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Back from eight weeks of cruising, for six weeks in my own boat in Greece followed by
two weeks in Norway on a somewhat bigger vessel, has me facing the stark reality of a
world in even worse economic strife than I left it in late May.
Now I should hasten to say that nothing fundamental has actually worsened. It is only the fact
that people all over the world are still not quite up to facing the reality of a very changed world
that has run out of economic options and so they continue to react in panic at every new twist
and turn of a continually unfolding saga.
Greece, at the epicentre of most that is gripping Europe, is in fact typical of the whole
Eurozone inasmuch as four years into the new economic dynamic, ordinary folk have still not
reconciled themselves to the fact that the world they are living in now is unlikely EVER again to
be the same as it was before 2008.
Many still blame US bankers—and bankers in general — for the pressure they are under. Few
seem yet to have grasped that the sub-prime crisis and the derivatives flim-flammery that it
exposed in 2008 were merely the trigger that set off an avalanche that had been building up for
half a century. In essence what most folk have yet to fully take into their minds is that weak
governments with, at best, slender parliamentary majorities and more often coalitions of quite
disparate minority parties, have for years lacked the ability to take the hard decisions that have
long needed to be taken to cut back on social welfare policies which were not sustainable in
the long-term.
Just as in South Africa where just seven or eight percent of income tax payers are paying for
the welfare benefits of over 20-million dole recipients, the majority in Europe and North
America are completely unable to appreciate that their situation was unsustainable. So, for
example, the average worker in Greece still earns 40% more than the average worker in
Germany. Yet there are regular riots in Athens as the Government struggles to enforce wage
cuts of these levels on civil servants, hoping that ultimately this new realism will ripple through
to the private sector.
Of course the Greek government has no choice in the matter. It does not have enough money
to pay next month’s salary bill unless the rich nations of Europe agree to loan them the money.
Understandably, the rich nations, led by Germany, are not prepared to continue bailing Greece
out until it succeeds in cutting its budget deficits.
Now nearly half of the Greek population are indignant that Germany is able to dictate Greek
wage cuts….and in any event they have hated the Germans since World Way 2….and they
think the answer would be for Greece to withdraw from the Eurozone, renege on their debts,
substitute Drachma for Euros, and simply get on with the old way of life. Few appreciate that
for a country that lives almost entirely on imports, massive inflation would rapidly result making
it almost impossible for ordinary folk to afford anything but the most basic of daily commodities.
And so they continue to complain about the government, other governments, bankers and
financiers in general and completely ignore the fact that for their nation to prosper it has to be
able to earn enough in the export markets to pay for what it spends in the import markets. And
to do that they have to be able to compete with Chinese workers whose pay expectations are
modest by world standards, who work long hours, achieve considerable productivity while they
are working and who receive little or nothing in the way of social benefits from their
government.
The latter is true of most of the rest of the world and no amount of fancy financial engineering
is going to change the basic facts. The problem is that a whole variety of factors, but chiefly
easy credit, have allowed governments for far too long to provide their electorates far more in
benefits than they as a nation have earned leaving most countries with a legacy of debt that

