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Hereôs to a New Year! 
By Richard Cluver 

I 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. 

I 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 I confessed to someone close to me, had 
Ramaphosa been pipped at the post I think I 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 I do have 
some skill, I do not recall a time when there were so many investment opportunities staring me in the 
face. 

Letôs start 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 I 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 line in the graph is ShareFinderôs attempt to map the likely future trend of US long bonds 
to a predicted low of 2.67 next November.  

 

Thatôs a 64 percent potential capital gain for anyone smart enough to have invested in long bonds in 
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: 

 

 



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!  

 

 

So, hereôs to 2023. It could just turn out to be a bumper year for those brave enough to seize the 
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 the buying power of a nationôs currency. That too, is 
why the ANC policy of taking control of South Africaôs Reserve Bank is such a dangerous idea but 
not nearly as dangerous as the ANCôs idea that the central bank mandate should be changed to 
include job creation with its core of defending the buying power of the Rand. 

From the small investorôs point of view, however, we demonstrably cannot rely upon central banks to 
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! 



Powell: Higher for Longer than 

You Can Imagine 
By John Mauldin 

There is this constant argument that Jerome Powell (can I 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 
will soften and inflation will have returned to the Fedôs target range. 
Bottom line up front: I think that view is completely wrongheaded. 

I am sure that you have seen the various versions of the ñdot plot,ò the 
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.  

I 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 quipped: ña Xmas tree é and we see you Bullard.ò 

 
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 50 basis points. 

2. The consensus shows rates 
dropping to 4% in 2024. I see the 
longer-term ñguessesò and that is 
just what they are. That is too 
long into the future to have 
anything more than cursory 
predictive value. 

Letôs look at an analysis from Danielle 
DiMartino Booth at Quill Intelligence. I 
think this is spot on. 

ñ[That brings us to] Federal Reserve 
Chair Jerome Powellôs comportment 
behind the podium Wednesday 
afternoon. As hard as the press pool 
tried to incite his ire, they never managed to goad him into losing his temper. That said, Iôm not 
so sure polite Powell wasnôt worse than ñMake My Day Jay.ò Consider the following excerpt from 
the transcript in answer to whether he would consider raising the inflation target a la scared 
witless Europeans (the bolding is my own): 



ñ'Changing our inflation goal is just something weôre notðweôre not 
thinking about and itôs not something we're going to think about. 
Itôsðitðwe have a two percent inflation goal, and we'll use our tools 
to get inflation back to two percent. I think this isnôt the time to be 
thinking about that. I mean there may be a longer-run project at some 
point but that is not where we are at all. The committeeðweôre not 
considering that, weôre not going to consider that under any 
circumstances. Weôre going toðweôre going to keep our inflation 
target at two percent and we're going to use our tools to get inflation 
back to two percent.ôò 

I sat in a room about 7 8 years ago (if my memory serves). There was a 
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 canôt reveal names.) 

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 
income by half in that same time. They didnôt seem worried by the 
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. 

2. 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 Volcker did, or a 2022 23 version of it. We donôt get to drop 
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 I 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. 

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


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. I read his quarterly letters quasi-
religiously, generally 2 3 times or more. His latest is one of his best. I am going to summarize a little 
and quote some, but you can read the full letter here. Letôs jump in: 

ñSea change (idiom): a complete transformation, a radical change of direction in attitude, 
goalsé (Grammarist) 

ñIn my 53 years in the investment world, Iôve seen a number of economic cycles, pendulum 
swings, manias and panics, bubbles and crashes, but I remember only two real sea changes. 
I think we may be in the midst of a third one today.ò 

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., bonds rated below B werenôt considered investable. The 
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 investment and what became ñfinancializationò of the markets. 

The second sea change was Volckerôs breaking of inflation and then the beginning of a 40-year 
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: 

ñFor what felt like eonsðfrom October 2012 to February 2020 ï my standard presentation 
was titled óInvesting in a Low Return World,ô because thatôs what our circumstances were. 
With the prospective returns on many asset classesðespecially creditðat all-time lows, I 
enumerated the principal options available to investors: 

 Å invest as you previously have, and accept that your returns will be lower than they used to 
be; 

 Å reduce risk to prepare for a market correction, and accept a return that is lower still; 

Å go to cash and earn a return of zero, hoping the market will decline and thus offer higher 
returns (and do it soon); or 

Å ramp up your risk in pursuit of higher returns. 

ñEach of these choices had serious flaws, and thereôs a good reason for that. By definition, itôs 
hard to achieve good returns dependably and safely in a low-return world. 

ñéThe overall period from 2009 through 2021 (with the exception of a few months in 2020) 
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 
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corporations and owners thanks to good economic growth, cheap and easily accessible 
capital, and freedom from distress. 

