond repurchases, issuing short-dated bonds, and seeking
international assistance. This situation will force the government into making some very difficult and
much-resisted policy choices (even if it decides to channel local pension funds to bail out failing public
enterprises), that will render many of the recent debates on the nationalisation of the SA Reserve Bank
and expropriation without compensation as quite quaint.
In conclusion, they argue that, “With very limited capital available, the State will have to invest carefully
and with greater oversight from civil society and the Chapter 9 institutions while also enacting legislation
to allow the private sector to flourish (although this may first require a showdown with the public sector
unions). A possible silver lining is that South Africa’s political elites will finally learn to live within the
county’s ecological and economic limits”.
It is pretty gloomy stuff, particularly for people like myself who were reared on stories by parents and
grandparents about the hardships they had to endure during the Great Depression and it is arguable
that South Africa might have to endure much of the same because of the economic ineptitude of the
majority in the ANC. There are healthy signs, however, that President Ramaphosa has finally grasped
the initiative from the Pro-Zuma group in the ANC which has hitherto reportedly thwarted his efforts to
make urgently needed policy changes which will hopefully usher in pro-growth economic policies and
help reverse unemployment growth. The acid test of this new dispensation is likely to happen today
when we hear whether of not public servants receive an unaffordable pay increase. If Ramaphosa does
not face down the unions now when he holds all the power, it is unlikely that he ever will!
On a more positive note, however, the world has
moved on somewhat since 1929 and we have
learned a few things about how to prevent the
disruptions that happened then, so let me start with
a chart courtesy of CNBC of New York’s S&P500
Index last week as that city endured the eye of the
Covid-19 storm, recording the highest number of
deaths in the world to date:
Despite the public health and economic crisis, the
stock market is coming off one of its best weeks in
decades. The S&P is up almost 25% since a March
23 low. It has responded to an unprecedented level
of fiscal stimulus by major central banks and by recent experience that such stimulus inevitably flows to
global stock exchanges.
In the aftermath of the 2007 Great Recession an
approximately four-fold increase of the global money
supply led directly to a precisely similar increase in
stock markets globally and in our own JSE. As my
second graph illustrates, the JSE All Share Index
rose 329.03 percent between November 2008 and
January 2018. The ShareFinder Blue Chip Index
rose even more impressively growing at a
compound annual average rate of 23.3 percent
during the same period to overall add 683 percent.
There is, moreover, every reason to expect that
South African blue chips will do every bit as well in
the aftermath of the current crisis. Thus, those of
you who have seen their life savings decimated
lately might accordingly take some comfort by
referring back to last week’s issue of Prospects in
which I pointed out that Wall Street’s S&P500 Index
had fallen to a fairly well established support level and that ShareFinder was predicting a retracement

from there until late September with some volatility along the way. Furthermore, as the graph below
illustrates, ShareFinder continues to project a strong recovery of the Blue Chip Index until midSeptember.

Furthermore, the engine that drives
them all; New York’s S&P500 Index
looks set for a similar recovery.
ShareFinder, in the projection graph on
the right, senses the probability of gains
until September 28 followed by declines
until the end of the year.
Now, this unusual situation has opened
up an opportunity that we have not
seen in a very long time with our 20year RSA bonds having soared on the
ratings agency downgrade to 12.36
percent and now standing at 11.64
percent, they are worth considering for those who are seeking a guaranteed future income. Direct
participation in the bond market is, unfortunately not available to those with limited capital but there are
some good bond-related unit trusts for those with less capital to invest. Talk to your broker.
Normally I do not recommend bonds
because in the ordinary sense they do
not offer capital growth potential but in
the current circumstances when the
income off traditionally high yielders
such as property reits has been
rendered suspect because of the lockdown and concern about retailers being
unable to afford their rent bills, these
are now an attractive alternative,
particularly so if the Reserve Bank
continues with aggressive “quantative
easing” and unprecedented interest rate
cuts that will spill through as capital
gains for RSA bond holders.
For those who are speculatively
minded, although Sasol shares have
nearly trebled in price since I
recommended them to readers in my
“Predicts” column a few weeks ago
when the shares had plunged to
R20.77, they have since risen to R71.60
and with the ending of the crude oil
price war this week, I anticipate a
further surge.

The shares have, if you consider the graph
on the right, a long way to go to full
recovery. Notice my green long-term
support line drawn in at R353.55 which was
penetrated last June when the investing
public first became concerned of the cost
over-runs at Sasol’s world-scale 1.5-millionton-per-year ethane cracker currently
under construction near Lake Charles,
Louisiana, in the US, adjacent to Sasol’s
existing chemical operation. Downstream of
the cracker are two large polymers plants
(low-density
and
linear
low-density
polyethylene) and an ethylene oxide/
ethylene glycol plant, which together will
consume around two-thirds of the ethylene
produced by the cracker. There are also
three smaller567, higher-value derivative
plants, which will produce specialty
alcohols, ethoxylates and other products.

