
 

 

Survival as an individual and as an investor demands that one think ahead and do what one can to 
insulate oneself against the potential ravages of future change. So let us briefly consider six worst 
case scenarios to determine how prepared we are for them:  

1) The world is on an economic knife edge. Mismanagement of the global financial system has 
created a monetary bubble that is in imminent danger of bursting. The bubble is liable to burst at 
any time leading to economic crisis, a collapse of share markets and the onset of global economic 
depression.  

2) While the bubble persists the gap between rich and poor is growing at an alarming rate ushering 
ƛƴ ά!Ǌŀō {ǇǊƛƴƎέ ǘȅǇŜ ǇƻƭƛǘƛŎŀƭ ŎƘŀƴƎŜΥ bƻǘŜ CŜǊƎǳǎǎƻƴ ƛƴ ǘƘŜ ¦{Φ ¢ƘŜ ŦŀŎǘ ǘƘŀǘ {ƻǳǘƘ !ŦǊƛŎŀ ƛǎ 
overdue for such change: note a world record Genii Coefficient, corrupt government, failed social 
delivery systems, service delivery protest etc: in 2012 there were 38 protests a month and the figure 
has been rising exponentially since then.  

 

3)  Political confrontation is escalating globally and most of the contestants are nuclear-empowered 
or on the verge of becoming so: Russia/Ukraine Israel/Palestine, Japan/China.  

4) There is renewed fighting in Libya, civil wars in Syria, Afghanistan, Iraq and Somalia, Islamist 
insurgencies in Nigeria and Mali, ongoing post-election chaos in Kenya, violent conflicts in Pakistan, 
Sudan and Yemen, assorted mayhem in central Africa, and the situation in North Korea, described in 
a 2014 United Nations Human Rights report as having no parallel in the contemporary world.  
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5) Epidemic disease: The Ebola virus is spreading from West Africa into Central Africa with cases now 
in Spain, the US, Britain. If not contained at this stage it could be another Black Plague/ Great Flu 
event  

 

   

¢ƘŜ ǿƻǊƭŘΩǎ ŎǳǊǊŜƴǘ ŜŎƻƴƻƳƛŎ ǇǊƻōƭŜƳǎ ŀǊŜ ōƭŀƳŜŘ ƻƴ ǘƘŜ ά{ǳō tǊƛƳŜ /Ǌƛǎƛǎ ƻŦ нллт ōǳǘ ǘƘŜȅ ƛƴ ŦŀŎǘ 
Ǝƻ ƳǳŎƘ ŦǳǊǘƘŜǊ ōŀŎƪΧƛƴ ŦŀŎǘ ǘƻ мфмо ǿƘŜƴ ǘƘŜ ¦{ DƻǾŜǊƴƳŜƴǘ ōŜƎŀƴ ǘŀƳǇŜǊƛƴƎ ǿƛǘƘ ǘƘŜ ŀƎŜ ƻƭŘ 
monetary system of a bullion-backed currency.  

More recently, in the aftermath of the Great Recession, critics of our world economic system have 
with very good reason been increasingly targeting the irrelevance of central banks whose only tool 
for driving economic policy is interest rates. But the issues are far more fundamental than that. At 
the heart of it is the fact that without the discipline of a bullion backed currency system, human 
greed will inevitably always triumph. So bear with me as I take you briefly back to the events of 1913 
in the USA.  

The cause of the Great Depression of 1929 was a major paradigm shift that occurred in 1913 with 
the passage of the US Federal Reserve Act which, in a single sweep, changed both the scope and the 
magnitude of government intervention in the banking and monetary systems. The newly-created 
άCŜŘέ ƘŀŘ ǘƘŜ ǇƻǿŜǊ ǘƻ ǊŜƎǳƭŀǘŜ ǘƘŜ ǎƛȊŜ ŀƴŘ ƎǊƻǿǘƘ ƻŦ ǘƘŜ ƳƻƴŜȅ ǎǳǇǇƭȅΣ ǘƘŜǊŜōȅ ŎŀǳǎƛƴƎ ƛƴŦƭŀǘƛƻƴ 
or deflation in the economy. Through manipulation of credit, the Federal Reserve System fuelled a 
credit expansion the likes of which was previously thought impossible. When the steadily-expanding 
credit bubble finally burst with the crash of the over-inflated stock market it had created, the 
consequent credit contraction was more severe than any before.  

