Our Monthly Free Newsletter

;‘ Thelnvestor

In our 35th year of service to the investing public of South Africa

Shar eFi nder 0 $or\pall Stdeet ¢or theonext 3 months (left) and the JSE (right).

M3 USE- DN,

ISIII 3_ I -II I IZ? ‘5?13” 5 I3I I5 "I ?‘ 33’1 1 5 5 III I I9I5 l-I E‘. 3 13 6 I" I I5I Ild I I III IS 718 I E‘J I S 1 I I IS I :53” EIE 112 I3I I I A] I 5 JHI IiIl'iIEI?EZI;ZZE#‘]TEEI 2367830
el e I i [ ! !

Hereos to a

By Richard Cluver

| am starting this column on a wave of optimistic belief that a few of my 12 000 odd readers
will have both the time and the inclination to read my writing at this time when we bid
farewell to one of the toughest years in our history.

Hopefully too, there will be enough of us still able to afford to lift a glass of champagne in a toast to a
New Year which might offer us a better outlook than those of the recent past.

| think things are already setting out on a better footing in South Africa with the re-election of Cyril
Ramaphosa to a second term as President. As | confessed to someone close to me, had
Ramaphosa been pipped at the post | think | might have packed my bags for overseas!

Importantly, informed observers think Ramaphosa might have found his backbone over the Phala
Phala step aside debacle and, with the party election behind him, he now has a top seven executive
consisting largely of his own team which is unlikely to hinder the reforms he needs to institute with
extreme urgency if he is to have any hope of significantly setting a new course for the ship of State
ahead of the 2024 elections.

So politically a cloud has lifted a little while, in my observation, it has seldom needed much of an
injection of optimism to into the political equation to get the country humming once more.
Government revenues might be running on air, but there is huge untapped financial capital locked
up in the private sector just longing to be unleashed. And if the private sector starts investing once
more, a significant consequent change of our unemployment statistics might work wonders at the
polls in 2024!




Given, furthermore, the elevation of Gwede Mantashe to party chairman and Fikile Mbalula to
secretary general, Ramaphosa has a satisfactory excuse for no longer overloading these two with
the onerous requirements of Cabinet posts in which they have not exactly covered themselves with
glory. The mining industry desperately needs a change of minister and so, arguably does a rapidly
failing Transnet.....not to mention Eskom!

But enough about politics which is not really my strong suite. Turning to investment, where | do have
some skill, | do not recall a time when there were so many investment opportunities staring me in the
face.

L e tstad with the average JSE Blue Chip dividend yield of 11.5 percent. Compare that with the
comparable Wall Street figure of 2.5 percent and you might get an inkling of what | mean. Obviously
there are greater risks investing in South Africa than is the case in New York, but seriously, is the
risk really 460 percent greater?

Then there are sovereign bonds. The average US 30-year bond is currently standing at a yield of

3.54 percent and analysts there are beginning to salivate in recognition that the US Federal Reserve

is nearing the peak of its interest rate curve. In the graph below you can see how yields have
climbed from a low of 0.96 percent in April 2020 to a recent peak of 4.37 percent. The yellow
projection |ine in the danapthelikely futBréd teendeoFUSrHodgebondlss a |
to a predicted low of 2.67 next November.
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Thatdos a 64 percent potential capital gain for e
October. Furthermore, if US long bonds do follow this track then you can be almost 100 percent
certain that Wall Street stocks will likely recover a great deal of their lost ground

So, turning to US Blue Chip shares, ShareFinder suggests that October was actually also the best
time to have bought quality shares on Wall Street. But another opportunity is likely in February to get
on board the compound 23 percent growth express likely to occur there:
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October was also the month to have bought South African Blue Chips but the second week of
January looks likely to offer you a second chance to get on board the local express. Here the green
line is seen rising at compound 20 percent!

SF-BLUEC
€ Medium-Tem Outlook (2022/12/13) - The mrke i na ising tend. Ve srong disrbuion sefings taking place. Pice velocy decins s neaing maxinum. The optum ssling point has passed. Close: 328852

- 30000
- 358000
- 356000
- 354000
- 352000

X 35000
- 43000
- 35000
- 34000
- W00
- 40000
- 35000
- 35000
- 3,000
- 3000
- 3000
- 38000
- 36000
- 34000
- 00
- 320000
- 318000
- 316000
- 314000
- 312000
- 310000
- 308000
- 306000
- 304000
- 30000
- 300000
- 25000
- 25000
- 334000
- 29000
- 790000
- 288000
- 26000

B 25 1 8 152 N5 127192%3 1017 243 7 WA B5 2192629 623 N6 13N 76 13202273 W7 A1 8 52 N5 21963 W7 437 WARB4LNBBE2 BB
|Aug 2022 [Sep 202 [oet 2022 [Nov 2022 [Dec 2022 [tan 2023 |Feb 2023 |Mar 2023 [Aor 2023 May 2023 Jiun 2023 2023 |Aug 2023 [Sep 2023 [oct 2023

So, herebds to 2023. 't could just turn oseirtetheo Db

opportunities it offers.

Underlying market movements at this stage in our history is, of course, the nightmare of galloping
inflation brought about by irresponsible central bank monetary policy and excessive government and
private debt. To fight inflation is obviously in the public interest since inflation is a mean and hidden
tax upon the wealth of the ordinary folk who vote governments into power, but we should never
forget that the politicians who ran up government debt in the first place also understand that inflation
is their best tool for exterminating debt.

So governments will pay lip service to the need to curb inflation while secretly cheering the fact that
their past sins are being rapidly buried under a heap of social misery as ordinary folk struggle to put
ever more expensive food on the table.

That is why it is so essential that central banks remain independent of government and why their
sole mandate should always be the defence of
why the ANC policy of taking c oissuchoaldangefous$deaubuth

t h
A

not nearly as dangerous as the ANCOs idea that

include job creation with its core of defending the buying power of the Rand.

