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The world entered 2013 in nail-biting mode as US politicians dithered over the means to
cope with automatic tax hikes and public spending cuts which had been dubbed The
Fiscal Cliff because of their propensity to cut that country’s GDP by an obviously
unacceptable 6 percent. Had it not been modified it would have pitched the whole world
into renewed recession. However the problem has not been dealt with. It is merely
postponed.
Obviously a 6% GDP cut could not be tolerated. But
neither can we be sanguine about the current solution
which was simply to put everything on hold for two months.
Assuming, furthermore, that at the end of February the
same politicians again postpone the pain, the long-term
consequences for pretty well everyone living on Planet
Earth, our children and our children’s children will be dire.
The following calculation currently doing the rounds on the
internet well summarises the US debt problem:
*
*
*
*
*

US Tax revenue: $2 170 000 000 000
Federal budget: $3 820 000 000 000
New debt: $ 1 650 000 000 000
National debt: $14 271 000 000 000
Recent budget cuts: $ 38 500 000 000

Let's remove 8 zeros and pretend it's a household
budget:
* Annual family income: $21 700
* Money the family spent: $38 200
* New debt on the credit card: $16 500
* Outstanding balance on the credit card:
$142 710
* Total budget cuts so far: $385
Clearly this family is heading for trouble!
Now lest you think that the US is the prime
culprit in this worldwide over-indebtedness
problem, the graphic top right should quickly
disabuse you of that notion. Britain, by virtue
of her decision to be in the EEC but to avoid
adoption of the Euro, has escaped some of
the attention linked to the Euro crisis. But as
the graphic illustrates, her debt position is far
worse than that of France, and Spain which
are all, in turn, worse off than the US.
Furthermore, we in South Africa constantly
consider that our good fiscal management
has kept us aloof of the situation. So
consider my next graphic which makes it
clear that we are not far behind the US at
position as 24th out of 55 of the world’s
major economies.
Our position is, in fact, a whole lot worse
than many because of our continued trade

deficit. Over the past five
years the cost of our
imports has consistently
exceeded
our
export
earnings and, as my
second graphic on the page
so well illustrates, the trend
of our trade balance has
been to steadily worsen
since late 2010.
We have only managed to
balance our books because
of the high rate of interest
we as a nation are committed to paying in order to borrow abroad. Thus, for example, the yield on the
RSA 157 long bond is currently 5.34 percent compared with an average US long bond yield of 3.06
which is OK so long as the SA taxpayer can continue to fund this cost differential. But with the evergrowing cost of funding welfare in this country, there is obviously less and less left over with which to
fund the capital works we so desperately need if we are to create jobs for our soaring rate of
unemployment.
Furthermore, as government soaks up an ever-increasing share of gross national product, less is
available to the private sector. Scarcity increases the costs of borrowing with the result that local
industry finds it increasingly difficult to compete in international markets. Furthermore, compared with a
developing world average of 20 percent of GNP, South Africa’s government is absorbing twice that and
since civil servants are now paid well above private sector rates, it is not surprising that we have lately
been witness to widespread strike action from private sector workers who, understandably, would like to
be similarly remunerated.
When the ripple effect is the closure of mine shafts and a reduction in mineral exports...and shortly in
fruit exports... it should come as no surprise that our trade balance is affected and we are sucked ever
more strongly into a vortex of economic decline.
Now add to this the dilemma of global political leaders. More than one in moments of unusual candour
has confessed that his party well knows what must be done to tackle the global debt problem but they
do not know how to win re-election if they do. The natural inclination of politicians when faced with
tough decisions that will inevitably lose them support at the polls, is to do as little as possible. So don’t
expect debt reduction measures. Rather expect policies such as the US Federal Reserve’s
“Quantitative Easing” which is another word for printing money which in turn results in systematic
devaluation of the US Dollar with a consequent increase in the value of the currencies of US trading
partners.
The attractive result of such efforts so far as the US is concerned is that over the long term the US will
have to spend less to redeem its debts and, furthermore a weaker dollar increases US competitiveness
in world markets…at the expense of countries like South Africa.
From the perspective of the South African investor attempting to navigate the perilous seas that lie
ahead, the greatest risk is probably a catastrophic collapse of the Rand which would be the result of the
tide of foreign investment turning against us. As I pointed out in my Richard Cluver Predicts column last
Friday, the Rand/Dollar exchange rate has been weakening in the long-term at 4.9%. Subtracting that
from the current 5.3% yield on a representative local long bond like the R157 suggests a real yield of
0.4% and it should be plain to everyone that from the perspective of an overseas investor it would be
preferable to invest in a US treasury bond that currently yields 1.87%. Sooner or later the penny must
drop and, as foreign investors
start withdrawing their funds, the
possibility of an avalanche effect
could see the Rand collapsing as
it did in December 2001 and
again in October 2008 in each
case as my graph illustrates,
taking the JSE down with it.
Furthermore, as I explained on
Friday, South Africa is no longer
listed among the Flavour of the

Month group of Developing Nations. The significant Press coverage given to the miners strikes last year
appears to have turned the tide of foreign investment away. And the violence associated with renewed
strike action in the Western Cape could worsen that trend. Add in the latest ratings agency downgrade
and one can well understand that major investors have reportedly been pressuring Anglo American to
withdraw completely from SA.
The dilemma of the local investor then is that in a world awash with “Quantative Easing” dollars, Euros
and Pounds it is inevitable that stores of real wealth will gain in value. Normally the best recourse in such
circumstances is Blue Chip shares,
but given the foregoing it might be
prudent to also consider some
alternatives; like precious metals.
I never thought I would find myself
advising readers to consider Kruger
Rands, but the graph comparison
on the right is hard to argue
against. To be fair, one needs to
recognize that an investment in
coins brings no dividends and so to
make a proper comparison one
needs to add to the 26.1% average
gain of Blue Chips an average
dividend yield of 2.8% to give us
28.9% which is of course 32.5% higher than the gain that Krugers have achieved over the past decade. If
you go back 25 years, the Blue Chip/Kruger comparison becomes a no contest. Over that period Blue
Chips offered a total return of 23.8% compared with a gain of 12.2% compound on the part of Kruger
Rands. However, these are not normal times we are living in and they could get profoundly worse if we
are to be the witness to the benign neglect of another six years of a Jacob Zuma administration. Thus it
might be intelligent to buy invest a portion of one’s funds in gold coin. Alternatively, as I argued last year,
it is high time to consider investing a portion of your portfolio abroad and to that end I last year launched
a British market portfolio management scheme which has been very well received by my clients.
Prospects Portfolio

Long term our portfolio which is continuing to well outperform the ShareFinder Blue Chip Index, growing
at compound 32.4%. Our original investment of R1-million is now worth R1 702 123 and it is delivering an
annual dividend of R37
191 which is also
significantly better than
the Blue Chip Index
average of 23.3%. All the
shares in the portfolio are
significantly outperforming
the Blue Chip average on
price growth though
Naspers and Massmart
a r e
s l i g h t l y
underperforming
on
dividend growth. Given the
overbought status of the
market, I will continue to

hold the current cash balance.
Underperformers
Listed below are all shares which have been underperforming the Blue Chip averages in respect of
price growth rates over the past five years. Note that all the shares listed below 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 aboveaverage dividend growth rates over at least 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 second block below have been selected because of their investment
grade quality and their very high dividend growth rate and superior investment safety. The second b;ock
of 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 below have been selected because of their investment grade quality
and their very high price growth rate. These offer superior investment safety. The 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.

