
Saved by the bell...or in this case by Abenomics! The beginning of the great bear market 
of 2014 has been abruptly terminated by the Bank of Japan’s decision to print money on 
a scale that beggars the mind….but it can only temporarily stave off the inevitable and 
in the interim share prices must inevitably soar further. 
Taking over where the US Federal Reserve has just ended, It will pitch another 60-billion 
dollars a month into the world market. Japan has been flooding world markets with additional 
money for months now in a so far failed attempt to jump-start its moribund economy. The only 
obvious effect has been to cost the Yen 51 percent of its value relative to the US Dollar over 
the past three years. 
More puzzling, however, the Bank of Japan has walked down this road in recent years and 
failed. The BOJ  began a programme of quantitative easing in 2001 after it had become clear 
that pushing interest rates down near to near zero for an extended period had failed to get the 
economy moving. After five years of gradually expanding its bond purchases, the bank 
dropped the effort in 2006. So economists generally are puzzled that the BOJ would again 
attempt a remedy which had so resoundingly failed in the past unless, of course, they have run 
out of ideas and would rather be seen as doing something rather than doing nothing at all while 
what is left of their once world-leading economy gets sucked into a black hole. 
For those who do not understand Quantative Easing, Wikipedia defines it as an unconventional 
monetary policy used by central banks to stimulate the economy when standard monetary 
policy has become ineffective. A central bank implements quantitative easing by buying 
specified amounts of financial assets from commercial banks and other private institutions, 
thus raising the prices of those financial assets and lowering their yield, while 
simultaneously increasing the monetary base. This is distinguished from the more usual 
policy of buying or selling short-term government bonds in order to keep interbank 
interest rates at a specified target value. 
 

Sensing that in the longer term 
interest rates must rise and their 
bond holdings will then stand 
them in at an ever-increasing 
loss, Japanese banks, insurance 
companies and the like are thus 
making good profits by offloading 
their bond holdings to the Bank 
of Japan which, at the present 
rate of buying will, within quite a 
short period, become the sole 
owner of all Japanese 
Government debt. And of course 
all that freed-up money is thus 
flowing into other investments, 
most noticeably into shares, with 
the result that Japan’s Nikkei, which was in decline for the first half of this year, is soaring as 
illustrated in my graph on the right with most major world markets quick to follow. 
And of course in Europe where the last engine of growth, Germany, is now moving into 
recession, President of the European Central Bank Mario Draghi has several times lately 
signalled his intention of embarking on another round of Quantative Easing. After a policy 
meeting on Thursday, ECB President Mario Draghi said the ground was being prepared for 
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"further measures to be implemented, if needed". Sources close to the ECB have told Reuters 
that its current plan to buy private-sector assets may fall short and pressure is likely to build for 
bolder action early next year, firstly moving into the corporate bond market. However there is 
understandable indecision. While some euro central bankers are opposed in principle to taking 
the ultimate step of quantitative easing, others are hesitant because there is no guarantee it 
will revive the euro zone economy. 

Though the QE experiment appears to have worked in the US where there are now absolute 
signs of renewed economic growth, the misgivings are understandable given the Japanese 
failure  and the paucity of other ideas. Meanwhile, as I have detailed several times to readers 
lately, debt continues to soar and sooner rather than later it has to fall over a cliff: what 
ordinary folk understand as bankruptcy but in nation terms something far worse in the shape of 
banking collapses, unemployment and corporate failure. 

The only way nations understand how to get themselves out of debt without embarking on the 
most logical but politically dangerous route of simply economising and paying down their debts, 
is to inflate their way out of it. That way other people...namely those with savings ….end up 
saddled with the cost. But if every effort made by central banks fails to ignite inflation, they will 
ultimately be forced to do what people in debt do. They will have to raise taxes and cut 
spending. Here in South Africa, where notwithstanding successive and very costly downgrades 
by the ratings agencies, State debt is nowhere near the levels of countries like China, France 
and the US, successive Ministers of Finance have warned for some time that a “fiscal cliff” lies 
ahead but there is no real evidence that politicians are prepared to take the hard decisions like 
cutting the rapidly growing ranks of the civil service 

Investment strategy: The survivors in such a case will be debt-free companies and 
individuals  - or at least those with the lowest amount of debt. Now in the face of the growing 
probability of yet another global monetary crisis astute investors will continue to refine their 
portfolios to both ensure a low debt exposure in the corporates they invest in and, in respect of 
developing countries like South Africa, that the companies they invest in will be hedged against 
Rand risk as robustly as possible. Ideally, of course, if one could precisely time markets one 
would move out of shares 
completely but while share markets 
continue rising in response to 
Quantative Easing worldwide, that 
would be an overly drastic step. The 
next best thing then, is to confine 
one’s equity exposure to those ultra 
blue chips that offer the above 
criteria for, as we have observed for 
some time now, this best category 
of shares continues to outpace the 
average and has shown over time 
the greatest resilience to market 
corrections. As the accompanying 
graph proves! 

Note that over a five-year period, the ShareFinder Blue Chip Index has delivered an annual 
average growth rate of 26.1 percent compared with the JSE All Share Index return of 16 
percent. Furthermore, since May this year when the two indices are plotted in relative strength 
more (third graph) Blue Chips have been outpacing the Alsi at a compound annual average 
rate of 7.6 percent as investors accelerate their movement into these comparatively safe haven 
investments. Overleaf, I have displayed the complete Blue Chip list from the ShareFinder 
system in descending order of our share grading system. I have also included the medium-
term market leaders: shares which might be assumed to reach Blue Chip status in the next 
year or two. 



 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Strategy going forward 
Last month I commented that the time to 
buy back in might be imminent starting 
around October 21. The turnaround actually 
happened on October 20 so we were not far 
out. Now, as my projection on the right sug-
gests, the way forward for Blue Chips looks 
healthy indeed. However, I would still err on 
the side of caution by retaining around 10 
percent cash at this stage. 
 I directed readers last month towards  the 
MTN Group, Compagnie Richemont, Coro-
nation Fund Managers and Howden Africa 
Holdings as my four favourites going for-
ward. 
MTN (pictured right) is still the most funda-
mentally underpriced share in the Blue Chip 
list and it appears likely to bottom at around 
R214 on December 12 when I will be a buy-
er. The other three are, however offering 
negative technicals and Richemont, having 
issued a troubling report recently and still 
projected to fall in price for the foreseeable 
future, is simply one to watch for now. 
Instead I offer readers EOH Holdings which 
has enjoyed a 30.18 percent compound an-
nual average dividend growth rate over the 
past five years which increased to 33.3 per-
cent at the last statement on the back of 
earnings increased at 31.7 percent. It 
should be available at R107 this week and 
likely to rise strongly thereafter. 
 

The 2011 Prospects Portfolio 
The 2011 Prospects portfolio has gone on 
to new heights to record a record value of 
R2 354 993 this week. And as I warned, the 
share that has been slowing it this past 

month has been Howden but, as I mentioned last month, I will continue to hold it because of 
Capital gains considerations. Meanwhile Coronation and Shoprit continued on to new highs 
and have in the case of the former, delivered outstanding results this week. Meanwhile, given 
the developments in Japan I have mentioned above, I will buy EOH provided it reaches my tar-
get price of R107 in the next few days. 



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 de-
gree 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 rates. These offer superior investment safety. 
Those in the fourth block generally offer significantly higher price growth rates but at the price 
of a greater degree of investment risk: 



Investment Grade Underperformers 
Listed below as usual are all shares which have been underperforming the Quality List averages in re-
spect 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 neces-
sarily 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.  
 



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 rate which under-
scores 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. 