ñThis was an asset ownerôs market and a borrowerôs market. With the risk-free rate at 
zero, fear of loss absent, and people eager to make risky investments, it was a 
frustrating period for lenders and bargain hunters.ò (Emphasis in original) 

Then he gives us a tour de force analysis of where we are and how we got here. I highly suggest 
you read it but the conclusion is weôre not going back to ultra-low rates, barring a severe recession. 

ñThe progression of events described above caused pessimism to take over from optimism. 
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 distressð
loans and bonds offering yield spreads of more than 1,000 basis points over Treasuriesð
grew from dozens to hundreds. 

ñHow has this change manifested itself in investment options? Hereôs one example: In the 
low-return world of just one year ago, high-yield bonds offered yields of 4 5%. A lot of 
issuance was at yields in the 3s, and at least one new bond came to the market with a 
ñhandleò of 2. The usefulness of these bonds for institutions needing returns of 6 or 7% was 
quite limited. Today these securities yield roughly 8%, meaning even after allowing for some 
defaults, theyôre likely to deliver equity-like returns, sourced from contractual cash flows on 
public securities. Credit instruments of all kinds are potentially poised to deliver performance 
that can help investors accomplish their goals.ò 

The End of Financial Repression? 

Letôs pause to think about that. Financial repression by central banks all over the developed world 
forced retirees, pension funds, endowments, etc. to take increased risks or miss their investment 
targets. Those targets were made in a ñnormalò economic environment and never changed when the 
Fed simply eviscerated whatever we thought of as normal. It was called the ñNew Normal,ò and then 
as things progressed, the ñNew, New Normalò and it spiralled down from there. 

Now, an investor can make better returns but must deal with inflation. This is just one opinion, and 
subject to being massively wrong, but I 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 long as Powell is chair, I donôt think rates are going back anywhere near the zero bound, nor 
should we. 

Finally from Howard Marks: 

ñWhat we do know is that inflation and interest rates are higher today than theyôve been for 40 
and 13 years, respectively. No one knows how long theé [the current economic situation] 
éwill continue to accurately describe the environment. Theyôll [the Fed] be influenced by 
economic growth, inflation, and interest rates, as well as exogenous events, all of which are 
unpredictableé 



ñAs Iôve written many times about the economy and markets, we never know where weôre 
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 fromðand mostly less favourable 
thanðthose of the post-GFC climate described above. These changes may be long-lasting, 
or they may wear off over time. But in my view, weôre unlikely to quickly see the same 
optimism and ease that marked the post-GFC period. 

ñWeôve gone from the low-return world of 2009 21 to a full-return world, and it may become 
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. 

ñAnd importantly, if you grant that the environment is and may continue to be very different 
from what it was over the last 13 yearsðand most of the last 40 yearsðit should follow that 
the investment strategies that worked best over those periods may not be the ones that 
outperform in the years ahead. 

ñThatôs the sea change Iôm talking about.ò 

Itôs Not Just the US 

The publisher of Mauldin Economics, Ed DôAgostino, has started doing a regular video interview 
podcast, and he is really good at it and is getting marvelous people agreeing to come on his show. 
Itôs free and you should subscribe. I will close this letter with a summary of part of his recent 
interview with Felix Zulauf as it focuses on the international scene. Hereôs a link to the full video for 
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 and is long-term inflationary. The Saudis are moving to Chinaôs 
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 in a severe recession. Felix likens China today to Japan in the ó90s. They had an 
over-expansion of credit and now have a broken financial system that will take at least a decade to 
resolve. The COVID lockdowns are merely camouflage to hide Chinaôs economic weakness. 

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 tacticalðbuy 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 newsðand market reactions to itðincreasingly resemble a tennis game. Spectators 
follow the ball back and forth, thinking something will happen but usually it doesnôt. 

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. Federal Reserve policy has been the bullôs best friend for 20 years 
now, and maybe 40 years if we count since Volcker and the Greenspan Put. Itôs easy for people who 
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 will lose his nerve isnôt crazy. Heôs done it before, 2018 most recently. So did 
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 donôt think Powell will ñblinkò again. If stopping inflation means starting a 
recession, he will choose recession. Note, however, this ñrecessionò may not look like past ones. 

I 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 Iôll be writing my 2023 annual forecast letter. Preparing for that, I recently looked back at 
what I wrote in January 2022. Those annual lookbacks can be very humbling moments. At that point 
inflation had risen a lot but the Ukraine War and all its consequences were yet to come. Hereôs what 
I said. 