From the small i nvest or 0s opstablydannet fely wponeceniral damksve v e r

preserve the value of our hard-earned nest eggs. Our best defensive action remains wise
investment in inflation-proofed assets, of which Blue Chip shares are undoubtedly the best single
option!



There is this constant argument that Jerome Powell (can | call you
Jay?) is somehow going to pause after the next rate hike, and then
begin to cut rates in the late spring or summer because the economy

You Can Imagine

By John Mauldin

will sof t e n and infl at.i

Bottom line up front: | think that view is completely wrongheaded.

am sure that y O
anonymized chart of where all the regional Fed presidents and board
members believe rates will be in the future. It is a good place to start our

analysis.
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Powell: Higher for Longer than

| am going to use one from Sam Rines because his has some rather appropriate humour in it. Note
he highlights the predictions for 2023 and then circles the two highest rate predictions in 2024 and
2025. He qui pped:

Takeaways:

1. Rates will be higher for longer.

The median Fed funds rate is
expected to average 5.1% in
2023! That is nowhere near
expectations and, if the dot plot
is right, is off by at least
(estimating) 40

. The consensus shows rates

dropping to 4% in 2024. | see the
longert er m figuesse
just what they are. That is too
long into the future to have
anything more than cursory
predictive value.
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Figure 2
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Letds | ook at an a
DiMartino Booth at Quill Intelligence. |
think this is spot on.

Al That brings wus
Chair Jerome Powe
behind the podium Wednesday
afternoon. As hard as the press pool
tried to incite
so sure polite Powell
the transcript in answer to whether he would consider raising the inflation target a la scared
witless Europeans (the bolding is my own):
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A Chamairng nfl ati on
thinking about andi t 6 s not

It 8 #0 we have a two percent inflation goal, and we'll use our tools
to get inflation back to two per cent . I think t

thinking about that. | mean there may be a longer-run project at some

goal

point but that is not where we are at all. The committeed we 6 r e

considering that, we 6 r e goimgtb consider that under any
circumstances. Wedr e ogveibm@e tgmi ng to
target at two percent and we're going to use our tools to get inflation
backtotwoper cent . 6 0

Isatinaroom about 7 8 years ago (if
four-person panel of very influential economists. Two had Nobel laurels.
The other two were and are very prominent analysts of Fed policy.
(Chatham House rules so |I canoét

They were arguing for a minimum of a 3% inflation target and two
(including one of the Nobel laureates) wanted 4%. Bill Ackman came out
this week and said the Fed will have to change to a 3% target as
reaching 2% will be difficult (duh!) and cause too much pain (my
interpretation).

Two points:

1. There is a quiet conversation in upper academic and economic
policy levels that looks at the debt and thinks 4% inflation is what
we need. This of course will slow the economy down but what if
we are going to run deficits? They were worried back then US
government debt was getting too high. Since debt is nominal, 4%
inflation cuts it in half in 18 years. It also cuts your assets and
i ncome by half in that same 1t/
effect on middle America. They were trying to figure out how to
kick the can down the road rather than balance budgets, which
they felt would be too restrictive to the economy. Uber Keynesians
all of them. Note that all of the Fed types seem to be Keynesians.
Getting back to 2% inflation will be tough. The cost of goods is
falling as supply chains get fixed, which helps. But wages are
rising as are other service costs. Powell knows that he has to
break that inflation expectation spiral and the only way is to do
what Vol cker d3i dv,erosri oan 202 2 t2
rates 20% over 40 years.

Higher wages will reduce productivity (cost of production versus output)
and thus GDP. That is inherently inflationary. Breaking that almost
requires higher unemployment, which Powell in his press conference
clearly stated he was willing to allow. First order of business is to beat
inflation. Then jobs. As harsh as that sounds, it is the correct thing to do
today. (Note that | have been writing for almost two years now they
should have been raising rates and cutting QE in late 2020-early 2021.
They obviously missed that window and now we are where we are. They
must force a recession and higher unemployment.)

Inflation is also a drag on employment and the economy. Find me an
economy that flourishes under high inflation for a long time. Falling
inflation starting from a high point? Yes. But not rising or staying high.
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Powell and now the rest of the FOMC seem to be on board with the #1 job being crushing inflation.
That means higher for longer.

Sea Change

One of my favorite analysts is Howard Marks of Oaktree Capital. | read his quarterly letters quasi-
religiously, generally 2 3 times or more. Hi s
and quote some, but you can read the full letterhere. Let 6s jump i n:

fSea change (idiom): a complete transformation, a radical change of direction in attitude,
goal sé (Grammari st)

| ¢

Aln my 53 years in the i nvesfemoaamic cyalasrpendiyluml 6 v

swings, manias and panics, bubbles and crashes, but | remember only two real sea changes.

Il think we may be in the midst of a third one
The first change he vividly describes was the creation of high-yield bonds and an increased appetite
for balanced risk. Prior to Milken, et al ., bor
only way a company could acquire another company was for cash or by borrowing, but borrowing
was limited to the amount you could get without changing your rating.
With the advent of high-yield bonds, leverage became available to boost asset prices and capital
investment, balanced by higher interest rates to offset the additional risk. This created a monster
new wave of investmentand whatb e came #Afi nancializationo of the
The second sea change was Volckerds breakiyeag of
bond bull market. Ever-lower rates coupled with increasing availability of funds created two massive
tailwinds for the greatest stock and bond bull markets in history. If you borrowed at 10% and then a
year or so later prime was 8%, you could refinance and lower costs, increase leverage, or both.
Stocks, homes, real estate, private businesses, a host of enterprises all rose in value.
But that brings us to where we were in 2020. Quoting Howard Marks again:
AFor what  fodrom Oclobek2012 éod~ebsuary 2020 T my standard presentation
was titled 6l nvesting in a Low Return Wael d,
With the prospective returns on many asset classesd especially creditd at all-time lows, |
enumerated the principal options available to investors:
A invest as you previously have, and accept
be;
A woe dsk to prepare for a market correction, and accept a return that is lower still;
A - go to cash and earn a return of zero, hopi
returns (and do it soon); or
A - ramp up your risk in pursuit of higher retu
AEach of these choices had serious fl aws, and
hard to achieve good returns dependably and safely in a low-return world.
NfnéThe overall period from 2009 through 2020)2 1

