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Against the 2007 peak value of 26.8, Wall Street’s Schiller Ratio has this week edged up
to 26.3 taking it to its 5th highest level in over a century. The previous peaks were 27.8
immediately ahead of the 1929 market crash that sparked the Great Depression, its alltime high of 43 in 2000, 26.65 in 2004 and the 2007 peak I have already mentioned.
Other than the 1929 to 1942 depression,
the longest bear market of the past
century lasted from 1965 to 1982 when
the world was getting over one of its worst
phases of inflation in modern history
sparked off by the OPEC oil crisis when
the US embarked on a massive dollarprinting spree. That bear market began
right after the Schiller ratio peaked at a
mere 22.85.
The reason the Schilller Ratio is favoured
by modern analysts over the more
commonly used price earnings ratio as a means of judging the costliness of an individual share
or share market is that it is adjusted for inflation so it eliminates fluctuations of the PE ratio
caused by the variation of profit margins during business cycles. The highest peak for the
regular P/E was 123 in the first quarter of 2009. By then the S&P 500 had crashed more than
50% from its peak in 2007. The P/E was
high because earnings were depressed.
With the P/E at 123 in the first quarter of
2009, much higher than the historical
mean of 15, it was the best time in recent
history to buy stocks. On the other hand,
the Schiller P/E was at 13.3, its lowest
level in decades, correctly indicating a
better time to buy stocks.
Of course the world’s markets have never
before reeled under the impact of quite
such massive amounts of money flowing
from central bank stimuli. As the second
graph on the right illustrates, only the
European Central Bank has seen its
assets diminishing over the past 18
months. Now the President of the ECB,
Mario Draghi, intends to boost the ECB
balance sheet by EUR1 trillion from
current levels to get assets back to their
levels of early 2012. Effectively then,
after the Draghi stimulus is complete,
global
liquidity
will
have
risen
approximately fourfold since 2007 which,
by implication suggests that share market
values, which have effectively trebled
during the period, could rise a further

25% before they have fully digested this
pressure. And precisely that is being forecast
by ShareFinder for the likely direction of the
SF Blue Chip Index over the next year as
illustrated by my third graph. On the right I
have blown up that Blue Chip Fourier
projection so readers can see that
ShareFinder expects the current bout of
weakness to continue for the rest of this
month before it begins another powerful bull
phase that should see gains until the third
week of December before the next bout of
temporary weakness sets in. That would
precisely accord with a fresh burst of the turbocharger kicking in courtesy of the European
Central Bank in Brussels.
So much for the economic fundamentals that have been driving equity markets. But it would be
very wrong to ignore investor sentiment which is driven both by economics and very real
pessimism in the face of global events which could radically impact upon personal security. Not
the least of the issues currently looming on the horizon is the precedent-setting Scottish
referendum which could provide a massive shot in the arm for separatist movements
elsewhere in turn posing significant questions about the security of global sovereign debt.
Furthermore American citizens, who believed that they would never see another US
expeditionary war during the Obama years, are waking up to the new reality of an effective
declaration of hostilities against the Islamic State with, Britain committed to joining the fray.
Then there has been the announcement of further sanctions against Russia over the Ukraine
which implies a hotting up of tensions as Europe moves into winter and needs Russian gas to
keep itself warm. Furthermore, it is clear that China is committed to slowing its economy for the
foreseeable future with significant balance of payments implications for primary exporters like
South Africa.
So it is impossible to ignore the point that I
have been making for months now: that
world markets are now at such high levels
that it would take only a small seismic shock
to tip them over the edge and, indeed, as I
observed in my Richard Cluver Predicts
column last Friday, many of our Blue Chips
are already demonstrating dangerously high
top and “head and shoulders” formations as
is the example of Naspers which is quite
surprising given that a significant dividend
payout is due on Monday and that the
decline occurred before the shares went exdividend.
ShareFinder, however, thinks we will just
squeak by, avoiding a cataclysmic downturn
of massive proportions. To reach this
conclusion, we have sought out the inherent
cycles contained in over 100 years of Wall
Street’s Dow Jones Industrial Index to
produce the projection on the right which
suggests that Wall Street currently has the
potential to fall of the order of 13% in a bout
of weakness starting at the end of October
and lasting until around mid-May if normal

cyclic forces are triggered by geo-political events over the next few weeks. I accordingly conclude that it
would be wrong to buy anything currently and to rid portfolios of any significantly underperforming shares.
Im my own portfolios I have continued to accumulate cash in a call account in order to take profitable
advantage once the bubble has burst.
The 2011 Prospects Portfolio

As I indicated, Clicks rose to R71 during the past month and so I sold our holdings with the result that we
are now 15% in cash and, overall the 2011 portfolio is up 200 percent since inception with its rate of total
return now at 48.57 which represents a improvement on last month’s 47.03%. Looking to accumulate
more cash I hope to sell Howden if it reaches a projected R47 during October.
The 2014 Prospects Portfolio
This latter portfolio, began in January, continues to sit largely in cash ahead of a buying opportunity I
hope to see in October or November.
Investment Grade Underperformers
Listed belowas 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 the sum of the dividend yield and the annualised capital growth rate average over five years.

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.