Once commissioned, this world-scale
petrochemicals complex will roughly
triple Sasol’s chemical production
capacity in the US.
However, the share price decline goes further back to September 2018 when the company
announced that it was to distribute R1.3-billion to its BEE shareholders, Sasol Inzalo Public pref
shareholders, in the form of a cash payment on 17 September 2018. In the aftermath the shares fell
from R578.68 to R384.78 by February last year. They recovered to R480.34 but then fell again in
association with the launch of its BEE Sasol
Khanyisa project in April last year, hovered briefly at
the green long-term support line and then plunged
further to finally establish another support level
denoted by my purple line at R260 following
disclosure of a 51 percent decline in earnings per
share from R14.26 to R6.97 and an announcement
that the final dividend would be passed in order to
strengthen the balance sheet following significant
cost over-runs at the Lake Charles project. Then, of
course, came the Covid-19 crash!
Recent results suggest that the Lake Charles plant is
98 percent complete but debt is now the problem
gearing having increased from 56,3% at 30 June
2019 to 64,5% which is at the upper end of Sasol’s
previous market guidance of 55% to 65% because of
the adoption of new IFRS accounting standards.
But none of these things warrant, to my mind, the massive decline in the share price, particularly since
Sasol says the new plant is now within the previous capital cost estimate, that it expects the “cash flow
inflection point to be reached in the second half of this year and for de-leveraging to start thereafter.
All of which suggests that the price decline was grossly overdone and that it would not be unreasonable
to expect the price to return, at least to the R260 level and, thereafter to track back to the long term
support at R354 support level once dividends are resumed. The immediate future depends upon the oil
price which, given the ending of the oil war, should spike upwards, even under Coved-19 lock-down.
And given that Wall Street last week closed out its best week since 1974, general recovery is clearly
under way!
Sasol is, of course, not the only opportunity that has been opened up. Overleaf, I have listed all the
shares that ShareFinder rates as fundamentally under-priced. It is, as you can see, a very extensive list
which is hardly surprising considering the state of the market.

Assore is about to be de-listed and I
would be cautious about Emira in the
present property reit circumstances,
but for the rest, look for the highest
combination of dividend yield and
five-year dividend growth rate
teamed with, in green, the highest
extent of fundamental undervaluation.
I note, for example, that the banking
shares stand out in this combination
with Nedcor and Investec particularly
worth watching,
Here I should repeat a warning that I
have made in my Predicts columns,
that it is wise to conserve a larger
amount of cash than usual currently
for those of us reliant upon dividend
income because many listed companies have been taking the prudently
fashionable route of withholding and
postponing dividends at this stage in
order to shore up balance sheets in
these uncertain times.
It is, as I have said, the prudent thing
to do to ensure the durability of the
companies concerned, but an uncomfortable reality for pensioners in
particular who depend upon them for
income.
A report out this week from the US
National Bureau of Economic Research notes that in the US, “43% of
businesses are already temporarily
closed and on average have cut payrolls by 40%.
More particularly, it noted that, “Most
small businesses can't last long
when revenue is cut off. Firms are
financially fragile and the median
business has more than $10,000 in
monthly expenses and less than one
month of cash on hand."
The US economy has been in a relatively healthy state until recently and
so this report makes sobering reading. How much worse are South African businesses and how vulnerable
are dividends in this climate?
With Capitec having joined the list of
companies withholding dividend this
week, the argument for switching at
least some of one’s available capital
to RSA bonds makes increasing
sense.

The Prospects Portfolio
I am delighted to note that the quality of the shares I chose for the Prospects Portfolio has ensured a
rapid recovery in the overall valuation. From a total value last month of R2 815 064.61 the portfolio has
grown to R3 137 520.25 over the past few weeks. Furthermore, leading the recovery has been the
share that I was most concerned about and had put out a selling order before the “Crash”. A month ago
Advtech was indicating a 45.6 percent loss and has now recovered to –36 percent.

Similarly AVI was down 27.9 percent and is now only 15.4 percent.
Last month I argued that it was not necessary to make any changes at that stage and claimed that, “the
portfolio is well-placed for superior growth once the recovery trend sets in.” Happily, I have so far
been proven correct. Immediately below, I have shown then portfolio as it was on March 15.
And below, how it is now:

The portfolio is doing 3.0% p.a better than the ShareFinder Blue Chip Index in the long term. And it is
doing 7.5% p.a better in the short term. Note the quite dramatic recovery in the graph below and

ShareFinder’s projection that it is likely to continue rising until the end of July when it is likely to
anticipate the next sharp market decline which was the subject of my book, The Crash of 2020.
Given the extent of reflation activity taking place, it might be reasonable to conclude that something like
a major nation renaging on its sovereign debt could cause a crash worse than the Corid-19 situation.

Prospects 2019 New York Portfolio
Here as well, our New York portfolio has enjoyed a dramatic recovery. Last month it was 14.79 percent
down on original cost but that situation has improved to positive 4.43 percent as illustrated by the
portfolio analysis below.

ShareFinder is not, however, as optimistic about the US market and the outlook for this portfolio and so
my inclination is neither to inject further capital in order to make additional purchases nor to make any
changes in the portfolio itself. In the portfolio performance graph below, note that ShareFinder projects
further declines until the first week of June before recovery appears likely:

On this and the following pages we publish lists of the world’s top-performing shares which, we
submit, should form the bulk of your investment portfolios in their respective countries or as suggested replacements for any in your portfolios that are achieving lesser growth rates than the
ShareFinder Blue Chip average growth rates which head the lists. The shares listed in the first
block of each list have been selected because of their investment grade quality, their very high dividend growth rates and superior investment safety. The second block of ten offers significantly higher dividend growth rates but at the price of a greater degree of investment risk.
The shares listed in the third block have been selected because of their investment grade quality
and their very high price growth rates. These offer superior investment safety.
Those in the fourth block generally offer significantly higher price growth rates but at the price of a
greater degree of investment risk:
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