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As President Cyril Ramaphosa this week gravely announced that the Covid 19 “storm is
upon us” he, critically failed to address the now far greater issue preoccupying most
thinking South Africans; his government’s utter failure to realistically address the
economic storm that is facing us. But the signs of a catastrophic monetary outcome are
becoming clearer by the day.
Nazmeera Moola, Head of SA Investments at investment house Ninety One, eloquently explains in the
article I have attached at the end of this column, how the plunder of the country during the Zuma years
coupled with Ramaphosa’s failure to address the cost burden of the public service wage bill is forcing
upon us the worst fiscal deficit in the world. Soaring this year from 47 percent to 60 percent of all tax
income, the wage bill is destroying us because nothing is left for essentials.
With the stark possibility that his increasingly unpopular party faces political defeat at the next election,
Ramaphosa clearly recognizes that if he aggravates public servants who represent two percent of the
population, he faces the risk of turning possibility into probability. Hence the temptation which is
growing within the ranks of his Cabinet to both take control of our internationally acclaimed Reserve
Bank and force it to buy zero interest government bonds as the only means left to the treasury to fund
our national debt. Those within the Cabinet who are pressing for this to happen will, furthermore, now
be able to cite Indonesia as an example since Jakarta unabashedly last week began monetizing state
debt. Its central bank announced it will purchase 574.4-trillion rupiah ($40-billion) in bonds from the
government, most of it directly through private placements
The consequences of such action in this country would be - as Zimbabwe has so vividly illustrated - an
accelerated erosion of our international buying power and explosive domestic inflation. Local
investors are accordingly faced with the stark choice of sending as much money as they can afford
offshore while ensuring that the remainder of their funds are secure in Rand hedge investments. In this
latter regard, most followers of this column who have taken my advice and confined themselves to
the ShareFinder Blue Chips, should be largely insulated from a potential currency melt-down.
In the short term, however, readers face another problem because, in the face of the soaring second
wave of Covid 19 infections worldwide, the second and third downward legs of the world’s principal
stock exchanges are now imminent. As the orange trace in my first graph illustrates, ShareFinder
predicts that Wall Street’s Dow Jones Industrial Index will begin its next precipitous down trend on or
about July 30 in a plunge slated to last until the end of October. A brief recovery is then likely to follow
until mid-November followed by a final decline until the end of January:

The local consequence is likely to be a similar decline of the JSE Overall Index from the end of this
month until early September followed by a similar brief recovery and then further declines at least until
early November as predicted in my next graph:

Blue Chips can usually offer investors a more optimistic ride but not so on this occasion. ShareFinder’s
projection suggests that they too will peak by the 28th of this month before beginning the plunge that
the software has long predicted through to late January:

In the current circumstances, and recognizing that here I am not suggesting a long-term view, readers
might consider taking a short-term view on resource shares. The JSE Platinum Index, for example,
illustrates how resources are likely to perform; rising until late November:

Here, two counters suggest themselves; DRD Gold and Anglo Plats, both of which have delivered
double digit long term earnings and share price growth. ShareFinder is, however, not optimistic about
DRD Gold’s outlook, sensing that profit-taking is now likely. Though, there might be a little more growth
left in Anglo Plats, they too are projected for decline in the longer-term. ShareFinder’s most promising
selection amid all of these counters is Impala Platinum whose graph I reproduce below. You would in
this case best consider taking profits at the end of November.

The Prospects JSE Portfolio

Recognizing that the Prospects Portfolio faces the possibility of some quite serious deterioration
between now and the end of January, it would be smart to take some cash out of it; something which
my instincts are, however, reluctant to do and, in the case of my personal portfolios I have not
considered doing since I rebalanced at the bottom of the March market crisis and am no content to sit it
out for the long term.
Considering ShareFinder’s projections, there are three shares in the portfolio likely to be the worst
affected, AVI, Discovery and Famous Brands of which the worst is likely to be Discovery. But in each
case balance sheet fundamentals are quite good and in the long term I think all will do very well.
Arguably Famous Brands, with its big exposure to the restaurant industry, and having taken a beating
with regard to its disastrous British hamburger chain adventure, might be a popular candidate for
disposal; a choice where we could get out at a small profit.
In the end analysis I have, however, decided to instead indulge in some re-balancing by reducing our
exposure to Naspers which, furthermore, is a step we are able to take without capital gains implications
since our previous sale of our holding in Advtech locked in a tax loss of R140 166.
At its current price of R3 239.90 a share compared with our purchase price of R357.14 we accordingly
face a taxable gain of R2 882.76 a share which implies we could sell 40 of our 140 shares.
ShareFinder’s projection graph below suggests that a price of R3 460 is attainable I have accordingly
penciled in a sale at a proposed price of R3 400.