The Federal Reserve System enacted by the US Congress in 1913 was an attempt to smooth out the 
then little-understood business cycles that plagued the American economy and were especially 
troubling to the banking system. It has been a deeply-troubling century-long experiment which has 
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led to an ever-increasing series of monetary crises and an increasing number of economists believe 
the experiment is long overdue for termination.  

Note that the US Congress charged the newly-ŎǊŜŀǘŜŘ άCŜŘέ ǿƛǘƘ ŜƴǎǳǊƛƴƎ ǘƘŜ ŀǇǇǊƻǇǊƛŀǘŜ ǊŜǎŜǊǾŜǎ 
of its member banks, lending to shaky financial institutions to prevent their closure, selling 
government securities, and regulating the banking industry. Throughout its subsequent history the 
American currency and monetary system has undergone many changes, going from a relatively pure 
gold standard at its inception to an adulterated standard in the 1940s and finally a total elimination 
of any gilded ties in the 1970s.  

The 2007 world economic crisis is popularly attributed to the collapse of the sub-prime lending 
system which is only partially true because it was merely a consequence of a much deeper problem 
which is ripe for radical change and that change, if it is not properly orchestrated, will dramatically 
affect the lives of everyone on the planet.  

To properly understand what needs to happen, I need to take you through a brief and oversimplified 
summary of what has been happening recently as the world races like a river in flood towards a 
looming cataract for which mankind appears completely unprepared.  

{ƻ ƭŜǘΩǎ ǎǘŀǊǘ with the so-ŎŀƭƭŜŘ нллт ά{ǳō-tǊƛƳŜ /Ǌƛǎƛǎέ ƛƴ ǘŜǊƳǎ ƻŦ ǿƘƛŎƘ ǘǊƛƭƭƛƻƴǎ ƻŦ ŘƻƭƭŀǊǎ ƻŦ Ŧƛŀǘ 
money were created within the commercial banking system by means of a mechanism of 
manipulation of the futures trading markets which the central banks lacked the ability to either 
understand or control. In effect the role of the central banks had been subverted by a rapacious few 
who earned unbelievable sums of money for themselves in commissions and bonuses and caused 
untold billions of profit to be channelled into the balance sheets of private banks which in turn 
ōŜŎŀƳŜ άǘƻƻ ōƛƎ ǘƻ Ŧŀƛƭέ  

In the old gold-backed system, money represented the reward for labour and the profits of 
commerce and industry which in turn through thrift accumulated money surpluses which provided 
the means for development, growth and employment.  

But this new fiat money was created out of thin air and in quantities that far exceeded the ability of 
commerce and industry to absorb it.  

Money always seeks a profitable investment and so, once the normal and efficient economic users 
of loan capital were saturated at the turn of the past century, new takers had to be found. So at the 
turn of the new millennium millions of Americans were being persuaded to part with their savings to 
take on mortgages that they could not afford in order to buy homes that far exceeded their normal 
needs. And they were persuaded to extend these mortgages in order to take expensive holidays and 
even to finance bloated day to day living. And of course it was not long before the same excesses 
spread throughout the world.  

Initially our own very well controlled banking system was prevented from heading down this 
disastrous path until our government in its wisdom decided to overrule the Registrar of Banks 
arguing that offering soft loans to the public was a desirable exercise which would help to undo the 
disempowerment of the apartheid years. So a similar thing happened in South Africa where millions 
of people were persuaded by easy credit ς in part a consequence of the surplus money flooding the 
world ς to take on loans they could never afford to pay back. The collapse of African Bank was an 
ƛƴŜǾƛǘŀōƭŜ ǊŜǎǳƭǘ ŀƴŘ ǘƘŜ wŜǎŜǊǾŜ .ŀƴƪΩǎ ŘŜŎƛǎƛƻƴ ǘƻ ǎǘŜǇ ƛƴ ŀƴŘ ǊŜǎŎǳŜ ƛǘ ǿƛƭƭ ƳŜǊŜƭȅ ǇŜǊǇŜǘǳŀǘŜ ŀƴŘ 
probably even worsen the eventual impact.  