ñAt some point later this year we should resume what will beðand I hate to use this phrase 
because it is so triteða post-COVID, post-snarled supply chain, new normal. Weôll face many 
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 timeé 

ñFurther, the Federal Reserve is (finally!) moving to eliminate QE and theoretically will raise 
rates after that. I donôt want to get complicated here, but these two actions combined will 



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

ñI think there is a reasonable probability that Jerome Powell will look at history 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 kills inflation, he can then provide stimulus 
which will bring the markets back. All will be right with the world, from Wall Streetôs 
perspective. 

ñIf Powell doesnôt kill inflation, he will go down as possibly the worst Fed chair in history, 
which is saying something. I think heôs made of sterner stuff. He doesnôt need the money 
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. 

ñThe markets are projecting three rate increases this year. Letôs call that over/under line. 
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. 

ñNote that many regional Fed presidents are also taking a harder inflation line, at least 
rhetorically, than they were a few months ago. Maybe they got religion in December. 

ñSo, a forecast? I think there is a 70ï80% chance of a real bear market and a better than 
even chance of what I hope will be only a mild recession.ò 

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 will likely show 1% growth or less. Tighter monetary policy has lagging effects, so itôs not 
outlandish to expect even worse in 2023. The surprise will be if tighter Fed policy doesnôt produce 
a slowdown, even if the Fed pivots soon. 

I donôt think that will happen. The FOMC wonôt go straight from four consecutive 75-point rate 
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 least a few months to see what happens. Iôm confident the policy 
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 effect this will have. Again, letôs remember the Fed wants to slow 
the economy and lower inflation. Thatôs the goal. They would prefer to do so as painlessly as 
possible, but they know it will hurt. The possibilities form a kind of color spectrum. 

Soft Landing: Demand slows, inflation falls to 3% range, unemployment doesnôt budge, GDP 
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. 

ñNormalò Recession: Inflation remains 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 doesnôt drive inflation, at least 
not without significant lag timeðcertainly multiple quarters if not a year or longer. 

We will see where I come down for my forecast. Right now I think a ñNormalò recession is the base 
case, but events (either good or bad) can always overwhelm it. 

 

Housing Bust? 

The Fedôs main power is its control of interest rates and liquidity. This power has limits, but it can 
seriously affect highly leveraged segments like housing. Letôs look at what is happening there 
because itôs not quite what you may think. 

Between higher inflation expectations and the Fedôs exit from buying mortgage-backed securities, 
home mortgage rates are up significantly this yearðenough to let a little air out of the housing 
bubble. Prices have dropped in many areas, making builders scale back their plans. But itôs not a 
ñcrashò 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. 

 
Source: Redfin 
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Looking at the year-over-year change, as in the chart above, makes this seem like a major change. 
But does it matter? Redfinôs own data shows the median home price was $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. 

 
Source: FRED 

The median home price almost tripled in the last 22 years, far outpacing inflation. Yes, all real estate 
is local, etc. Some areas are more or less expensive. But nationally speaking, this wonôt be some 
kind of buyerôs paradise unless prices drop a lot more and mortgage rates retreat quite a bit. 

That will push more people into rental housing, mainly apartments. I 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: 

ñSoaring rents forced millions of young Americans to move back in with their parents this 
year, according to a new survey. 

ñAbout one in four millennials are living with their parents, according to the survey of 1,200 
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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ñAmong the latter group, the surge in rental costs was the main reason given for the move. 
About 15 percent of millennial renters say that they're spending more than half their after-tax 
income on rent. 

ñThe disruptions of the pandemic, which triggered massive job losses as well as a spike in 
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. 

 
Source: Crainôs Detroit 

We all know rents and home prices are coming down in real time but that inflation numbers donôt 
reflect that. Letôs unpack that. 

The inflation benchmarks incorporate changes in housing prices gradually to reflect the fact they 
donôt affect most renters until lease renewal time. Basically, the methodology of the way they 
measure means that they stretch the data over a year. 

Letôs do a thought experiment. Year one a widget costs $1. Twelve months later it costs $1.10, thus 
widget inflation is 10%. Add another 10% to make the next yearôs price $1.21. Widget inflation is still 
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 live) this summer, so ownerôs equivalent rent is slowly rolling over. 

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 
Fedôs efforts thus far are only modestly reducing prices. That suggests rates will have to go quite a 
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. 

 
Source: Trading Economics 

Note the axis on the right side. We see swings in both directions but the numbers of new claims 
were quite low even in this yearôs worst weeks. The five-year chart shows another perspective. 
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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 isnôt yet weakening enough to create the kind of layoffs seen ahead 
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 donôt 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 large pool of people who could be working but arenôt. 

