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The world’s share markets are all showing signs of weakness this month led by the
London stock exchange where the FT100 Index achieved a double top in May and June
and has since achieved a series of ever-lower market peaks which has so far seen that
market lose 3.5% since its May 15 peak.
In New York, the S&P500 Index has
also come off 3.4% since it peaked
on July 24 with the result that the
JSE fell 2.2% since July 29 before
briefly resuming its up trend. So the
critical question is whether this is the
beginning of the long-anticipated
major correction or simply a pause
along the road to ever higher highs?
My guess is that it is the latter and
that view is borne out by
ShareFinder’s long-term Fourier
projections in red in the composite
on the right which suggest that
further
gains
lie
ahead.
Furthermore, with earnings season
winding up in the US and 93% of
companies in the S&P 500 having
reported, 55% have beaten EPS
estimates, 62% have beaten sales
estimates and 38% have beaten
both measures. So there is
obviously growing optimism across
the Atlantic. Employment numbers
are similarly improving.
Supporting the argument for
continued market price growth is the
massive overhang of new money
that continues to flood the world’s
monetary system primarily flowing
from the US Federal Reserve’s
printing presses which, as the graph
on the right illustrates has seen US
M1 money double from $1.400Billion to just less than $2.800Billion since 2008.
Europe and Japan have similarly
been printing money at an
unprecedented scale with Japanese
money supply up 25% in the same
period. During the same period the
Euro area M1 money supply has
risen nearly 45% as illustrated by

my fourth graph.
Yet despite all this stimulation, global
economic growth is anaemic to say the
least with the US average now standing at
2.4%, Canada 2.2, Britain at 3.1%, France
at 0.7%, Germany 2.5%, Russia 1.2%,
Italy -0.3% and South Africa 1.6%.
Problem is that the world has learnt to live
on this new drug of monetary stimulation
and like all addicts it needs more and more
of it. Thus when then US Fed chairman
Ben Bernanke hinted late last year that the
US could foresee a time when it would end
its stimulation, Wall Street shuddered into
reverse. So central bankers are obviously
acutely aware that they cannot afford a
confidence-shaking share market collapse
at this time.
Nevertheless, it is clear that investors
worldwide are growing increasingly
cautious as average price earnings ratios
climb to all time highs. Note the first graph
on this page that this week the New York
Schiller ratio had reached 25.4 compared
with its highest ever value of 27.4 in June 2007 immediately ahead of the last big market crash.
Inevitably then investors have become very selective in their investment choices. Thus, as my
second graph composite illustrates, there has been a steady move away from riskier shares
that I name the Rising Stars towards the blue chips and, since early April that has become very
pronounced.
Investment conclusion
The conclusion for ordinary investors accordingly remains as it has for many months, that we
are living in bubble economy times. Nobody can say with any certainty when the bubble will
burst and indeed bubbles have in the past been known to slowly dissipate. Normally, however,
bubbles burst with costly implications for investors. Thus it is appropriate to exercise great
caution and NOT to commit further funds to new investment. Instead it is appropriate to
accumulate cash in a call account in order to take profitable advantage once the bubble has
burst.
The 2011 Prospects Portfolio

The 2011 portfolio has not grown much in the past month but its record-setting 47.03% Total
Return value should be pleasing to all my readers. Looking to accumulate more cash I will sell
Howden if it reaches a projected $47 during September and Clicks if it reaches a projected
R70 in December.

The 2014 Prospects Portfolio
This latter portfolio, began in January, has sat largely in cash for the duration which, given the
extent to which the markets have progressed during the intervening months, perhaps lacks
panache. However I would always prefer to err on the side of caution
Investment Grade Underperformers
Listed overleaf as usual are all shares which have been underperforming the Quality List averages in
respect of price growth rates over the past five years. Note that all the shares listed qualify for inclusion in
the ShareFinder Quality list because of their consistent dividend growth rates over many years and those
listed in green under the Dividend Growth heading have been consistently delivering above-average
dividend growth rates over at least the past five years. Being an underperformer is not necessarily an
argument for disposing of any of these shares, but readers should note that if a share has failed to deliver
above average price growth over as long a period as five years, then it is unlikely in the short to medium
term to get much better. Some shares which feature in this list are gladly included in many portfolios of
investors seeking dividend income rather than pure capital growth. So before you decide to ditch any of
these, do your research carefully. To help you in this regard, we include a “Total Return ” column which is

Top SA Performers:

The following shares are offered as suggested replacements for any in your portfolio that are
achieving lesser growth rates than the ShareFinder Blue Chip average growth rates. The
shares listed in the first block below have been selected because of their investment grade
quality and their very high dividend growth rate and superior investment safety. The second
block of ten offer significantly higher dividend growth rates but at the price of a greater degree of investment risk:
The shares listed in the third block below have been selected because of their investment
grade quality and their very high price growth rate. These offer superior investment safety.
Those in the fourth block generally offer signifi- cantly higher price growth rates but at the
price of a greater degree of investment risk:

Unit Trusts
The topmost (green flagged) unit trusts listed below conform to the ideal that the latest annual price
growth rate is greater than the average of the past five years (Half) and the five-years average is
greater than that of the previous ten years (Full). In the groups that follow it should be noted that a
high ten-year growth average is seldom followed by similarly high interim growth rates which underscores the fact that it is very difficult ever to select consistently high-performing funds. Trusts
with the lowest Risk number are the least price-volatile.

