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For the past few months I have warned of a probable weakening phase of the JSE which
I expected to occur from early August and last until early October.
In the composite on the right I have
imposed a Fourier smoothing line onto
three main JSE groupings; the Overall
Index, the Resources sector and, finally,
my own ShareFinder Blue Chips
grouping. Notice in all of them that a
modest weakening phase began around
August 23 followed by a pronounced up
-tick last Thursday and Friday following
news that the EEC plans to follow the
US with its own version of “Quantative
Easing.” Note then the middle graph with a Fourier cycle line that suggests that resources
shares are likely to soar in the months ahead accompanied by strong rises in Blue Chip share
prices. In the short-term, however, all three sectors appear likely to continue downward until
October 8. The overall index appears likely to at best continue sideways for the next six
months at least.
Readers will by now be familiar with my observation that quantative easing is an obfuscation
intended to delude the public as a whole into believing that in this instance central banks are
not simply running the money printing presses faster than usual….a practice which in the long
run debases currency, decimates the savings of pensioners and leads to hyperinflation.
Ultimately the only cure for inflation is a period of austerity, the length of which is directly
related to the amount of excess money that has been printed.
In the current model pioneered by US Federal Reserve Chairman Ben Bernanke, the process
involves the central bank printing money with which it buys up government bonds in sufficient
quantity to create downward pressure on bond yields precisely equal to the upward pressure
caused by rising government debt. The object of making money cheap is that it in theory
encourages business to borrow in order to expand and create new jobs. In reality what inflation
does for governments is that by reducing the buying power of money it reduces the amount of
money they have to pay back in real terms when their bonds have to be redeemed.
Now European Central Bank President Mario Draghi has entered the debate with his own
version of quantative easing which, he argues, will not be inflationary because it will involve the
simultaneous withdrawal of money “somewhere else.” So far he has not explained where the
someplace else is and, I suppose we are not supposed to ask.
The European Central Bank intends to buy up any given quantity of Spanish, Greek,
Portuguese and Italian bonds as fast as they are issued by those governments. That way
those governments will be able to lower the coupon rate at which they are issuing new bonds
which will in turn lower their overall debt burden. It sounds a neat solution to the European debt
problem but, like the Bernanke solution, it is a balancing act which simply cannot go on forever.
In the US example, an additional 5-trillion dollars of debt has been created, taking that country
perilously close to the moment when the rate of debt repayment will equal the rate of tax
income. When that level is reached the US government will be technically bankrupt and
Weimar Republic/Zimbabwe style inflation will be inevitable.
Faced with the threat of inflation, the wise person invests his money in inflation-proof assets; in

property, precious metals and blue
chip shares...and he strenuously
avoids government bonds. That is
why the prices of key commodities
have been soaring ever since the
onset of the world economic crisis
back in 2008. The red trend lines in
the graph composite on the right
indicate how crude oil prices have,
notwithstanding the recessioninduced slackening of demand, been
rising at compound 41.6% since the
end of 2008. Copper, gold and
platinum have been rising at
compound 33.8%, 25.7% and 28.3%
respectively.
My second composite on this page
similarly illustrates the respective
performance of New York’s Dow,
London’s FT1200, the Paris Cac and
my own ShareFinder Blue Chip index
over the same period which have
respectively been rising at compound
22%, 14.5%, 10% and 30%.
In the long run one must expect
these market indices to keep on
running upwards at similar or even
accelerated rates. Furthermore, as
revealed by the significantly higher
growth rate of JSE Blue Chips, the
better the quality of a share the more
likely it is to be prized in times of
economic uncertainty. My third
composite underlines this fact by
comparing the performance of the ShareFinder Blue Chips Index (27% compound) with the
performance of the JSE Overall Index (19.8% compound). The third graph in the composite
shows the Blue Chip Index on a relative strength basis. Blue Chips are clearly becoming a
haven of security in a financially troubled world.
The Prospects share portfolio
If you care to compare the Prospects portfolio this week with that published in the August issue
you will note that the portfolio gain has risen from 61.6 percent to 67.9 percent taking the
overall gain from an initial investment of R1-million to R1 566 089.

Best performer by far remains Mr Price which has risen 131% since we bought it, in the
process the share price has risen far above its long-term trend line as well as far above its
Fourier cycle line prompting some analysts to suggest that it has become significantly
overpriced. Inevitably some profit-taking has been happening lately which has caused a sharp
price pull back over the past few trading days. While I expect that over time the share needs to

return to its long-term trend line I do not,
however, consider that it at this stage
threatens the integrity of the portfolio as a
whole and so would be reluctant to take
profit. Note in the projection on the right the
straight green line is a four-year least
squares fit trend line and the smoothlycurving dark green line that becomes red as
it projects into the future is a long-term
Fourier cycle line. Note also that the mauve
(short-term) Fourier cycle projection
suggests that the price will fall back to the red (long-term) Fourier projection line over the next
few days. Both medium and long-term Fourier lines nevertheless suggest that this retraction will
be of short duration and that the upward trend will continue for the next six to nine months at
least.
Noting that we have some R173 000 in cash in the portfolio, I shall be looking for a suitable
home for this money during the next four weeks. I currently have my eye on EOH Holdings if I
can get them under R35, AVI under R57 and MTN under R147.
Managed British Portfolio
The past month has offered me the opportunity of meeting many readers...and many old
friends... when I presented talks in Durban, Johannesburg and Cape Town outlining why I
believe it would now be opportune to build an offshore portfolio in order to help insure your
investments against the likelihood of local volatility. This week we began buying British-listed
shares for those of you who have so far made money available for involvement in the portfolio
which I will be managing. If you are interested in learning more about this opportunity you are
invited to make contact with Peter Armitage whose Anchor Capital will be handling the day to
day administration. Peter may be contacted at parmitage@rcis.co.za.
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.

Top 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 that are
listed immediately below.

The shares listed in the block immediately below have been selected because of their
investment grade quality and their very high dividend growth rate. The top ten in the block offer
superior investment safety. The lower ten offer significantly higher dividend growth rates but at
the price of a greater degree of investment risk:

The shares listed in the block immediately below have been selected because of their
investment grade quality and their very high price growth rate. The top ten in the block offer
superior investment safety. The lower ten offer significantly higher price growth rates but at the
price of a greater degree of investment risk:

Unit Trusts
The topmost 15 (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.