Inevitably such systems collapsed when too many of these borrowers could not meet their interest 
instalments and in the domino effect that followed millions of people lost their savings. People could 
no longer spend freely and, since retail spending constitutes two thirds of US Gross Domestic 
Product, when their spending collapsed the US went into recession.  



Effectively trillions of dollars had disappeared from the monetary system and that would have been 
a healthy consequence as it would have sterilised the prior surpluses. During recessions, ordinary 
folk tend to pull in their horns, save their money, pay off their debts and the monetary system self 
corrects.  

But then Lehman Brothers collapsed and a series of other banks teetered on the brink. US monetary 
authorities judged them to be too big to fail. Jobs were being lost and the US Government faced a 
decline of tax revenue which threatened their source of welfare spending.  

The Ben Bernanke /Janice Yellen US Federal Reserve solution was to print money and thus lower 
interest rates to the extent that in real terms, after deducting the cost of inflation, they were 
actually paying banks to borrow money from them.  

The hope was that this money would rapidly permeate the financial system, restoring lost liquidity 
and pull the US out of recession. Bernanke was nicknamed Helicopter Ben because of his proposal 
that the quickest way to reflate would be to dump bundles of money from the air onto highly 
populate areas of the US and, as bizarre as that idea sounds, it would probably have worked better 
ǘƘŀƴ ǘƘŜ άǉǳŀƴǘŀǘƛǾŜ ŜŀǎƛƴƎέ ǇǊƻƎǊŀƳme that the Fed eventually embarked upon.

  

Indeed, Quantative Easing might have worked had the money created by that process flowed into 
the hands of the public whose consequent spending would have stimulated small business and 
created jobs. Unfortunately, the banks had to be seen to be punished for their misdemeanours and 
so the authorities simultaneously constrained the banks with what became known as the Basel 3 
accord which had the effect of preventing them from lending their money to small borrowers.  

Basel 3 was intended to strengthen bank capital requirements by increasing bank liquidity and 
decreasing bank leverage. It was originally planned to be introduced from 2013 but has since been 
postponed until 31 March 2019. So it is still hanging over our heads and its effect has been to curb 
lending to productive sectors of the economy which are by definition riskier than sovereign debt 
with the result that massive sums have flowed into the securities market. *  

So we had a monumental economic cock up. As my graph above illustrates, they doubled the US 
money supply between 2000 and the present which in turn flowed to the commercial banks which, 
because of Basel 3 were prevented from lending it on to the people who most needed it. With 
nowhere else to go, this money consequently flowed into the global ǎŜŎǳǊƛǘƛŜǎ ƳŀǊƪŜǘΧΦΦŀƴŘ ǎƛƴŎŜ 
ōȅ ŘŜŦƛƴƛǘƛƻƴ ǘƘŜ ōƻƴŘ ƳŀǊƪŜǘ ƛǎ ǘƘŜ άǎŀŦŜǎǘέ ƳŀǊƪŜǘ ǘƻ ƛƴǾŜǎǘ ƛƴ ƛǘ ǎǳƛǘŜŘ .ŀǎŜƭ о ŀƴŘ ǎƛƴŎŜ 
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developing nations like South Africa offered the highest bond yields, that was where the money 
went. Furthermore, by artificially lowering the cost of money  ǘƘŜȅ ƳŀǎǎƛǾŜƭȅ ŘƛǎǘƻǊǘŜŘ ǘƘŜ ǿƻǊƭŘΩǎ 
monetary systems which will have cataclysmic effects upon ordinary folk everywhere once normality 
is restored and they are obliged to meet the real costs of their borrowings. Note below how under 
this deluge of money interest rates fell until the central banks have in recent years have effectively 
been paying borrowers to take money from them!  

