PROSPECTS
The Richard Cluver Investment Newsletter in continuous publication since 1987

October 2012
I am indebted to Prof Brian Kantor for the accompanying graph which illustrates how
the United States monetary base has expanded under the watch of the current chairman
of the Fed, Ben Bernanke.
Reading off as best I can from that
graph I calculate that the monetary
base was rising at around 5.6
percent annually over the 25 years
up until the sub-prime scandal in
the US pitched the whole world into
recession in 2008. Since then it has
expanded almost three and a half
times in just four years.
Now I know that I have nagged and
fretted for several years about the
folly of printing money because it
inevitably pitches economies into
inflation. Furthermore, the scale of this money-printing exercise dwarfs comparison with anything else
we have seen at any time in modern history. So the inevitable conclusion is that sooner or later the
genie will pop out of the bottle and then we must expect the biggest tidal wave of inflation this world has
ever seen.
Though Prof Kantor initially sounds sanguine in his attitude to this, he ends up agreeing with me and so
I have reproduced his essay in full: ―The scale of QE3, that is of further money creation in the US, the
promise of an extra injection of US$85b into the US monetary system each month for as long as it takes
until the unemployment rate normalises, is impressive indeed. It comes after QE1 and QE2 that has
seen the US money base increase enormously from about US$800bn before the financial crisis to
nearly US$2.6 trillion today.
―The money base, adjusted for reserve requirements, is dollars in the form of greenbacks issued by the
Federal Reserve System held by the public and the banks, not only in the US, but all over the world and
in the form of deposits held by US banks, which are members of the Federal Reserve System, at their
Federal Reserve Banks. Almost all of the extra deposits held by these banks are in excess of the
requirement to hold a certain ratio of cash as required reserves. US banks that held no excess cash
reserves before the crisis are now hoarding well over $1 trillion of excess reserves.
―Fed chairman Ben Bernanke would much rather have these banks reduce their excess cash by making
more loans or buying more assets in the market place. This would be good for the US economy, which
suffers from too little demand to engage all its available resources, especially potential workers, many
of whom have withdrawn from the labour market and no longer seek jobs. Pumping money into the
system is meant to encourage more lending and spending. However the money base, despite all the
prompting it has had, stopped growing in mid year. Hence the case for still more cash – cash that costs
the Fed almost nothing to create and might yet do much good.
―The injections of cash into the banking system have not been without impact on the broader definition
of money, M2, which incorporates almost all of the liabilities of the banking system (mostly deposits with
retail banks), and which has been growing strongly. This has been helpful for spending growth.
However M2 growth also appears to have peaked and is tapering off. This too would concern
Bernanke.
―Creating cash is intended to increase the supply of money and bank credit (which it has done) but a
faster rate of growth would be better under current circumstances. A further reason for QE3 would be to
encourage M2 and bank credit growth to accelerate rather than decelerate.
―Bernanke will be doing all he can and he has considerable power to issue cash without limit: he can
thus keep interest rates down all along the yield curve. This is until and maybe beyond the time that the

Fed is confident the economic
recovery is gathering strong
m o m e n t u m
a n d
unemployment normalises.
What he will also be
considering is to no longer
offer the banks interest on
their deposits with the Fed.
This might encourage the
banks to use rather than
hoard their cash. The markets
will (have) to judge when rapid
growth in central bank cash
starts to succeed too well in
preventing deflation and in stimulating economic activity and becomes inflationary (as history teaches
it always does”).
Now if you care to do the maths you might calculate that Ben Bernanke has been increasing the US
monetary base at a compound annual average rate of around 36% a year. So, bearing in mind that the
world is in the grip of the ―Great Recession‖ that is the toughest economic era since the Great
Depression of 1929 to 1945 a time which was marked by massive deflation — deflation is defined as a
decrease in the general price level
of goods and — the fact that
commodity prices are gaining at a
compound annual average rate of
22 percent (note my topmost
graph composite) makes it very
clear that, notwithstanding the
recession, markets are reflecting
two thirds of the increase in the
US money supply. Overseas
share markets similarly, as
illustr ated by m y second
composite, are rising at a
comparable compound average of
18.75 percent.
JSE Blue Chip shares which
continue to outstrip their peers on
all other world markets as a
consequence of powerf ul
overseas investor buying, most
accurately exemplify the
comparison with the US monetary
expansion with a compound
annual average growth rate since
2008 of 29.5 percent and look
likely to put on another 13 percent
average price gain between now
and mid-May. When commodity price rises begin to match the speed of the printing presses then the
world will begin its rush into inflation. Watch this space
Prospects Portfolio
Given my long-predicted October market slowdown our Prospects portfolio showed reasonable growth

increasing in value by R4 393. Best performers remain Mr Price and Famous Brands while Kumba
increasingly looks like an error of judgement on my part and, given the steady projected decline which
ShareFinder envisages for the next nine months, I will try to dispose of it if, as projected, it manages to
rise above R570 in the next few days.
Happily, my prediction that AVI would fall below R57 during October allowed be to buy 3 000 which
leaves me with R8393 in hand for future investment together with whatever I can realise if I sell Kumba in
the next few weeks. I will continue to keep an eye on MTN which might come into range early in
November at below R147. Also I have added Howden to my shopping list though it is rather expensive at
present and shows no sign of a decline in the near future.
Managed British Portfolio
In mid-September we began buying British-listed shares for those of you who have made money
available for involvement in the portfolio and have so far bought in nine of our ten intended shares.
Overall the portfolio is up 2.6% since purchase. 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 have been 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 that 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 third 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 in the fourth block generally offer significantly higher price growth rates but at the
price of a greater degree of investment risk:

Unit Trusts
The topmost 13 (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.