Prospects 2019 New York Portfolio

Though the portfolio looks quite patchy having taken a beating from Xerox and the CIT Group which
have worsened further over the month, these have been largely cancelled out by gains elsewhere
which leaves us in an overall position of being just $35 408 down which, in the circumstances of the
crash we have seen, is not too bad. Given that over 180 S&P companies have pulled earnings
guidance, leaving analysts scrambling to figure out ways to determine whether a company hit its goals,
I feel reasonably confident at this stage.
However, considering ShareFinder’s projection of the future outlook for Wall Street, it might be prudent
to consider cashing in one or more of our holdings and here, the obvious candidate is CIT Group which
ShareFinder projects a fairly torrid outlook in my graph below. In the short-term the program projects
that a price of $22.87 is possible in September.

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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Dangerous Target
By Nazmeera Moola Head of SA Investments Ninety One
A smart person I know recently posed the following question: ‘What are the arguments against
printing money to fund expenditure given the scope of this crisis?’
After a decade of weak growth and profligate spending under former president Jacob Zuma, South Africa faces a dire shortage of funds. In the face of the worst economic contraction in almost a hundred
years, it is very seductive to conclude that the SA Reserve Bank should print money to support the
economy and protect South Africa’s productive capacity and households.
Effectively, the SA Reserve Bank should either massively increase bond purchases in the secondary
market to plug the funding gap and drive down government borrowing costs or the SA Reserve Bank
should buy zero coupon bonds directly from the National Treasury, allowing the government to borrow
for “free”.
There appear to be two preconditions for a country to use its central bank to finance its deficit.
First, it needs to be for a finite period to fill the gap in a crisis. It needs to be temporary. Without the end
date in sight, the net result is persistent money printing – which inevitably leads to persistent currency
weakness and inflation. Most countries seek to counter the inflation with price controls, which then destroys local productive capacity. This leads to a shortage of supply.
Second, in order for the money printing to be temporary, there needs to be a very plausible path back to
fiscal sustainability. South Africa entered Covid-19 with a projected budget deficit for the current fiscal
year of 6.8% of GDP. This was one of the largest in the world at the time. The February 2020 Budget
saw no point in the next three years when South Africa would not be borrowing to make interest payments.
To remedy this situation, South Africa needs to have a tangible plan to boost economic growth (and
thus tax revenues) and cut expenditure. Four months into this crisis, the government has yet to produce
any progress on structural reforms. We are still deliberating options, with no signs of concrete action. A
little optimistically, we are seeing common agreement from the ruling ANC party, Cosatu and SA business on some key measures, notably making it easier for business to operate, accelerating the Green
Energy transition, restructuring Eskom, increasing private sector participation in infrastructure delivery
and accelerating visa-free access. Agreement is good – but real progress on reforms is needed for a
pick-up in growth in 2021.
It is no surprise that the government does not yet appear solidly committed to curtailing spending
growth as detailed in Finance Minister Tito Mboweni’s recent Supplementary Budget. Bear in mind that
the minister has not proposed much in the way of nominal spending cuts – rather the Supplementary
Budget curtails spending growth and budgets on flat spending over the next two and a half years.
South Africa urgently needs to deal with the crisis that the public sector wage bill has become. In the
current year, 60% of tax revenues will cover the public sector wage bill. (Last year, the wage bill accounted for 47% of tax revenues.) Public sector employees comprise 2.5% of the SA population.

Let me reiterate: In the current year 60% of tax collections will pay the salaries of 2.5% of the population. Is this fair? It is certainly not sustainable.
In 2008, South Africa had a debt-to-GDP ratio of 23% and had run budget surpluses for several years.
At that point, we had room to experiment with central bank bond purchases. Ten years of mismanagement later, there is no such room.
Aside from cost cutting, South Africa needs to reconsider the composition of its spending. For example,
if we decide to pay a R350/month Basic Income Grant to unemployed people between 19-59, we would
need to raise roughly R42-billion per annum. This equates to a 7% cut in the public sector wage bill.
Therefore, we would be cutting the wages of 2.5% of the population by 7% to pay a Basic Income Grant
to 16% of the population.
Without real progress on reforms and a lower public sector wage bill, there is no way to engineer a path
to fiscal sustainability in South Africa.
Indonesia became the first emerging market to venture into the central bank directly financing the government deficit this week. It has just announced that the central bank has agreed to buy government
bonds equivalent to 3.6% of GDP in the primary market at below market interest rates. So far, markets
have not panicked. This is probably due to the following factors:

•

Indonesia’s 2020 budget deficit is projected to be 6.3% of GDP, up from earlier estimates of 1.8%.
Its pandemic deficit is only as bad as South Africa’s pre-pandemic deficit.