 

All tischeap money had to go somewhere and it flowed into our stock markets. Thus, in simple terms 
what that means was that the rich in society have grown immeasurably wealthier. For example,  
Blue chip shares have risen three-fold in value along with the three-fold rise in the money supply.  

 

while the living costs of the poor have similarly soared: for example, wheat prices have also trebled!  
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Spiralling living costs (particularly food prices) and unaffordable debt repayments create an 
environment of desperation, which can lead to civil unrest and/or an accelerated incidence of strike 
action, and the emergence of new, left-leaning political parties. So it is no wonder that liberal 
economists are once again dusting off the theories of Karl Marx and phenomena like the Economic 
Freedom Fighters are manifesting themselves all over the world.  

Both of these have now occurred in SA. The next step in the path to an Arab spring would be the loss 
ƻŦ ǇƻǿŜǊ ƻŦ ǘƘŜ ŎǳǊǊŜƴǘ ƎƻǾŜǊƴƳŜƴǘ όƛƴ {!Ωǎ ŎŀǎŜ ǘƘŜ !b/ύ ŀƴŘ ǎƻ ǊŜƎƛƳŜ ŎƘŀƴƎŜΦ ¢Ƙƛǎ ǿƻǳƭŘ 
ƛƴŎǊŜŀǎŜ ǘƘŜ ǇƻǘŜƴǘƛŀƭ ŦƻǊ ŦǳǊǘƘŜǊ ƭƻǿŜǊƛƴƎ {!Ωǎ ŎǊŜŘƛǘ ǊŀǘƛƴƎǎ ƛƴŎǊŜŀǎƛƴƎ the cost of money and 
collapsing the stock exchange.  
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Now the problem with all of this is that securities markets are at all time highs and analysts are 
agreed that it is only a matter of time before they enter a catastrophic collapse! When that happens 
the world will enter a new phase of economic stagnation

 

  

!ƴŘ ǎƛƴŎŜ ǘƘŜ ǿƻǊƭŘΩǎ ŎŜƴǘǊŀƭ .ŀƴƪǎ ƘŀǾŜ ŀƭǊŜŀŘȅ ǳǎŜŘ ǳǇ ŀƭƭ ǘƘŜƛǊ ŀƳƳǳƴƛǘƛƻƴΧΦ¸ƻǳ Ŏŀƴǘ ƭƻǿŜǊ 
ōƻǊǊƻǿƛƴƎ ǊŀǘŜǎ ǿƘŜƴ ǘƘŜȅ ŀǊŜ ŀƭǊŜŀŘȅ ŀǘ ȊŜǊƻΧΦǘƘŜ Ƴƛƭƭƛƻƴ ŘƻƭƭŀǊ ǉǳŜǎǘƛƻƴ ƛǎ ǿƘŀǘ ǿƛƭƭ ǘƘŜ ƳƻƴŜǘary 
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authorities do to rescue us this time? Obviously, since they know no other way, they will print even 
more money  and the consequence must be that inflation will soar. In fact it is already soaring as my 
wheat price example proved, but governments have found ways of concealing the truth from the 
public. For example the US has repeatedly re-based its consumer price indices. 

Now bring into this dangerously explosive social mixture the fact that governments of the world are 
massively indebted.  

 

In case you wonder what that number represents it is 53-trillion. Most of have difficulty getting our 
minds around such numbers so let us look at a few visuals: Pictured relative to our standing man is 
$1-million..you could stuff it into a grocery bag and walk around with it.  
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100-million dollars fits neatly onto a standard pallet  

 

One billion looks more impressive  

 

WŀŎƻō ½ǳƳŀΩǎ DƻǾŜǊƴƳŜƴǘ ǿƛƭƭ ǎǇŜƴŘ ŀ ¢Ǌƛƭƭƛƻƴ wŀƴŘǎ ǘƘƛǎ ȅŜŀǊΦ ¢Ƙƛǎ ƛǎ ǿƘŀǘ ƛǘ ƭƻƻƪǎ ƭƛƪŜΥ ΧŎŀƴ ȅƻǳ 
still see our standing man left front?  
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Worst off among indebted nations is China with a reputed 250% of Gross Domestic Product, Japan 
with 243% Greece with 152.4% of GNP followed by Italy with 121% followed by Britain with 97.4% 
and France with a public debt that represents 96.2% of their Gross National Product.  

