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Who would have thought that US Federal Reserve Chairman Ben Bernanke could have
come to the Jackson Hole conference of central bankers last Friday with nothing but the
quiet assurance that his bank would do whatever was necessary to keep the US
economy on a growth path…..and that would have been enough to pitch Wall Street into
a strong recovery?
Well it should not surprise anyone for what
we are witnessing is unprecedented levels
of investor uncertainty. Not since the
aftermath of “Black Thursday” on October
24 1929 which pitched the world into the
12-year-long Great Depression, has the
world seen such levels of uncertainty.
Just in passing it is worth noting that in the
month of October 1929 the Dow fell
11.73% whereas for the period July 21
2011 to August 9 the more widely
representative S&P500 index fell 16.14%.
It rose again until August 17 before
plunging back again and then last Friday in
the wake of Bernanke’s speech it began
rising strongly once more.
Courtesy of Wikipedia I reproduce a graph
of what happened to the Dow that fateful
October with the period of the Great Crash
highlighted in red.
Next consider what Wall Street has been
doing this past month from my own ShareFinder graph. The green support line indicates what
most chartists have been pondering this past week and the red Fourier projection suggesting
what could happen in the next five months. Here it is important to note that Fourier projection is
very accurate with regard to the timing of events but less so with regard to the magnitude of
movements. For magnitude it is better to rely upon trend lines and so it appears likely that Wall
Street will peak between now and September 16 (the mauve peak shown by ShareFinder’s
short-term calculations) and then slide steadily down until the end of December. The falling red
trend line represents a secondary support base which would offer support at around an S&P
level of 1010 in late December should Wall
Street keep on falling. Should this latter
decline occur it would mean the Wall
Street will by then have lost another 17%
from this weeks closing levels.
What are the implications for South African
blue chips in the event of this scenario?
Here note that Fourier projection suggests
that the market could continue on down
until the end of October before beginning
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to recover with the light green and orange support lines suggesting that from these levels the
market could bottom after falling between three and four percent from current levels. My own
gut feel, however, suggests that our market could not get off as lightly as that if Wall Street is
thumped to the degree that these calculations suggest.
In summation, the outlook is far from rosy in the short term and it might, accordingly, be
opportune to revisit your portfolio to further weed out any remaining weak counters left over
from the heavy pruning I suggested at the end of last year. The following list of underperformers
is offered for your consideration:

The month ahead:
New York’s SP500: I correctly predicted the beginning of a recovery trend. I see the recovery
lasting until mid-September.
London’s Footsie: I correctly forecast the beginning of a recovery and I expect it to run out of
steam early in the new week.
JSE Industrial Index: I correctly forecast the beginning of a recovery but now I foresee
weakness lasting into late September.
Top40 Index: I correctly forecast a brief recovery. Now I expect weakness lasting into late
September.
ShareFinder Blue Chip Index: I correctly forecast an up-trend. Now I foresee weakness until
late September.
The Rand: I correctly predicted a sideways trend continuing until the end of September and I
continue to see this with the possibility of some slight gains overall.
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Golds: I correctly forecast a bounce back and I see it continuing with considerable volatility until
the end of September.
Gilts: I correctly predicted a resumption of the strengthening trend. And I expect it to continue
until mid September.
The Predicts accuracy rate on a running average basis over the past 400 weeks has
been 80.44%.
Richard Cluver
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