could take several generations of austerity to pay back. And until everyone has understood this
fact….and I mean everyone…. we are going to continue to face the problems of governments
being unseated, markets swinging wildly, and civil unrest. So the current market situation,
marked as I write by fresh alarm at depressingly high and seemingly unchanging US
unemployment figures coupled with speculation that the US Federal Reserve is about to
engage in yet another money-printing exercise which will ultimately ensure only that the
average American is able to continue living with the illusion that he is entitled to a standard of
living far greater than he is physically able to pay for by his own sweat and toil. But the real
price of the exercise will be another increase in inflation. (Here I need to point out that the
slowdown that followed the 2008 Sub-Prime crisis in the US led to their inflation rate falling to
minus 2.1 percent by July 2009. It then climbed steadily to peak at 3.87% last September
before beginning to decline again reaching a low of 1.66% last month and it is this recent
decline coupled with an unemployment rate stuck at a very high (for the US) 8.2% that is likely
to lead the Fed to believe they can return to money-printing in the hope of stimulating the
economy again. But readers need to recognise that inflation has a slow and long-burning fuse
that can ignite with explosive force as long away as two years following the actions that caused
it)
What does all of this mean to you and I whose most fervent desire is to see that we do not lose
the money we have accumulated by our own toil over the years and, hopefully to see the value
of that accumulation grow over the years ahead in a safe and steady manner? Well we simply
have to recognise that markets will continue to swing up and down for the foreseeable future
and learn how to take advantage of those swings. In addition we need to ensure that when we
invest money we choose investments that are neither too speculative nor too conservative in
nature.
By definition that means we need to invest in Blue Chip companies whose management teams
are sufficiently skilled and sufficiently innovative to be able to stay ahead of the game and
prosper at a time when others are floundering. That simple view explains why, in the graph on
the right one can
see
that
on
average blue chip
shares have been
rising in price at
14.9% compound
over the past 25
years as traced out
by the red trend
line and, more to
the point, during
this period of global
financial crisis have
accelerated to an
average
growth
rate
of
32.9%
traced out by my
green trend line.
The reason for this
accelerated growth
rate can be simply explained as a flight away from speculation and into security. It explains
why readers of this column and users of my ShareFinder software have been growing rapidly
wealthier at a time when most of the rest of the world has been floundering in indebtedness
and financial worry.
But let us pause here to consider the red Fourier projection on the right of the graph which
suggests that around August 3 the market is likely to reverse into a downward spiral simply
because this flight into secure blue chips has been somewhat overdone; that prices have
become overheated and that a correction could be imminent.

Closer examination of the ShareFinder
indicators in the graph composite on the
right implies, however, that this pull back is
likely to be short-lived.
As the second graph composite below
indicates, caution right now is a global
phenomenon with money streaming out of
the Developing World into the Developed
world since the beginning of June.

Furthermore, third composite, the Rand has been
weakening against major world currencies since
March.

In summation then as my fourth composite
indicates, the likely market pull-back should
last, at the last count, until early October and
should offer some buying opportunities for
those of you who still have funds available to
commit to the market.
The Prospects Portfolio
How then has the Prospects portfolio
prospered during this period? Well as my
graph composite below illustrates, it has
grown since inception in January 2011 by
49.1% from an original investment of R1million to R1 491 221. That is 15.8% better
than the Blue Chips as a whole have been
doing in the same period:
In the past 12 months it has
delivered R40 584 in dividends
and at the rate dividends are
growing they will total R191
105 in five years time at which
stage the portfolio should be
worth R5.426-million.
Only one share has been
underperforming, Absa, which
took a rather steep and
unexpected plunge in June
from 156 80 to 135 11 and, as
t he pr o je ctio n o ve rlea f
suggests, it is unlikely to

recover much in the months
that lie ahead. I would
accordingly dispose of it and
ShareFinder projects that the
best day to sell appears likely
to be August 16 at around
142 34.
The portfolio and the
individual performance of the
shares in it is set out below:
As you can see, the best
performers to date have been
Mr Price, up 118.3%, Shoprit
up 82.6% and Pinnacle up
71.4%.

Assuming I can sell Absa
at around my predicted
price I should have + R170 000 available for
investment and have my
eyes on buying more
Capitec if the current lows
persist:
note
the
projection in the graph
composite on the right
which suggests that these
shares are already in
recovery mode from the
short-term malaise that
has hit the banking sector
as a whole
Alternatively I still have
my eyes on Clicks which
feature strongly in my
personal
invest ment
portfolio and which I
expect to come down to
R52 at the end of August
as illustrated by the red
Fourier projection in the
topmost graph of the
composite on the right:

Underperformers
Listed below are all shares which are underperforming the Blue Chip averages in respect of price and
dividend growth rates over 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, like for example Growthpoint, 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 over five years. Here you can see that only Fairvest with a total return of 22.78% actually
beats the Quality List average. The “Likely Date” and “Likely Price” columns here project the probable
market low.

Unit Trusts: The data below ranks unit trusts that have been in existence for at least ten years.
They are ranked in terms of the best performance over 10 years (Full) 5 years (Half) and the past
year. Trusts with the lowest Risk number are the least price-volatile.