was one in which optimism prevailed among investors and worry was minimal. Low inflation
allowed central bankers to maintain generous monetary policies. These were golden times for


https://email.mauldineconomics.com/ss/c/7Ovp-GZaJrEgjIuhFIcOCIxVIE-Fu0LdCYhIr9bfAuEP2j8AVZUSVpjCkx-lFqhfjN4AxS65oR8YbZrL4dMV1qGORKDTvN5-UDLM1xFrz1XIA5Iihzn7hAEyhrulRhOj_txvdWTMTBxFW_jpodAq7Y6UeDKcC3Pjl5N5D8QK73BUnpNszyZbzF7q7Rv1RMuEAwnS_HcH96FXfVEHW6CdKdsGan79ylYTC2ccr7o5K0praJtaRQQNn8hriRBLxtDcb3WjJc_er21_LgrtkLlcuRwWBM-mQ1G9FyZzJqaLlkpRqOVbG1fjz_lyXjUXwF5hgTPbsz0PBroGwx6Azq_PJ6-seyKjLOL6Ki0tVA8fV9TMVORUMLMyZHoBUpaufTPmvjXok0QAVXoU_rbUTitOfaf0UVGJx0if9p-oKYBCnoA/3s2/tlw8AueOS9Kx086Wq97jfA/h26/bMgiOIMLPUcaxtGK6OIjWvVh29qlqtEJ6IPmGZosKxg

corporations and owners thanks to good economic growth, cheap and easily accessible
capital, and freedom from distress.

AThis was an asset owner 6s mar ket an-fieeetehtor r
zero, fear of loss absent, and people eager to make risky investments, it was a
frustrating period for lenders and barg ai n h u (Emghasss in @riginal)

Then he gives us a tour de force analysis of where we are and how we got here. | highly suggest
you read it but the concl usilowrates Frring a eveee recession.g o i n

AThe progression of events described above ¢
The market characterized by easy money and upbeat borrowers and asset owners
disappeared; now lenders and buyers held better cards. Credit investors became able to
demand higher returns and better creditor protections. The list of candidates for distressd

loans and bonds offering yield spreads of more than 1,000 basis points over Treasuriesd

grew from dozens to hundreds.

AHow has this change maniofpestoad ?i Heelefosi mnen
low-return world of just one year ago, high-yi el d bonds offered yi el
issuance was at yields in the 3s, and at least one new bond came to the market with a
Ahandl ed of 2. T h e u dor ihgtitutions sBesding returns lofed Dre7%lvasn d s
quite limited. Today these securities yield roughly 8%, meaning even after allowing for some

defaul t s, t hey dr e -likei rétuenis,sourcea fradnecontracteat cash fows dny
public securities. Credit instruments of all kinds are potentially poised to deliver performance
that can help investors accomplish their goal

The End of Financial Repression?

Letds pause to think about that. Financi al ondepr
forced retirees, pension funds, endowments, etc. to take increased risks or miss their investment

targets. Those targets were made in a Anormal 0 ¢
Fed simply eviscerated whatever we thought of as normal. It was call ed the ANew
as things progressed, t msprallédddew fromther;t Nor mal 06 and

Now, an investor can make better returns but must deal with inflation. This is just one opinion, and
subject to being massively wrong, but | think Jay Powell (and maybe some others) realize the havoc
they have created and want to get us back to a place where investors can earn real returns in a
much-enhanced risk environment.

But that means inflation has to fall to his 2% target (I would prefer lower, but then I am an old
curmudgeon) and interest rates have to remain higher than inflation, giving investors an
opportunity to make at least modest real returns.

As | ong as Powel | i's chair, I dondt t hibodnd, noat e s
should we.

Finally from Howard Marks:

AWhat we do know is that inflation and intere
and 13 year s, respectivel y. No one knows how
ewi | | contirmueltyo descwi be the environment. '

economic growth, inflation, and interest rates, as well as exogenous events, all of which are
unpredictabl eé



AAs |1 6ve written many times about the wednen
going, but we ought to know where we are. The bottom line for me is that, in many ways,
conditions at this moment are overwhelmingly different fromd and mostly less favourable
thand those of the post-GFC climate described above. These changes may be long-lasting,

or they may wear of f over ti me. But I n my
optimism and ease that marked the post-GFC period.

AWedbve gone -fetomrn hwot lodv o f-ret@rowbidd, ahdlit ntaypbe@mef u |
more so in the near term. Investors can now potentially get solid returns from credit
instruments, meaning they no longer have to rely as heavily on riskier investments to achieve

their overall return targets. Lenders and bargain hunters face much better prospects in this
changed environment than they did in 2009 21.

AAnd 1 mportantly, i f you grant that the envi
from what it was over the last 13 yearsd and most of the last 40 yearsd it should follow that

the investment strategies that worked best over those periods may not be the ones that
outperform in the years ahead.

AThat 6s the sea change 1 6d6m talking about. o

|l t6s Not Just the US

The publisher of Ma ul di n, has startedbdoingcasregulaE vdeoDriieAvipw s t |
podcast, and he is really good at it and is getting marvelous people agreeing to come on his show.
ltés free and you should subscribe. I wi || clo
interviewwith Fel i x Zul auf as it f ocuses liokro thelfulvideonfdr e r n
those who prefer to watch/listen.

