PROSPECTS

The Richard Cluver Investment Newsletter in continuous publication since 1987

February 2021
I began this Prospects year with a warning that Wall Street shares were critically overpriced and the expectation that the bubble was likely to burst in the foreseeable future
with unpleasant results for the investment world.
Since then the S&P500 Cape Ratio, which is derived by, in this case, dividing the index by the
market average inflation-adjusted earnings of the previous 10 years, has risen even further into
the danger zone as the first graph so clearly illustrates.

As a point of reference I have re-published last month’s
version of the same graph to make it plain how far into
danger territory the graph has now advanced. In January I
emphasized, with history on my side, that the probability of
a burst is unlikely in the immediate future.
But it is surely getting close! The writing is thus on the wall
and it is becoming critically important that readers take the
precaution of selling All suspect holdings within your
portfolios for, when Wall Street crashes, it will surely take
all other markets down with it and certainly, considering
how fragile our economy has become, the JSE must fall
with it. Considering the JSE All Share Index in my next graph, ShareFinder projects the
probability of that down-turn occurring as soon as this week:

What is giving this view the pause right now is the unexpected windfall of a minor commodities
boom which has analysts everywhere in a debate as to whether the fundamentals are in place
for this to become another super-cycle. This is best illustrated locally by the behavior of the
JSE Platinum Index which is up 369 percent since it bottomed last March. But even here,
ShareFinder currently predicts that the peak has passed so I would not for now be
recommending any short-term speculation in that direction:

The recovery of our commodity exports has given us one of the few windfalls of the pandemic
and, hopefully, will enable Finance Minister Tito Mboweni to sound a little more optimistic
about our budgetary crisis when he addresses Parliament at the end of this month. And the
knock-on has certainly been good for the South African Prospects Portfolio which has soared
far higher above its mean than it has in many recent years. But do note that ShareFinder
senses that the reversion to mean is now imminent.

At R4 539 362, it has grown at compound 17.9 percent annually since its inception exactly a
decade ago when we invested R1-million and is now delivering a dividend of 7.8 percent a
year on that original figure. That is, of course, totally eclipsed by the 198 percent gain in just
over a year achieved by our Nasdaq Risk Portfolio which was constructed purely for price
momentum growth, in other words, ignoring the fundamental quality constraints that are a
hallmark of our normal Prospects portfolios:

Prospects SA Portfolio

The one disappointment in this portfolio
has been AVI, pictured on the right,
which we bought in October 2018 and
although it initially did well for us, it has
been a consistent loss-maker since.
Since March last it has been recovering
at compound 15.1 percent which
compares unfavourably with other
shares in the portfolio and, since I
sense we need to create some
ammunition for a shaky future, I will sell
this one if I can get the R76 which
ShareFinder projects is possible in the
next few weeks.
Other shares with a negative outlook
are Capitec, Famous Brands, Italtile,
Mondi and Transcap. I have to confess
to pangs of sorrow with regard to all of
these which have done us so well in
the past, particularly in the case of
shares like Capitec, next on the right,
which has been declining since
December but I will reluctantly part with
it above R1410 since ShareFinder is
more often right than wrong in these
things.
On a basis of its fundamentals, the
other share I would consider dumping
is Famous Brands in respect of which
ShareFinder’s projection is far more
optimistic. However with Covid-19
continuing to daunt future profit
prospects and its past fast food
mistake in the UK still weighing on the
balance sheet, this has to be the one in
my option if I can get R51.50.
Tongaat was a spec buy recently which
has well rewarded us but it has a long
road to try to recover its former Blue
Chip status and so I think I will take my profits here at R11.35 if it happens.

The Prospects London Blue Chip Portfolio:

The London Blue Chip Portfolio has done
very well for us but, as ShareFinder’s projection suggests, profit-taking would be wise
now. So, top of my disposal list is Avon
Rubber ( graphed right) which has been retreating sharply and is likely to continue
down for a while. If I can get 33 pounds for
my holding I will take it.
Also up for disposal would be Barratt Developments if I can get better than 6.80
pounds. Note the already declining graph
below.
Finally, Tyman Plc (below) looks ripe for profittaking at anything north of pounds 3.30

London Risk Portfolio

Here again we clearly need to lighten ship
because ShareFinder senses a steep decline ahead.

Topping my list for disposal is GVC Holdings
which I will sell at 11 pounds, note graph on
the right:
ICP is also on the block at Pounds 18.50,
see graph below:

Finally, I will take profit on our Ocado Group holdings at Pounds 27 within the next few days if
ShareFinder’s projection immediately below
proves correct:

Nasdaq Risk Portfolio
This portfolio has, as I previously observed, probably beaten every managed portfolio in the
world save the even riskier hedge funds which rely massively upon derivatives: one step too
far in my humble opinion for the average retail investor. Too many professionals have lost their
shirt going that way.
Given the massive stimulation which the new Biden administration is currently adding into the
market, the Nasdaq appears likely to have a few more months to go as my next graph illustrates and for now I will leave it as is.

NYSE Prospects Portfolio
Last month I noted that with $113 873 available I
would attempt to secure shares in the Best Buy Co
(BBY) which has delivered compound 20.66 percent
average dividend growth over the past five years
along with 25.81 percent compound price growth. I
gave an indicate buy price of between $108 to $109
in the next few days and was lucky to get it at
$105.66 on February 1. But now, considering the
portfolio outlook in the graph on the right, it is time to
lighten ship.

Shares at risk are topped by Bank of America whose
graph projection is pictured on the right. I would hope
to be able to sell at $34.60:
Celanese Corp, pictured below should allow me to
sell at $137:

Australian Risk Portfolio
Up 52 percent in a year, this portfolio has
done well for investors but the graph on
the right suggests we need to lighten ship.

Shares to consider selling are Bluescope
Steel, NextDC and Fisher Paykel

I would hope to sell Bluescope for AU$ 17, note
graph on the right:

NextDC should go for AU$ 12,30, see graph below:

Fisher Paykel below right should be able to sell for
AU$ 30.50:

Australian Blue Chip Portfolio

A spectacular gain from September to January looks ominously like a sharp reversal in the
making and shares to consider offloading are Bell Financial, Fisher Paykel and Steadfast
Group.
I have graphed the projection of Bell Financial
on the right and hopefully could get AU$ 1.85:
Fisher Paykel I dealt with on the previous
page.
The Steadfast Group pictured immediately
below would be a sell at AU$ 4.1 or better:

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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