¢ƻ ŜȄǇƭŀƛƴ ǘƘŀǘ ƛƴ ƭŀȅƳŀƴΩǎ ǘŜǊƳǎΣ ǘƘŜǊŜ ŀǊŜ нсл ǿƻǊƪƛƴƎ Řŀȅǎ ƛƴ ŀ ȅŜŀǊ ŀƴŘ ǎƻ ƛŦ ŜǾŜǊȅ WŀǇŀƴŜǎŜ 
worked for 632 days without pay, every Greek for 397 days and if every Italian worked for 315 days, 
giving all their wages and salaries to their Government they could all pay off their national debts. 
British men and women would need to work for 253 days.  

Next is France with 96.2% Canada with 86% of GNP, the US with 84.3%, Spain with 83%, Brazil with 
55%, India with 52%, New Zealand with 50%, South Africa with 39% and Australia with 27%.  

The problem with such debt is that at this magnitude the total income of governments from taxes 
etc is less than the costs of servicing the debt and so many governments are forced to borrow more 
and more.  

The next tipping point could well be a massively indebted China which has used borrowings to 
stimulate its economy into a growth trajectory that at its height saw annual GDP growth figures of 
22 percent annually. Unless China can restructure itself to reduce those debt and slow its growth 
rate to something like 3.5 percent annually it faces the certainty of a hard landing; a banking 
collapse.  

There is only one substantial example of a government paying off its debts without going the money 
printing route. The US was able to pay off its massive government debt in the years that followed 
World War 2 but it was only able to do this by impoverishing the rest of the world. Since the Bretton 
²ƻƻŘǎ ŀƎǊŜŜƳŜƴǘ ƎŀǾŜ ǘƘŜ ¦{ ŎƻƴǘǊƻƭ ƻǾŜǊ ǘƘŜ ǿƻǊƭŘΩǎ ŎǳǊǊŜƴŎȅΣ ƛǘ ǎƛƳǇƭȅ ǇǊƛƴǘŜŘ ŘƻƭƭŀǊǎ ǿƘƛŎƘ ƛǘ 
used to buy up assets worldwide until then French President Charles de Gaulle challenged the US in 
1972 to pay its debts in gold bullion. That led to a worldwide demand for an accounting and the 
upshot was that US de-linked the dollar from gold.  

 

tǊŜǎƛŘŜƴǘ bƛȄƻƴΩǎ ǊŜǎǇƻƴǎŜ ǘƻ ŘŜ DŀǳƭƭŜ ǿŀǎ ǘƻ ŦƛǊǎǘ ƻŦ ŀƭƭ ǊŀƛǎŜ ǘƘŜ ƎƻƭŘ ǇǊƛŎŜ ŦǊƻƳ Ϸот ŀƴ ƻǳƴŎŜ ŀt 
ǿƘƛŎƘ ƛǘ ƘŀŘ ōŜŜƴ ƘŜƭŘ ŦǊƻƳмфоп ǘƻ ϷпнΦнн ƛƴ мфтоΦ .ǳǘ ǘƘŀǘ ǿŀǎ ƛƴǎǳŦŦƛŎƛŜƴǘ ǘƻ ǎŀǘƛǎŦȅ !ƳŜǊƛŎŀΩǎ 
critics who believed that the dollar was massively over-valued and Nixon soon caved in and ended 
the gold backing of the dollar.  
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The true extent of the overvaluation of the dollar soon became apparent as the dollar gold price 
rose 16-fold in the next few months to reach a peak of $590 in 1980. The market price for gold has 
been free to fluctuate since then. It has risen steadily since then and peaked at $1 905.76 in August 
2011.  

More interesting though is to compare the sum of US Government debt in dollars  with the gold 
price in dollars as the following table illustrates:  

 

The figures to emphasise are those that record that as US debt rose by 3 691% the gold price rose by 
almost precisely the same amount, by 3 792%. If you care to re-phrase that statement: that is the 
extent to which the dollar has lost buying power since 1970. That is an effective 12.27% compound 
annually though the US Government actually claims an inflation average of 4.4% for the period.  

