PROSPECTS

The Richard Cluver Investment Newsletter in continuous publication since 1987

October 2020
Talking to fellow South African investors as I do most days, I am aware of an allpervading sense of gloom engendered in no small measure by their awareness of how
hopelessly the ANC has managed its era of governance and how reluctant it is, even at
this late hour, to embrace the sort of economic reconstruction that could put us back on
the road to winning nationhood.

And yet, when I view the Prospects portfolio performance in recent months, I can see no
reason to feel gloomy. That green trend line dating back to the turning point of the March bear
market traces out an incredible annual recovery rate of 74.4 percent to date while, if one
excludes the V phase itself, the red trend line traces what the portfolio has been doing since
the initial hiatus was over which shows that it continues to rise at a steady 27 percent
compound. And there is absolutely no sign of an end to that upward momentum!

Compare that to the JSE All Share Index in the
graph on the right which is just beginning to
recover from another negative phase from
early August to late September and is
projected to expect a very volatile last few
months of 2020. The lesson is that quality
shares are still performing well.
Volatility is, of course, to be expected in every
share market worldwide. There are very few
nations on earth right now not facing
significant challenges. Recent years have
seen the resurgence of levels of extremist
politics last seen during the height of the ‘Cold
War’ of the 60s and 70s which were also
marked
by global hyperinflation, nuclear
standoffs and, here at home, the increasingly
desperate horror of Apartheid which everyone
could see would never end well.

This time around the pandemic has served only to deflect
our attention from the fact that another era — the great
monetary experiment that followed the Gold Standard
which served the world quite well for a total of 2 300 years
— is probably drawing to its inevitable close. The new
experiment was built upon a dream that scientific and
industrial progress since the Industrial Revolution had
grown the wealth of nations sufficiently to be able to carry
ever-increasing numbers of unemployed people. It has
instead forced us to allow unsustainably rampant levels of
industrial growth that. But it still wasn’t enough!
Now we have been grudgingly coming to the conclusion
that the resultant environmental damage, which has
culminated in global warming, cannot be allowed to
continue. But few citizens of Planet Earth are truly aware
of the simultaneous crisis of FAILED monetary policy
which has led most major nations into completely
unsustainable debt.
Two decades ago, worldwide government debt was
estimated to sit at $20 trillion. Since then, according to
the latest figures by the IMF, the number has ballooned to
$69.3 trillion with a global debt to GDP ratio of 82% — the
highest totals in human history. At $21-trillion, the United
States leads that debt with nearly a third of the global
total. But then the US is a big country able to sustain a
greater quantity of debt. What makes debt critical is a
nation’s ability to repay which is, of course, a function of
its economic activity as measured by its Gross Domestic
product, which the second graphic puts into perspective
for the US is only 13th on the list. But do note that South
Africa, with a projected debt of over 100 percent if we do
not make a rapid turnaround, will soon be up there with
the most indebted nations. According to a document
presented by Finance Minister Tito Mboweni to the
National Economic Development and Labour Council,
South Africa’s debt levels will exceed 100 percent of gross
domestic product in 2025 and rise to almost 114 percent
before the end of the decade. He is reported to have
predicted that government debt will climb to 80.5% of
gross domestic product in this fiscal year, compared with
a projection of 65.6% in February.
To be sustainable, debt interest must be comfortably
payable from current income. For a country, therefore,
public debt is sustainable indefinitely if the interest rate is
equal to or less than the growth rate of nominal gross
domestic product. Thus, for example, while nominal South
African GDP growth was reported at -15.423 percent in
Jun this year — a decrease from the previous number of 5.817 percent for March 2020— the
country’s nominal GDP growth data averaged 11.717 percent from March 1961 to June 2020.
Meanwhile our ten year Government bond has a lately traded at an 9.495 percent yield.
Subtract 9.495 from 11.717 and you can see that, based upon our past capability we are quite
able to escape a sovereign debt crisis if we are able to return to past averages….something
that seems to entirely pass the understanding of current commentators who continue to argue
that our outlook is hopeless which is, in turn, impacting investment outlook in our markets. It is
NOT!