The world is splitting in two. The West, led by the US, and the autocrats, led by China. This will
permanently impact supply chains andislong-t er m i nf |l ati onary. The Sau
camp.

In 2000, the US was the top trading partner for most of the world. Today that has completely flipped,
with China being the top trading partner for all but North America, part of Europe (not all) and a few
South American nations. In terms of trade, the globe has flipped from blue (US) to red (China).

The Biden administration made an error in weaponizing the US dollar and the global payment
system. That will force non-US investors and nations to diversify their holdings outside of the
traditional safe haven of the US.

We are in a war economy, where goods are frequently not available on demand and substitutions
may be necessary. US consumers have not adjusted to this reality. The global economy faces
structural challenges today. Too much debt and bond markets are rejecting actions that increase
debt (UK gilt market as an example).

The US will see a mild recession in 2023. The UK and eurozone will endure a severe recession.

China is already i n a severe recession. Fel i x |
over-expansion of credit and now have a broken financial system that will take at least a decade to
resolve. The COVI D | ockdowns are merely camoufl age to h

The next 10 years will see a roller coaster in the stock markets combined with serious geopolitical
tension and conflict. Investors will need to be tacticald buy and hold will disappoint.

In the near term (Q1 2023), we may see new market lows due to earnings disappointments. Bond
yields will rise. Inflation will drop as companies unload a glut of inventory in the global supply chain.
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The sun will rise. The system will reset.

Recession Scale

Economic newsd and market reactions to itd increasingly resemble a tennis game. Spectators
follow the ball back and forth, thinking somet hi

Recently for instance, many investors got excited when they thought Jerome Powell was turning
dovish. This was a misreading of a Powell speech. But it still produced a market rally, which further
data then reversed.

That was partly wishful thinking. Feder al Reser
now,and mayjbpe4 0 years i f we count since Volcker and t
made a lot of money in these conditions to convince themselves that higher rates and QT are
aberrations that will surely end soon.

Thinking Powell wi lclr alzoys e Hreibs memwe iits nbbéetf or e,
Bernanke and Yellen. Markets came to expect monetary conditions would always favor Wall Street.
The fact that it distorted markets and prices of assets, commodities, and almost everything, while
simply crushing savers and retirees, was seemingly unimportant to Wall Street types. They liked
what it did to their portfolios.

That being said, I donot t hink Powel | wi || A b
recession, he will choose recession. Not e, however, this Arecession

| suspect we are going to need a new vocabulary to describe the 2020s economy and beyond. It has
been, and will remain, unlike anything we have ever known or seen. Slower growth (I think an
average of 1% for the decade), relatively low unemployment (over the cycle), and volatility will be the
themes. Lots of investment opportunities but not buy-and-hold broad market indexes. This will be a
decade for active management.

The US is going to be less immune to global events, good or bad. A looming serious recession in
Europe, for instance, will have an effect here, and not just on energy prices. China is already in a
severe recession. What happens to demand for a wide variety of commodities and services, which
are not cheap now, when China finally opens back up?

Today we will look at the landscape of inflation and GDP going into the end of the year.

Color Spectrum

Next month 106l be writing my 2023 annlodakddbdcloat e c ¢
what | wrote in January 2022. Those annual lookbacks can be very humbling moments. At that point
inflation had risen a | ot but the Ukraine War ar
| said.

AAt some poi nt s$hautdeesume whatsvill ged and | hate to use this phrase
because it is so trited a post-COVID,post-s nar |l ed supply chain, new
of the same issues we had in 2019 plus a whole host of new ones. Some will be positive,
some negative. For example, bringing back certain critical parts of the supply chain will be
long-term positive for the economy, but also inflationary as it will increase prices. And it will
take ti meé

AFurther, the Feder al Reserve i s edrdtdally avill daige! )
rates after that. I dondt want to get compl |



further slow the velocity of money. Combined with the massive US debt, it is a recipe for
economic sl owdowné

Al think t her erobabgitythat JereraesPowelbwilllloek atphistory and not want to
be seen as Fed chairs Burns or Miller. He has an opportunity to drive a stake in the heart of
inflation while risking only a mild recession. If he Kkills inflation, he can then provide stimulus

which will bring the markets back. Al wi ||
perspective.

Al of Powel | doesnot Kil |l inflation, he wild (
which is saying something.stluftfhi ntke hdeobess nroda d e

being an ex-Fed chair. He is thankfully not an East Coast-trained economist. He is a
businessman who recognizes the insidious nature of inflation.

AThe markets are projecting three owvedunder linen cr e
Nobody would be really surprised if they only do two rate hikes because the economy is soft.

The major surprise would be if they do four rate hikes, pounding that stake into the heart of
inflation.

ANote that many r e(gire asa ltaking e dhardprrirdlationdimen dt $easta
rhetorically, than they were a few months ago. Maybe they got religion in December.

iSo, a forecast ? 180%tchance & a tedd baaremarket anca bétter than
even chance of what | hopewilbe only a mild recession. 0

Again, that was me in January 2022. You can read the full letter here. We did indeed get that bear
market. As for recession? Not officially but the first two quarters brought negative GDP growth. The
full year wi | | l' it kely show 1% growth or | ess. T
outlandish to expect even worse in 2023. The surprise will be if tighter Fed policy d o e s prddtice

a slowdown, even if the Fed pivots soon.

I donot think That F@MC | wdnadptp egno. st r ai g hpoint farro m
hikes (in addition to two hikes of 25 and 50 basis points before those four) plus the anticipated 50-

point hike next week to rate cuts in the first quarter or even the second. They will start by slowing the
pace, then holding steady for at |l east a few mo
rate will remain where it is and maybe higher until mid-2023 at the soonest. Then when they do

make cuts, we are not going back to the zero bound.

