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Since late last year I have been warning readers of the approaching danger of a New York Stock
Exchange major correction and, with last week’s sharp correction of the Nasdaq coupled with
wild gyrations of the NYSE itself, that moment if obviously very close now.
There is, however, a caveat which I dealt with in last Friday’s ‘Predicts’ column which, if you did not
have time to fully digest it, I suggest you spend some time to do so now in association with this column.
In essence, what I was pointing out on Friday was that central bank financial engineering has broken
the link between bond rates and equities for the past quarter century and, in the process, has staved off
the deadly day of reckoning for indebted nations by forcing interest rates to unprecedented lows.
You obviously cannot reduce NOMINAL interest rates below zero. If, however, central banks continue
holding rates close to zero in the face of rapidly rising inflation, the impossible does then become
theoretically possible in the share of negative REAL rates which, if you take the South African post
Rubicon experience as an example, could see negative REAL rates in excess of 20 percent. I do
wonder, however, at the morality of such an approach because, by national legislation, many
governments require pension funds to hold a significant portion of their capital in bonds. Under such
circumstances the effect of such negative rates will be to destroy the capital value of pensioners’ assets
at the same time as inflation is stripping their received pensions of effective buying power.
Bottom line, governments which permit their central
banks to adhere to a negative REAL interest rate
policy will be allowing a double-dip into the assets
and incomes of the elderly. And, given that the US
Federal Reserve has been driving the global
process of effectively attempting to negate the
consequences of rising national debt, it is also
clear that the US administration is not paying
attention to the fact that one in five of its citizens is
a pensioner. The first graph on the right details
how pensioner numbers have been rising
steadily in the US.
Since, furthermore, the process is a global one, one
needs to ponder what the consequences will be for
the already grossly overburdened Welfare State in
most Western countries?
If I can return for a moment to the graph I published last Friday detailing how US five-year sovereign
bonds have been driven steadily downwards over the past quarter of a century at a compound annual
average rate of 13.4 percent, it must be obvious to everyone that it is IMPOSSIBLE to maintain the
status quo for much longer. You cannot lower interest rates below zero so future stimulation becomes
problematic.

I cannot imagine how the world’s monetary system will in such circumstances be able to in
future maintain anything like a semblance of normality. The ONLY outcome I am able to
foresee at this time is a catastrophic re-ignition of the soaring rates of inflation that beset the
world in the late 1970s. It has already begun in the US and is raising analysts’ alarm!
And what might better trigger such events than a fresh economic crisis resulting from a serious
Wall Street share price decline. Thus, as I have done repeatedly lately, let us consider the
S&P500 Cape Ratio, which, lest you need reminding, is derived by dividing the S&P index by
its market average inflation-adjusted earnings of the previous 10 years. Note how in the past
month it has risen even further into the danger zone!

Now consider the Nasdaq which tracks the day-to-day values of Amazon, Tesla and dozens of
other tech companies which have been making all the running in recent months. Note the 13
percent decline between February 3 and 4 and the more recent 11 percent decline between
February 16 and March 9; unprecedented wild gyrations !

Now note how the S&P500 responded in similar fashion.

Opinion from Wall Street analysts is that the $1.9-trillion Biden stimulus package, which means
that the average American will shortly receive a $1 400 cheque in the post, will achieve its
objective of stimulating the country out of recession….. provided Covid-19 inoculations are
able to end the business interruptions that have been a dominant feature of the past year.
US analysts I speak to are cautiously confident but they all admit that the fabric of international
commerce is extremely fragile at present and another Black Swan event could sweep ALL
predictions off the table.
Sadly, there is not much optimism among local market-watchers who point to such things as
the “glacial” level of activity in Gwede Mantache’s Department of Energy to bring about new
electricity generation capacity which, along with the ANC’s preoccupation with political infighting rather than economic reform, all but guarantees that no growth will be possible in the
future. Indeed, our economy is now so fragile that any external shock will at this stage
inevitably dash any hopes of recovery. Meanwhile, soaring youth unemployment will continue
to stoke demands for the kinds of unrealistically radical solutions that are being offered by
people like Julius Malema who, judging by the proliferation of red berets in television clips
covering recent campus unrest, appears to be gaining ground in youth leadership arenas.
It should thus be no surprise that ShareFinder’s outlook for the JSE All Shares Index, below
left, is negative for the rest of this year. Similarly the outlook for ShareFinder Blue Chips, below
right:

The obvious dilemma that investors everywhere
face in circumstances like these is that the last
stages of a bull market ALWAYS produce the
greatest gains and the dramatic 84.1 percent
compound growth of the JSE All Share Index
over the past year (right) as compared with the
depressing – 2.8 percent trend of the previous
two years have obviously given all of you
grounds for optimism.
I believe the gains will continue for the
immediate future, but in the event of a Black
Swan occurring, ALL bets will be off the table for
the foreseeable future.