•

Indonesia’s economy grew by 5% in 2019 and 5.2% in 2018. After a -0.4% contraction in 2020, expectations are for growth of 5.4% in 2021. South Africa went into the pandemic with no ability to
grow.

•

Indonesia had a government debt level of 31% of GDP in 2019. South Africa’s government debt
was 63% of GDP in 2019 and is projected to rise to 82% by the end of the current fiscal year.

•

The Indonesian government has committed to a return to a fiscal deficit cap of 3% of GDP by 2023.
Any deviation from the fiscal consolidation plan is likely to lead to an exodus of foreign capital –
which owns 58% of Indonesia’s debt. South Africa is unlikely to see a deficit of 3% of GDP in the
next three years. It will take at least five years even with reforms and spending cuts.

In 2008, South Africa had a debt-to-GDP ratio of 23% and had run budget surpluses for several years.
At that point, we had room to experiment with central bank bond purchases. Ten years of mismanagement later, there is no such room. Ten years of persistently higher than forecast budget deficits mean
that the market will not believe any promises that the central bank purchases will be temporary. Local
investor bond holdings can be controlled by regulation. There is no such leverage over foreigners, who
own 36.5% of South Africa’s government debt and 30% of the stock market.
After all, if South Africa is not prepared to make the reforms needed after a decade of 1% average
growth and a public sector wage bill that eclipses all other spending, why should anyone believe that
the country will not seek to print money to finance the budget deficit indefinitely?
As soon as the conclusion is reached that any deficit financing is not temporary, foreigners will look to
sell bonds, forcing the Reserve Bank to buy even more bonds, and the rand will depreciate. Argentina,
Venezuela and Zimbabwe have provided the template of what happens next. BM/DM

China’s investors have waited five years for stock values to return to $10 trillion, a milestone
that would seal the market’s recovery from its biggest crash in history.
The good news is that it could happen as soon as this week, and even a slower pace of gains — which
is favored by Beijing — would do it. China’s domestic equities are worth about $9.7 trillion after this
month’s rally, according to data compiled by Bloomberg as of July 13. The advance has taken two of its
indexes to 2015 levels and made virtually all of the country’s stock benchmarks overheat. In local currency terms, China’s market cap is already at a record 68 trillion yuan.
But the $10 trillion level also marked the top of the bubble five years ago, a memory that’s still fresh in
investors’ minds. Similarities between now and then have started to displease policy makers, who have
taken steps to rein in stocks: Shanghai’s large caps slumped Friday after two government funds said
they plan to sell shares. And while state media are still championing the bull run, a front-page commentary Monday underlined the importance of a “healthy” stock market.

Despite the warnings, investor interest remains high. The CSI 300 Index fluctuated early Tuesday, at
one point climbing as much as 0.2%. Hao Hong of Bocom International Holdings Co., one of the few
who predicted the start and peak of China’s last equity boom, says stocks are unlikely to stop at the $10
trillion mark this time. China International Capital Corp. analysts went as far as predicting the market
will double in as little as five years.
“The upward trend remains intact,” Hong, Bocom’s head of research, wrote in a note. “The general
mantra from the top remains supportive of the market. It helps the domestic sentiment, strengthens the
national resolve, and finances capital investment into new and innovative industries.”
The value of Chinese stocks rose above $10 trillion for the first time in June 2015, as investors piled
into the nation’s equities using borrowed funds. A tumble over the next three months erased more than
$5.2 trillion in value as sellers scrambled to liquidate margin trades.
This time around authorities appear keen to engineer a steady bull market. At 1.33 trillion yuan as of
Monday, leverage is barely half the level of its 2015 peak while valuations are still relatively cheap compared to other stocks globally. China’s domestic brokers, whose businesses stand to benefit significantly from a boom in trading and margin financing, have every interest in being bullish on stocks. But that
sentiment is also becoming consensus on Wall Street, with Goldman Sachs Group Inc. and Morgan
Stanley predicting that the bull market can last for the next few months at least.
Further reading
How China’s Stock Market Today Compares With 2014 Melt-Up
‘No Way I Can Lose’: Inside China’s Stock-Market Frenzy
China’s ‘Too Sudden’ Bond Selloff Is at Mercy of Stock Rally
China Speeds Up IPO Reform, Widens Daily Cap for Some Stocks

The rally has coincided with China’s efforts to accelerate market reforms, such as plans to include
stocks listed on the tech-focused Star board on the Shanghai Composite Index. Combined with a market that is poised to push past a highly symbolic level, such moves are set to support further gains, according to Steven Leung, executive director at UOB Kay Hian (Hong Kong) Ltd.
Bloomberg