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. 
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Source: BlackRock 

By their calculations, the drop in the participation rate is mostly 
explained by the number of people reaching retirement age, along 
with fewer who continue working past retirement age and more early 
retirements. Itôs a demographic shift, which could shift back to some 
degree as recent retirees realize they need more income and return to 
work. Increasing job automation could help, too. But those probably 
wonôt be enough to close the gap. 

If the workforce keeps shrinking relative to population, odds favour 
either higher wages and more inflation, or reduced economic activity 
to match the labour supply. I donôt see economic activity falling 
because the older, retired part of the population will keep consuming 
while being (generally) less productive. 

This means more inflation pressure in the years ahead. Add still-high 
energy and housing prices and it looks more and more like the Fedôs 
2% inflation target will stay elusiveðthis time from above instead of 
below. 

Such a scenario isnôt necessarily disastrous. People have been 
dealing with inflation for centuries. If weôre going into a period where 
inflation averages 3 5%, it wonôt be good but we will adapt. I actually 
think, barring the Fed getting a new religion and cutting rates too 
much, that deflationary pressures will come back to the fore in 3-4 
years (maybe sooner). 

Labor shortages could mean future recessions wonôt produce the kind 
of unemployment we used to see. Iôm really not sure what that will 
look like. The scales have to balance somehow. Maybe the business 
cycle will continue but at lower amplitude. 

Thereôs one huge wild card in all this: China. The ñZero COVIDò measures look increasingly 
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 donôt know. I mention it because it really could make a giant 
difference. 

Next week brings the Fedôs last policy meeting of 2022. Weôll also get new ñdot plotsò that may 
reveal some of their thinking. The big mystery is how markets will react. 

The Fed entered this year behind the curve and shouldnôt end it by proclaiming victoryðwhich is 
how many will interpret a 50-point hike. Stopping inflation must remain top priority. The evidence I 
see doesnôt show any need to slow the pace, and I hope they donôt. We can talk about pausing in 
the second quarter. (Note: Thatôs pausing and not pivoting. Those who think the Fed will cut rates 
soon are engaged in wishful thinking.) 
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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 donôt 
always rise in the months after a rate cut and often fall. This table shows S&P 500 results for various 
time spans. 

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

COP ï or the Convention of the Parties ï 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 ï 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. 

In 2021 the South African government set the countryôs contribution at 350 million to 375 million tons 
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. 
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The rest of Africa has not contributed much to Greenhouse gasses. When talking emissions some 
African leaders are indeed quick to say ñAfrica, South Africa excluded éò. We thus cannot hide 
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 
countryôs Greenhouse gasses. Transport (cars, trucks, busses, planes, trains and ships) contribute 
11%, 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 ï carbon emissions, pollution, damage to the 
soil and water, poor air quality and adverse health consequences. 

In March this year the High Court ruled that the poor air quality in South Africaôs Mpumalanga 
Highveld region is a breach of residentsô constitutional right to an environment that is not harmful to 
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 obviously not happen by itself. Governmentôs road map for 
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 ï 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 Africaôs investment numbers considerably. (As a reference point, South Africaôs 
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%) will go towards upgrading the countryôs transmission grid so that all those 
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. Coalôs place will be taken by many thousands of MW renewable, gas and nuclear 
power to be installed over the next years. The country will still use coal for a long time to come ï 
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 is to move from ôgreyô hydrogen (using fossil fuels to 
produce it) to ógreenô hydrogen (using renewable energy). 

(A little colourful aside: if biomass or nuclear is used for production, it is called ópinkô hydrogen, óblueô 
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 Africaôs Investment Plan is a first in the world and was warmly welcomed at COP27. It will not 
remain the only one ï 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 I met with entrepreneurs who are into biomass and waste ï 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. 



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 ï considerable scope to 
train/retrain people and employ them in a new industry. 

Energy politics 

The governmentôs intent and direction are clearly set out in the 216 pages of the JET IP road map. It 
is furiously contested from both left and right. 

On the one side is what is jokingly called ñthe Green Talibanò ï people completely opposed to 
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 list goes on. The rise and decline of industries are part and parcel of 
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? 

¶ 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. 

¶ 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. 

¶ Despite criticism from both sides, the current just energy transition plan is a middle-of-the-
road option towards South Africaôs target of a 17% decline in carbon emissions. 

¶ 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. 

¶ As the transition proceeds, Eskomôs role will change substantially. To be deliberately 
provocative, it may be, just may be ófinish and klaarô for Eskom, we will see; BUT electricity is 
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 
2010 ï the national debt grew by over R200bn before the Covid-19 lockdowns 
and by over R400bn in 2021.  
 
This year, taxpayersô interest bill will be of the order of R300bn, compared with 
R57bn in 2008, while the national debt will approach R4 trillion, equivalent to 
about 60% of GDP ï 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. 