The Prospects London Blue Chip Portfolio:
The London Blue Chip Portfolio has continued to perform well with our original one million pound investment now standing at Pounds 1 581 440 as the following graph illustrates:

Like markets everywhere, London is, however, clearly peaking and so my decision to take some profits
was clearly warranted and I have been able to dispose of everything I listed for sale. With a decent
amount of cash now in my war chest, the net result is that the portfolio is now up 57.5 percent.
Last month I noted that I would sell Avon Rubber if I could get 33 pounds. The best I could manage was
pounds 32.45 and so I took it. I also put Barratt Developments on the block for better than pounds 6.80
and managed to get 7.652. I also put Tyman Plc on the block for profit-taking at anything north of
pounds 3.30 and managed to get Pounds 3.654. As a result the portfolio now consists of the following:

London Risk Portfolio
For this portfolio we invested a million pounds and, happily have seen significant gains taking
the total value this week to pounds 1 404 893.
As I guided last month, I put GVC Holdings on the block at better than 11 pounds and managed to get 11.03 on March 12. In addition I put ICP is also on the block at Pounds 18.50 and
got pounds 19.72 on March 11. I also decided to take profits on our Ocado Group holdings if I
could better Pounds 27 and managed pounds 28.88 on March 2.

Prospects Blue Chip JSE Portfolio
ShareFinder projects that there is one last peak ahead in the second week of April before the
portfolio goes negative until approximately the end of November.

Noting that it was time to accumulate cash in order to be able to take advantage of any future
sharp market decline, I wrote last month that I would put AVI on the block if I could get better
than R76. On March 8 I was able to get R77 and so I sold. I also managed to better my price of
R51.50 for Tongaat and so I sold these as well. As a result, we have a half-way decent war
chest in place to be able to take advantage of any future market decline and I am content to
now sit the future out.
The portfolio now looks like this:

Nasdaq Risk Portfolio

This portfolio had by last month probably beaten every managed portfolio in the world save the
even riskier hedge funds and, given the massive stimulation which the new Biden administration was adding into the market, I decided the Nasdaq was likely to have a few more months to
go. So, unlike all the other portfolios I wrongly elected to not take profits. It was a mistake as
the following graph illustrates. However, in expectation of gains from here I will continue to hold
unchanged for the immediate future.

NYSE Prospects Portfolio

With the intention of creating a war chest I last month listed Bank of America at better than
$34.60 and this week managed to get $38.18. I also listed Celanese Corp to sell at better than
$137 and achieved $152.6. The portfolio now looks like this and I am content to sit unchanged
for now:

Australian Risk Portfolio

Like the others, I elected to take profits in Australia, disposing of Bluescope at $18.68, Next DC at
$12.92 and FischerPaykel at $30.57. As a result the portfolio, up 51.9 percent since inception now
looks like this:

Australian Blue Chip Portfolio

Here I noted that the spectacular gain from September to January looked ominously like a
sharp reversal in the making, so I decided Bell Financial at $2, Fisher Paykel at $30.57 and the
Steadfast Group at $4.1. As a result the portfolio now looks like this:

On this and the following pages we publish lists of the world’s top-performing shares which, we submit, should
form the bulk of your investment portfolios in their respective countries or as suggested replacements for any in
your portfolios that are achieving lesser growth rates than the ShareFinder Blue Chip average growth rates which
head the lists. The shares listed in the first block of each list have been selected because of their investment
grade quality, their very high dividend growth rates and superior investment safety. The second block of ten offers
significantly higher dividend growth rates but at the price of a greater degree of investment risk.
The shares listed in the third block have been selected because of their investment grade quality and their very
high price growth rates. These offer superior investment safety.
Those in the fourth block generally offer significantly higher price growth rates but at the price of a greater degree
of investment risk:
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