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South Africa is poised on the cusp of a decisive year in which the entire complexion of
our young democracy will probably change. But whether it will be for the better or the
worse is in the hands of the politicians, many of whom demonstrably have little interest
in the welfare of the economy as a whole, seemingly solely focussed only on keeping
their positions at the feeding trough
So it is anyone’s guess what the outcome will be and investors will have to learn to move
quickly in order to ride with the punches the politicians are likely to deliver. Accordingly, let us
start this month’s analysis with where I have started for several months now with the health of
SA Pty Ltd as measured by the JSE All Share Index. In October I warned that the market was
poised to break out of a pennant formation which was a dangerous portend of impending
investment gloom. And last month I highlighted that the bad-news prophesy of that graph had
been fulfilled with a downward break-out as shown in the graph below:

ShareFinder was, however, taking an optimistic view that recovery was imminent and
economic news at that stage was relatively favourable and so I suggested that the orange
line of the computer projection was a strong probability. Sadly, however, the market took a
relatively less optimistic view. The graph below shows the latest position, indicating that the
market decline continued into the first week of December before beginning a comparatively
strong recovery. In other words, ShareFinder was right in its prediction but optimistic about
how soon it would begin:

The bad news, however is that if ShareFinder maintains its usual forecast accuracy, the likely
trend for the next nine months will be downwards. So let us poise to consider some of the

fundamentals facing our economy. Setting aside the imponderables of local politics, the
greatest influence upon emerging economies like ours will probably be Donald Trump’s
promise to re-energise the US with a refurbished Hoover plan which has profound implications
for the world economy and might ultimately prove to be the last straw that forever destroys
Keynsian economic theory: the idea that debt-fuelled economic growth is sustainable in the
long term.
Trump’s plan to spend billions of borrowed dollars on a grand series of huge infrastructure
improvement projects will obviously be good for commodities and that point cannot be more
adequately demonstrated by what has happened to the copper price since Trump’s election
victory as illustrated in the graph below:

As a commodity exporting nation our balance of payments situation is accordingly poised to
improve; more so if China continues in its attempts to artificially maintain its growth levels at 6
percent or more in order to quell a restive populace. Add in a Euro zone which, as illustrated by
the Italian referendum failure this month, has no stomach for the austerity that is needed to rein
in mounting debt. So Italy is now likely to witness major bank failures within the next few
months. Meanwhile Britain faces the pain of Brexit while Holland and France face elections
which means there will be little chance that their politicians will opt for austerity.
Collectively then, global debt appears headed inexorably upwards driving interest rates
upward. Anticipating this, long bond rates in the US have already soared in recent months with
the yield on 30-year debt up from 2.11 percent in July to a current 3.09 percent and rising as
illustrated below:

The consequence has been to see an outflow of bond investment money from countries like
South Africa putting pressure upon our own interest rate structure which in the immediate
future implies upward pressure upon our inflation rate and, particularly so in the US where
household mortgage rates are significant contributors towards GNP movements.
So global inflation is likely to rise, possibly rise explosively, and our Reserve Bank will not be
able to ignore this. Readers should accordingly recognise that rising interest rates inevitably
impact upon share market values for, in the absence of commensurately-rising dividends and
earnings rates, the only way the share market can match rising bond rates is by driving down
equity prices: which explains why the medium to long-term outlook for the JSE All Share Index
is likely to be downwards.

Happily, as I have so often pointed out over the years, Blue Chip shares have become the
ultimate store of wealth; the safety net that once was represented by long bonds and gold bars
before the politicians began tampering with both. Discerning investors have come to recognise
that in the face of a financial storm, their safest bet is Blue Chips which, in the case of the JSE,
have risen in value by a constant 19 percent over the past five years as illustrated by my next
graph:

Furthermore, as my expanded graph on
the
right
illustrates,
ShareFinder
calculates that the Blue Chips are likely to
accelerate their growth rate during 2017
as defined by the mauve trend line.
The implication is that one should treat
this period as an opportunity to buy at a
point of relative weakness in the market.
Finally, take note that Trump is opting for
a 15 percent corporate tax rate: a realistic
answer to a global trend where nations are enticing major corporates with a 15 percent rate.
The world is moving towards a globally competitive tax regime which in the long-term will force
politicians to temper their promises with realism. This is likely to be the death knell for
socialism.
The Prospects Portfolio

Our virtual portfolio continues to track a long-term growth rate of 22.6 percent annual but, like
the market as a whole, it took strain from late October until mid-November before beginning to
recover. In anticipation of this weakness, we disposed of relative underperformers and created
significant cash in the portfolio in anticipation of an impending buying opportunity. So, with
R516 850 cash on hand I planned to add five additional shares in order to broaden our spread
and reduce our overall portfolio risk rating.
Readers will recall that I identified five potential situations to take advantage of. I proposed
adding to our holdings of Italtile late in December or early January if the shares reached a
range of R13.80 to R14. So this week I bought at R13. My second choice was AVI which I got
this week at R84. My third choice was Clicks which I recorded that I hoped to buy at between
R110.85 and R113. I bought this week at R111. Also on my list was Discovery which I
expected to bottom at between R106.70 and R110 and I accordingly bought at R109.56 this
week. With the remaining cash I hope to buy Advetech which I hope to get this week at
R17.35, or, failing that Adaptit which I hope to buy in late March at between R14.27 and
R14.90.
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