The more salient question is what eff ewdntsttosio® wi
the economy and | ower i nf | audi peefer.to dbls@ asdpainlessly as g o
possible, but they know it will hurt. The possibilities form a kind of color spectrum.

Soft Landing: Demand sl ows, inflation falls to 3% ran
growth stays mildly positive.

Mild Slowdown: Inflation still falls, but at a much slower pace. Unemployment rises above 4%, GDP
holds near 0% or slightly below.

ANor mal 0 R eldflatisnsrémains: high and forces the Fed to keep hiking to 5% or more.
Unemployment and GDP growth would get significantly worse.

Severe Recession: Other events send inflation higher than we have seen thus far. The Fed clamps
down hard, unemployment surges, and GDP sinks to -3% or more for the full year.
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Hard Landing: This would be a 1970s rerun, with double-digit inflation making the Fed raise rates to
10% or more, generating widespread business closures and mass unemployment.

Other permutations are possible but, in all scenarios, the key variables are inflation and Fed policy.
Inflation will drive Fed policy, but this is a one-way street. Fed policy d o e s drigetinflation, at least
not without significant lag timed certainly multiple quarters if not a year or longer.

We wi | | see where | come down for my forecast.
case, but events (either good or bad) can always overwhelm it.

Housing Bust?

The FedO0s main power is its control of interest
seriously affect highly | everaged s e g mpeemnggsherd i Kk ¢
because itds not quite what you may think.

Bet ween higher inflation expectat i on-backadnsdcurities,e F
home mortgage rates are up significantly this yeard enough to let a little air out of the housing
bubble . Prices have dropped in many areas, maki ng

Acrasho yet.

Redfin, for example, expects the median US home price to drop about 4% in 2023 to $368,000. If it
happens, that will be the first annual drop since 2012.

Home Price Growth Is Likely to Fall by 4% for 2023

Median existing home sale price, as year-over-year growth, %

Downside

Source: Redfin


https://email.mauldineconomics.com/ss/c/7Ovp-GZaJrEgjIuhFIcOCIxVIE-Fu0LdCYhIr9bfAuHyTCj0zSTNZ90xXJ10BQFwd9IA8E2I1dnPmyOJMrDwdzU6Lfp8lhDF9bdk79D-4J7YsGqCZSYRxQvhoIVfF9VEWlpGNhw7uG1n-DD8BGQ60_ZLuD1P2WMrR-hY0NxWsr78iMFC3uaP3mksAUrJSxDl_BqCYASGKxVZzKBasB39Jw8txV7Dq25hRoB19J-_xfBHfHXMKtjVpvPE5sno9PY1_KQB46nKRrgh0GrPo9ZhhwjnKx_9CxRdbvJZOuFAjpvkLUVGaYXUKtNKik9mljOTT47L-PRThztiaRJMMJ5Nf3Qdm6-vEmZC762SMQhPSKCZ2sAtrT3zMqZ2emqYNvJssJnLC_wSQWS8K3nSeh2gSKxvI6cKk3Z9Uv1GGxw1LzA/3rv/zC_lsuNtSwK4GQHX2RZUTQ/h34/RPCwuWfoJXw2PzetlOXe09MyiK1T7BXaRam-Ys3yttw

Looking at the year-over-year change, as in the chart above, makes this seem like a major change.
But does it ma t tdatar showRtkedniedian dhhame prisenwas $293,000 in February
2020, just before COVID. So even with this drop, the median home will still be 26% more expensive
than it was four years ago. And 30-year fixed mortgage rates have roughly doubled in that same
time.

Here's a longer-term look. This is HUD data so the numbers are a little different, but the trend is
similar.

FRED = Mbedian Sales Prioe of Houtes Sold Tor the Unived Seates
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Source: F..RE[.)

The median home price almost tripled in the last 22 years, far outpacing inflation. Yes, all real estate
i's |l ocal, et c. Some areas are more or | ess expe
kind of buyerdés paradise unless prictguteabit.op a | ©

That will push more people into rental housing, mainly apartments. | noted last week how rental
prices softened in recent months. But here again, perspective is important. Demand is outpacing
supply in many places, keeping rental rates higher than many people can afford. And that explains
the headline: Millions of millennials moved in with their parents this year:

ASoaring rents forced millions of therrparentg thiss mer
year, according to a new survey.

AAbout one in four millennials are | iving wi
people by Pollfish for the website PropertyManagement.com. That's equivalent to about 18
million people between the ages of 26 and 41. More than half said they moved back in with
family in the past year.
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AAmong the | atter group, the surge in rental
About 15 percent of millennial renters say that they're spending more than half their after-tax
income on rent.

AThe disruptions of the pandemic, which trig
housing costs, have driven an unprecedented shakeup in living arrangements. In September

of 2020, a survey by Pew found that for the first time since the Great Depression, a majority

of Americans aged between 18 and 29 were living with their parents.

Why did you move back in with your parent(s)?

To S&ve mMon

I Idr d rer

To take care of them

ke liwing with them

Personal health issues
aid of losing
1 1 29 35 4 2] 3

*Respondents could choose more than one answer PropertyManagement. com
Source: Crainbds Detroit
We al | know rents and home prices are coming do
reflect t hat. Letds unpack that.

The inflation benchmarks incorporate changes in housing prices gradually to reflect the fact they
donodt af fect mo st renters until |l ease renewal
measure means that they stretch the data over a year.

Letdébs do a thought experiment. Year one a widget
wi dget inflation is 10%. Add another 10% to make
only 10% for the past year, although over two years it was 21%.

Now, suppliers wake up and offer more widgets and the price stays the same for the next year. The
inflation rate will show 0% inflation even though the price is still up 21% from three years ago.