Furthermore, our abounding mood of pessimism might be a little misplaced because the primary mineral exports upon which our economy is based, have been in recovery mode for some
time providing South Africa with a string of positive balance of payments monthly returns.
However, in Rand terms the platinum price has been retreating since August and is likely to
continue well into the new year.
Nevertheless the local picture is more optimistic than most of us would give it credit. However,
we live in a global village and what happens to South African investment markets is, in the long
term, always a reflection of what happens in the major global markets. Thus, with the USA
gripped in one of its regular phases of political madness, respected financial commentators are
wisely taking a back seat. What is clear, however, is that a Biden presidency will lead to significant tax hikes because the Democrats at least recognize that the Trump era of exploding debt
is simply not sustainable. But it would be foolhardy not to conclude that a continuation of the
mad Trump years might be expected if the Donald is re-elected. It is, after all, said that even
White House insiders do not know from hour to hour what their leader’s policies are. Indeed,
many close observers wonder is Trump actually has a long-term policy which a momentary
whim wont overturn.
For what it is worth, ShareFinder’s normally very reliable artificial intelligence system predicts
that Wall Street will go into decline this month ahead of the election and continue down until
early January when a four-month recovery might be expected to top out next May followed by
a two-month bear market ahead of the next recovery phase in the second half of the new year
as depicted in the S&P500 graph projection below left….(possibly predicting a Trump victory?)
Meanwhile, Hong Kong (below right) which is enmeshed in a hard-line political crisis, is reflecting its uncertainty in a very volatile Hang Seng Index. Nevertheless the overall tone is likely to
be modestly upward likely continuing at its modest 5.7 percent compound annual growth rate.

All of which, as I concluded in my “Predicts” column last Friday, implied that a medium term
end to political uncertainty might imply that a new buying season is nearly upon us, though I
would not be in any rush to be a buyer! Here in South Africa some of the most mouth-watering
bargains I have ever seen have opened up in recent months, such as in the property reits sector where I have for months been tempted to gamble...but only for those who can afford risk!

The Prospects JSE Portfolio
The good news is that our Prospects Portfolio continues rising in value, up from R3 161 920 in
September to a current R3 189 688.60 though it has quite a way to go to equal its long-term peak value
of R3 565 059 in January 2019.

As the portfolio analysis above makes clear, we have R258 596 in cash with which to enter the market
and there are any number of pending opportunities. Two potential recovery situations are currently
tempting me, Tongaat and Hyprop which are major potential recovery opportunities. In addition
ShareFinder suggests Sabvest, Quantum, ISA, Trade Holdings, Alexander, Sirius and Cartrack.
Tongaat’s glory days are behind it following its mega accounting scandal which left this colonial era
Blue Chip decimated with criminal charges now facing its former executive. However, at a low of R6.20
today it has already shown vigorous growth since its April low of R2.02 and, shed of its massively
profitable starch unit it is able to pay off substantial debt. So, although it is unlikely in the foreseeable
future to again reach its 2014 peak of R174.93, with a new management team bedded down and solid
growth likely, this is a worthwhile gamble. Pictured below left, I believe it is only now beginning an
extended recovery.
Property Reits have been decimated in large measure by the withdrawal of foreign investors from South
Africa and by generally overdone international perception that shopping malls along with traditional
brick and mortar retail stores are done for in a post Covid era of online shopping. Well, if you believe
that, take yourself down to the nearest major mall near you any weekend! Hyprop, pictured on the right
below is already recovering strongly from its September low of R14.16 and ShareFinder expects it to at
least reach R23 in the immediate future if clarity is forthcoming on its future dividend policy.
Trade Holdings, which I highlighted last month, failed to reach its projected low of R7.50 by the end of
last month and at R8.50 or below is still a buy. I have accordingly opted not to waste any more time and
to spend all of our cash in equal portions on these three. I have penciled R15.90 for Hyprop and R6.20
for Tongaat.

Prospects 2019 New York Portfolio
As promised last month, I have been taking a closer look at what was once known as New
York’s over the counter stock exchange, the Nasdaq where most of the high tech movers and
shakers are listed. But some deep value counters can also be found there as my share selection
this month make clear.

As the graph above indicates ShareFinder’s view is that the coming US election on November 5 will be
negative for the US market, at least initially, likely trending down until early January when the new
administration will take possession of the house. But then it is likely to be more up-beat at least for the
first half of the new year.
Ahead of the predicted down phase I created a cash of $127 946 putting us in a good position to take
advantage of the anticipated decline in US markets. Currently our portfolio looks like this:

Fishing for value in the Nasdaq, I concluded that one share that has long been missing from this
selection is Coke without which no long-term US growth portfolio should be considered. Graphed on the
left below, ShareFinder predicts that this Nasdaq listing which offers a long-term compound annual
growth average of 14.4 percent as indicated by my red trend line, might be bought at between $233
and $240.
My other choice is the less well-known US air conditioning company Aaon Inc which features on the
Fortune 40 ‘Best Stocks to Retire On’ list. Over the past decade it has offered its investors compound
dividend growth of 14.86 percent which had accelerated in the most recent five to 27.27 percent and,
as my second graph on the right below illustrates, has offered investors a long-term share price growth
rate of 16.47 percent. Share finder projects that in the volatile weeks ahead this share could be bought
between $58 and $62

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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