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I wrote last Friday in my “Predicts” column that my judgement is starting to be clouded
by the fear that the longest-running bull market of modern history will be coming to an
end in the foreseeable future.
And I included the graph below of the JSE All Share Index which is exhibiting a classic pennant
formation which occurs when prospective buyers start to hesitate at ever lower price levels while
sellers are demanding ever higher prices...the classic tug-o-war between the Bulls and the Bears or, if
you prefer it, the optimists and the pessimists, which results in a price graph that can be contained
within the two converging straight red lines I have drawn onto the Alsi graph.

The long observed fact about such pennants is that before the two lines converge, either the bulls or
the bears will win and there will be a sharp break -out as prices run rapidly either up or down. The
problem that investors face whenever they observe such pennants is to decide whether it will be up or
down.
This time the betting is on that the break-out will be downwards and there are a host of technical
indicators pointing towards that view. In the composite below I have depicted the standard
ShareFinder analysis window in which the long-term Mass indicator of volume accumulation/
distribution (second panel) is clearly on its way down having reached its cyclic apex around May this
year while the earlier-signalling Velocity indicator which measures cyclic changes in the rate of price
change reached its apex late last year.
Furthermore, if you consider the shape of the index graph itself it is quite clear even to the untutored
eye that it is curving over and ShareFinder’s red projection suggests that the trend of prices will be
downwards until April next year.

In the midst of these economic realities I can think of at least half a dozen reasons why a local bear
market might be triggered starting with the reality of an economic recession in this country exacerbated
by the probably of a ratings agency downgrade of our bonds to Junk, the growing realisation that the
ANC has lost control of government and is floundering in a sea of indecision around whether to dismiss
President Jacob Zuma and, if they were to do so, who they could find to replace him who could inspire
confidence and a return to economic growth: an obvious choice of someone like Pravin Gordhan is
probably unacceptable to the ruling elite whose decision-making is still archaically based on race and
tribalism as much as it is upon palm-greasing and wheeler-dealing. So the best choices are unlikely.
However, while it is always possible that a local incident within uncertain economic times can trigger a
localised bear market, the probability of such an event becomes far more probable if a major decline
happens within one of the world’s leading markets and, in particular if it should occur on Wall Street
with regard to which most world markets tend anyway to move in lock step as I have so frequently
illustrated. So let us consider Wall Street’s most comprehensive index; the S&P500:
Here again it is clear that the market has been rolling over since mid-August and now a very clearlydefined pinnacle has formed and an upward break-out is being projected by ShareFinder. However, if
the programme is correct it is likely to be short-lived with the next and final peak coming in midNovember.

And of course things are moving towards a significant moment in the US with two major issues on the
table. Most analysts there recognise that a Donald Trump win in the November election would trigger
such economic policy uncertainties that a market downturn would be probable. Furthermore, although
the US Federal Reserve would be unlikely to make any move that might worsen uncertainty at such a
time, most investors are mindful that Fed Chairman Janet Yellen has been telegraphing the probability
of an interest rate increase in December.
Furthermore, considering below London’s FT 100 Index as a proxy for the share markets of the rest of
the developed world, there are again clear signs that a market peak is likely as SharerFinder projects to
start in mid-December.
Accordingly I think one might take it as a racing certainty that a bear market is imminent. Given
however that the central banks of the Euro Zone and Japan are still committed to printing money with
small regard to the future, it is hard to see the probability of one of those big magnitude events that
occurs every decade or so. But te reality is there are so many wild cards in play in this presently toxic
mix that one cannot afford to take an eye off the ball for one moment.

For example, international monetary authorities are becoming increasingly wary of China whose
indebtedness has now reached crisis proportions. The following article from Bloomberg aptly puts
Chinese ( and global) debt into perspective:
China’s debt pile is huge and – more worryingly – growing fast. And credit isn’t delivering the same kind
of economic boost it once did. But most debt is in local hands in a largely closed financial system,
giving China’s leaders some
breathing space to fix the
mess. And that’s good for
the global economy.
China’s total debt is now
about two and a half times
the size of its economy. It
takes almost a third of gross
domestic product just to
service it. Corporations are
by far the biggest debtors,
especially state-owned
enterprises.
While China’s total debt
doesn’t look so scary when
compared with economies
such as those of the United
States or Japan, it’s the
speed of debt growth that
has alarmed investors.
Another worrying sign is that
China isn’t getting quite the
bang for its buck in raising
its GDP, as shown by a
flatter line for its debt growth
against GDP per capita.
As with Japan, China’s debt
is largely locally funded and
is backed by a huge hoard
of domestic deposits. That
makes any Asian financial
crisis-style blow-up unlikely.
Often overlooked, too, is the
other side of the balance
sheet: assets. China’s state
companies – which are
responsible for so much of
the debt – also own assets
that can be sold, with
proceeds going to repay
loans, if needed.

Strategy
Taking all of this into
account, as I have been stressing for several months now, the risks for pure equity portfolios
have become significant and it is vital that at least a portion be now converted into cash so that
in the event of a significant downward correction you will be in a position to buy in at more
favourable prices.!

The Prospects Portfolio

The display above shows how the portfolio has performed since inception, rising at a compound annual average rate of 23.4 percent since it was launched in January 2011 taking our
original investment of R1-milllion to a current aggregate value of R2 926 246.18. But, as
ShareFinder projects, the portfolio is likely to peak in value on or about the first week of November. It is time for some judicious pruning!

As the analysis above makes clear,
the Prospects Portfolio has continued to do well notwithstanding the
difficulties the market has been experiencing, delivering a total return
of 34 percent compound. The two
weak ingredients remain MTN and
Richemont and I have decided it is
time to be ruthless in this regard
because it is vital to now start accumulating more cash. In the graph
on the right I have depicted ShareFinder’s projections for the future trends of MTN which suggests the best option is immediate disposal at today’s ruling price of 115.37.
The projection in respect of Richemont is a little more difficult with ShareFinder suggesting that
in the short-term the price could
rise from a current R84.33 to + R99 which is consistent with the
reality of a plunging Rand in the
wake of the Hawks decision to go
ahead with its prosecution of Finanance Minister Pravin Gordhan. I will
accordingly watch to see what happens in this latter case. But note
that the longer-term projection is for
further price declines.
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