Inflation as we measure and report it is an annualized affair. Home prices are now modestly
dropping. That will show up in the inflation figures 12 months from now. In fact, home prices stopped
rising (depending on where you I|ive) thimsgowummer

My friend Barry Habib says it is like a roller coaster. As the cars go over the top of the track, there is
a point where half the cars are falling and half the cars are still rising. That is roughly where we are
on housing inflation. And like the roller coaster, the more cars roll over the top, the faster all the cars
drop. But during that transition it still shows housing inflation as a lagging effect.



Barry, who has won three out of the last 4 Zillow awards for most accurate housing and mortgage
rate forecaster, says home mortgages will be 5% this summer. There is a great looming demand as
household formation is getting ready to rise and there are not enough homes and apartments at
affordable prices, thus young people living with parents. As Felix Zulauf says, the sun will come up
and market prices will reset.

Put all that together and we can see that even in a sector where it has a great deal of influence, the
Fedds efforts thus far are only modest |ltygoquétedau c i
bit higher to have the desired effect.

Labour Scarcity

Another way to reduce consumer demand is to reduce consumer income by raising
unemployment. Higher interest rates can do that although, like housing, with considerable time lags.
The November jobs data shows no such thing happening yet. Job growth seems to have slowed
over the last year but is still firmly positive.

Yes, the number of layoff announcements does seem to be rising, particularly in the technology
sector where many firms depend on the cheap liquidity the Fed is now withdrawing. But the actual

numbers are still small. Our best gauge for this is weekly unemployment claims. Here it is over the
last year.

United States Initial Jobless Claims
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Source: Trading Economics

Note the axis on the right side. We see swings in both directions but the numbers of new claims
were quite | ow even i n t h-yearchareshaws anothemperspectivece e k s .
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United States Initial Jobless Claims

2000

L I

2018 2020 2022

Source: Trading Economics

Following the big COVID spike, weekly claims are right back to the same flat line they were on in
2018 2019. Consumer demand isndét yet weakening
of past recessions.

This time, however, we have another factor: labor scarcity. Many employers lack the workers they
need to serve existing demand. Others, where business may be slowing, are still reluctant to cut
staff because the last few years demonstrated finding quality replacements can be tough. Not to
mention training them. They calculate it may actually be cheaper in the long run to hold on to
workers they donodot presently need.

Some believe the labor shortage will ease when the economy weakens enough, or government
benefits diminish enough, to force more able-bodied people back into the labor force. This presumes

€

there is a | arge pool of people who could be wor

Labour force participation has indeed declined since 2020. The reasons have been subject to
intense debate but are finally growing clearer. A recent BlackRock study pins most of the remaining
shortfall on population aging.

Aging behind workforce decline

Contribution of aging tofall in participation rate, 2008-2022
66 W= 0

64

62

Participation rate (%)

__{
W
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=D articipation rate (left) Contribution of aging (right)

Sources: BlackRock Investment Institute, ULS. Bureau of Labor Statistics, October 2022. Notes: The orange line shows the
U.S. labor force participation rate, defined as theshareof theadult population (aged 16 and over) that isinwork or
actively looking for work. The yellow line shows how much the aging population has contributed to the participation rate
decline since 2008, as calculated by fixing participation rates and changing theweights based on population data,
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Source: BlackRock Thomé & Heloise
The first issue of
Richard Vane's

By their calculations, the drop in the participation rate iS mMOStly | sensitive examination

explained by the number of people reaching retirement age, along | of teenage romance
in all its wonder and

with fewer who continue working past retirement age and more early | indemess.

Richard Vane

Thomeé & Heloise

retirements. ltés a demographic |shift, co
degree as recent retirees realize they need more income and return to o, ]
work. Increasing job automation could help, too. But those probably |=—°° 45,
wonodét be enough to close the gap|] eheatofihe
A sequel to the story
If the workforce keeps shrinking relative to population, odds favour XLT:ﬂéTﬁoﬁom
either higher wages and more inflation, or reduced economic activity | isconfronting some
to match the labour supply. I donot s e e |deeagin o (VA

. . . . challenges of the 21=
because the older, retired part of the population will keep consuming Cemu,y‘_’e

while being (generally) less productive.

E-Book: $5.00
Jane

This means more inflation pressure in the years ahead. Add still-high |1 5. .o
energy and housing prices and i tv;]Lr:EQel'Balr(s Jrame and
2% inflation target will stay elusived this time from above instead of

below. E-Book: $5.00 ; '/
Such a scenario isndt necessarily disasfrouds.
dealingwi t h i nfl ation for centuri esj| I T WE Onilna@uane § O 1 N C
infl ation averages 3 5%, it Won()genevw?ee good——but w
think, barring the Fed getting a new religion and cutting rates to0 | Tisisalove story
much, that deflationary pressures will come back to the fore in 3-4 \;'f‘f:ri:g'"gcy P
' , |

years (maybe sooner). g . 3 I

and yet deeply / A

iti like alk [ ; A

Labors hortages coul d mean future r|6tesbei0ns. wonot

o f unempl oyment we wused to see. gerlﬂy@plfnasanqweaiil\l\/y not
look like. The scales have to balance somehow. Maybe the business | SPecm ofhuman

- . - relations. Jenevivre
cycle will continue but at lower amplitude. |
E-Book: $5.00
Thereds owiel dhugerd i n al/l t his: Chi na. The #hAZe

unpopular, but COVID remains a serious threat there. Exactly how the regime will juggle these
competing priorities is unclear. We know the Chinese Communist Party values social stability above
all else. If that means sacrificing economic growth, I think Xi will do it.

Lower growth in China, much less outright contraction, could have a major impact on global energy
and commodities demand. In theory, it could reduce prices enough to cut inflation pressure in the

US and Europe. Or maybe not. We just dondt know.
difference.
Next week brings the Fedos | ast policy meeting

reveal some of their thinking. The big mystery is how markets will react.

The Fed entered this year behind the cudwhchiand
how many will interpret a 50-point hike. Stopping inflation must remain top priority. The evidence |
seedoesnét show any need to slow the pace, and |
the second quarter. (Note: Thatodéds pausing and n
soon are engaged in wishful thinking.)


https://rcis.co.za/category/publications/

Like it or not, the Fed has become quite adept at forward guidance. We will know when they are

thinking of cutting rates (slowly!) well in advance. But be careful what you wish for. Markets d o n 0t

always rise in the months after a rate cut and often fall. This table shows S&P 500 results for various
time spans.

Rate cuts Dayof  Onemonth later 3 months later 6 months later
25-basis-point cut 0.16%  0.57% 3.67% 5.64%
50-basis-point cut 0.34%  1.25% -1.36% -3.58%
/5-basis-point cut 2.76% 0.27% -3.97% -4.01%

Source: MarketWatch

COP27 and South AfricaTt a
basic introduction

JP Landman

Now that COP27 in Egypt is over we can look at how it affects
South Africa.

COP 1 or the Convention of the Parties T is the annual climate change
conference held under the auspices of the United Nations. South
Africa has been a participant since COP 1 in 1993. In 2011 the country
hosted COP 17 in Durban. SA also hosted the World Sustainability
Summit in Johannesburg. The country has a long political commitment
to the climate change process.

COP21 in Paris in 2015 marked a breakthrough in negotiations, when
most governments in the world agreed a climate change accord. South
Africa, then led by President Zuma, was among them. The late minister Edna Molewa signed the
official document on 22 April 2016 at the UN in New York.

Agreement to the Paris accord is voluntary. Each country decides on a reduction target for its
Greenhouse gas emissions i a nationally determined contribution (NDC). It is important to note that
this target is set by the country itself. It is not imposed from outside.

I n 2021 the South African government set the
of carbon equivalent by 2030, consistent with limiting climate change to 1,5 °C. Currently our
emissions run at about 450 million tons, so this target requires a reduction in emissions of about
17%.

South Africa is the 13th largest emitter in the world. Our 450 million tons compare to a global
average of 172 million tons per country. Per capita we emit about 7,5 tons against a global average
of 4,8 tons. Measured per capita, we are the 15 largest in the world. Whichever metric, we are a big
emitter.

c

ov
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The rest of Africa has not contributed much to Greenhouse gasses. When talking emissions some

Af rican | eaders are indeed quick to say WnAfri ce
behind Africa.

Why is South Africa such a big emitter?

Most of our electricity and all the synthetic fuels are manufactured from coal, contributing 57% of the
countrybés Greenhouse gasses. Transport (cars, t
119%, industry 13%, other energy (diesel and gas) 11%, agriculture & forestry 4% and waste 4%.

Coal is one of the seven main minerals that helped South Africa to industrialise. Economically, it has
served the country very well. But coal has a downside i carbon emissions, pollution, damage to the

soil and water, poor air quality and adverse health consequences.

I n March this year the High Court rul ed that t
Hi ghveld region is a breach of residentsd const.
their health and well-being. The Minister of the Environment has denied several Eskom power
stations exemption from maintaining minimum air standards. They will have to shape up or close

down.

Thus, quite apart from COP and the Paris Agreement, the country needs to tackle the pollution and

health effects of using lots of coal.

Just energy transition

A 17% reduction in carbon emissions will obvioust
getting there is called the Just Energy Transition (JET), published this November. Travelling along

that road will require a lot of money, hence the Just Energy Investment Plan (JET IP).

Just energy transition investment plan

There are three priority areas in JET T electricity, new energy vehicles and hydrogen. The budgeted

cost comes to about R1,48 trillion over five years. R1,37 trillion (92%) will be spent on infrastructure,
boosting South Africads investment number s conNs
gross domestic product is about R6 trillion a year.)

Electricity will get 70% of the JET money, new energy vehicles 8% and hydrogen 22%. A cross-
cutting priority is skills development, for which R2,7 billion is earmarked.

Electricity

The 70% for electricity translates into more than R1 trillion - R475 bn (46% of the electricity spend)

will be on renewables. As is already the case, the private sector will fund those investments. Another
R131 bn (or 13 %) wi || go towards wupgrading the
renewables can be accommodated. R319 bn (31%) will go towards municipalities, the bulk of the
money earmarked for distribution systems.

Eskom is scheduled to close nine of its 15 coal-fired power stations by 2034 (now 8 of 14 because
Komati officially closed 3 weeks ago on 31 October). This will cut coal demand by 50% - from 113

Mt to about 57 Mt. Coal 6s place wil/l be taken by

power to be installed over the next years. The country will still use coal for a long time to come i
Medupi and Kusile will run for 40 years. But the swing away from coal is undeniable.

New energy vehicles (NEVs)

Globally the auto industry is transitioning to electric vehicles. Work is also going on to use hydrogen
in heavy trucks, buses and aircraft.

At its Mogalakwena mine Anglo Platinum is already using hydrogen to power giant mining trucks,
which previously spewed fossil fumes into the air.



Anglo American has set itself the goal to use renewable sources for 100% of its energy needs in
South Africa by 2030. It has already achieved that for all its operations in South America. It is thus
doable.

Green hydrogen

The third priority of the JET IP is the hydrogen sector. Worldwide there is a big push to expand the
use of hydrogen and the war on Ukraine has given it new urgency. (The war also caused temporary
reversals in the move to green energy, but there is no denying which way the trend is.) Apart from

price and safety, the big issue with hydrogen
produce it) to dgngrerewabléendrgyddr ogen (U
(A little colourful aside: 1 f biomass or nucl

when fossil fuels are used, but the carbon captured. There is a whole world of colours and
acronyms!)

The two key players on hydrogen in South Africa are the IDC and Sasol. The latter needs to get out
of synfuels and is very actively pursuing hydrogen, in some cases in partnership with German
agencies.The IDC is the lead agency in the commercialisation of hydrogen technologies.

Funding

South Africads I nvestment Plan is a first in
remain the only one i at its recent summit in Bali the G20 offered a similar deal to Indonesia, but
that plan still has to be developed. Having a clear plan with a budget unlocks financing: so far 57%
of the JET IP has been financed.

The International Partner Group or IPG, comprised of the EU, France, Germany, the UK, US and the
Climate Change Funds administered by the World Bank, is providing 8,6% of the JET budget. That
translates into some R128 bn and the first money has started flowing ($495 million to Eskom for
Komati, E600 million to National Treasury, and monies for training centres at Komati and Grootvlei.)

Developmental institutions, multilateral banks and philanthropies (the not-for-profit private sector)
are also contributors.

The bulk of the funding will come from the private sector. Private companies have already
earmarked R500 bn (34% of the JET IP total) for investment in electricity, adding to investments to
date. Last week | met with entrepreneurs who are into biomass and waste i investing their own
money to convert waste into watts. The auto industry is likely to invest in the transition to electric
vehicles. We have already seen private companies experimenting with hydrogen in transport.

Komati - making the transition

If all of the above sound like so much theory, it is useful to look at Komati power station, where the
process has started playing out.

Komati was officially switched off on 31 October this year. The World Bank has provided about R9
bn to re-purpose it. A 150 MW solar plant and a 70 MW wind plant will be built on the property,
supported by 150 MW of batteries. The transmission lines are right there and the power can go
straight into the grid.

Eskom signed an agreement with the South African Renewable Energy Technology Centre at the
Cape Peninsula University of Technology to run a training centre at Komati. They have developed
the curricula and course material. The training facility itself was funded by the Global Energy
Alliance for People and the Planet (GEAPP), which in turn is funded by the philanthropies referred to
above. Eskom has also established a containerised micro-grid assembly factory on the Komati
premises. Some of those micro-grids have already been installed in the Eastern Free State.

ear

t

h e



In the closing days of COP 27 Andre de Ruyter raised R180 m for a similar training centre at
Grootvlei, a power station that will close down in 2026. De Ruyter observed that there are 16 000
vacancies right now in the solar and wind industry in South Africa i considerable scope to
train/retrain people and employ them in a new industry.

Energy politics

The governmentds intent and dir eestfitheJET I®road map. ik ar |
is furiously contested from both left and right.

On the one side is what I s | 0 lpeoplegdompletelya dpposed tofit h
anything but renewables. A Wits academic has started a NGO to lobby for the view that no climate
money should be advanced to South Africa because the government still allows exploration for gas

and the continued use of coal. In his view, that should all be banned.

On the other side is the coal lobby, lamenting that the switch to green energy will result in people

losing jobs and small towns dying off. That is of course true. That is why skills development,
alternative economic activities and social support are so important. Many more jobs than those at

stake in coal mining were lost as mining in general declined (remember gold mining?); as agriculture

was deregulated after 1996; as the clothing and textile industries declined; as mobile technology
overtook Telkom é the |ist goes on. The rise a
economic life. The only question is how best to manage it. We have a better chance with coal than

we had with gold, or agriculture or textiles/clothing or telecommunications, which all happened
largely by default.

So what?

1 This piece is no more than a brief and no doubt inadequate summary of a 216-page road map
traversing a very diverse and complicated field. Hopefully it gives a feel for the issues at
stake.

1 In one of those big ironies of history, the catastrophe of load shedding is actually galvanising
the transition to green energy. Without load shedding it would have been much more difficult
to make the change.

1 Despite criticism from both sides, the current just energy transition plan is a middle-of-the-
road option towar ds So udedinehtarboncemiésoonst ar get of

1 The just energy transition is a multi-project: it will take multi-decades, involve multi-transitions
in different industries, utilise multi-technologies, affect multi-towns, cost multi-millions and so
on. It is neither linear nor a once off job. In many ways we will have to learn as we go along.
The trick will be to keep an open mind and constantly improve.

T As the transition proceeds, Eskomos rol e wi
provocative, it may be, justmaybe6 f i ni sh and kl aar 6 for Eskom,
by no means finished. It is important to distinguish between the two.




How to get fiscal policy in the
right direction

By Brian Kantor

South Africa needs a plan to reduce the national debt and interest bill. The
national debt and the interest bill for SA taxpayers have grown sharply since
20107 the national debt grew by over R200bn before the Covid-19 lockdowns
and by over R400bn in 2021.

This year, taxpayer s oorderoftR&80ba,xampared Wwith
R57bn in 2008, while the national debt will approach R4 trillion, equivalent to
about 60% of GDP i from a mere 18% in 2008. This is a dangerous trend that
needs to be reversed.

In 2008, the interest bill accounted for 8% of all government spending but has since doubled to 16%.
At an average 8% yield on the debt, every 1% increase in the average cost of funding the debt adds
about R32bn to the interest bill. As the real national debt increases, taxpayers and voters may
become unwilling to keep paying this overwhelming interest bill. Destruction of wealth through
inflation of the value of the outstanding local currency-denominated debt will then follow. These
types of developments do not come as a surprise to investors. History has made them aware of the
dangers of default and they demand compensation for the risks of funding national debts, in the form
of higher interest rates paid for upfront.

SA government growth in expenditure, revenue and national debt

Source: SA Reserve Bank and Investec Wealth & Investment, 10/11/2022

In this context, South Africa has been penalised for its presumed inability to reverse course on its
fiscal trajectory. High interest rates paid by the government and then passed on to businesses have
compensated lenders for expected inflation and the expected accompanying weakness of its
currency. The expected weaker rand detracts significantly from the expected returns of foreign
investors earning rand incomes when converted to US dollars at some future point in time.