And that is the heart of the matter: when governments run up debts, the only way they have of 
getting rid of them is to inflate their currency, thereby reducing the sum they must pay to honour 
their debts. So consider the graph below which traces the ratio of the gold price to the Dow Jones 
Stock Exchange Index over the past 214 years. Note how the volatility of the ratio increased 
massively after the US ended the gold standard in 1913 and how that volatility continues increasing: 
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Put that another way, in order to eliminate their debts they effectively eliminate the life savings of 
their elderly.  

So how can the ordinary man protect himself and, indeed, profit from the coming inflationary crisis? 
One option would be to invest directly in gold bullion: in Kruger Rands.  The  graph above illustrates 
ǘƘŜ Ǌŀǘƛƻ ōŜǘǿŜŜƴ ²ŀƭƭ {ǘǊŜŜǘΩǎ 5ƻǿ WƻƴŜǎ LƴŘǳǎǘǊƛŀƭ LƴŘŜȄ ŀƴŘ ǘƘŜ ƎƻƭŘ ǇǊƛŎŜ ƛƴ ŘƻƭƭŀǊǎ ƻǾŜǊ ǘƘŜ Ǉŀǎǘ 
214 years. Note how volatility soared after the US ǿŜƴǘ ƻŦŦ ǘƘŜ ƎƻƭŘ ǎǘŀƴŘŀǊŘ ΧŀƴŘ ƛǘ Ƙŀǎ Ǝƻǘ 
progressively more volatile in recent years. Noting that lower red trend line, one can calculate that 
at a 1-to-1 ratio ($14,500 oz.) would equate to an over 900% move left remaining in the gold bull 
market.  

file:///C:/Users/Richard/AppData/Local/Temp/WindowsLiveWriter-429641856/supfiles1359403/clip_image0286.jpg


 

  

Such a move would have a dramatic impact upon South African gold shares which in any event are 
looking very cheap right now. And it could just prove to be the saving grace for both our mining 
industry and our economy. My ShareFinder computer programme suggests that the gains depicted 
in orange in the graph above is likely over the next 12 months simultaneous with a collapse of world 
share markets which might have already begun.  

That said, however, the collapse of the Rand/Dollar exchange rate should have massively boosted 
the profitability of our gold mines over the past few years but mining costs have risen 
commensurately so shareholders have seen no benefit as underscored by the falling price of the JSE 
gold index which is the bottom graph of the composite.  

Note that over the past ten years the price of gold has risen from R246 an ounce to a peak of R1 576 
in October 2012 and it currently stands at R1 375.25. That is a gain of 459 percent. Meanwhile the 
JSE Gold Index has fallen by 21 percent.  
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The Collapsing Rand: A looming crisis  

The gold price story points to the greatest problem this country has faced in many years.  Relative to 
the British Pound the Rand has lost value at a compound annual average of 5.1 percent a year over 
the past 30 years (the red trendlines). After the ANC came to power, that rate accelerated to 6.6 
percent compound (the mauve trend line). However, during the Zuma years the rate has accelerated 
further to 15.2 percent compound (the green trend line) and that during a time when our trade 
balance has been reasonably stable due to a powerful inflow of short-term investment capital 
seeking the relatively high returns offered by South African bonds.  

At the current rate it will need R35 to buy one pound in five years time and R72 in ten.  
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Now, however, that flow of money seeking high local investment returns have reversed and if we 
wish to counter the trend we will be obliged to significantly increase our interest rates which will 
have a severe adverse affect upon the economy and upon all borrowers. The extent of this impact at 
a time when household debt in this country is higher than it has ever been before, implies severely 
rising social pressure in the not too distant future. 

LƴǾŜǎǘŜŎΩǎ ŜŎƻƴƻƳƛǎǘǎ ǎŜŜ ŘƛǊŜ ǘǊƻǳōƭŜǎ ŀƘŜŀŘ ŦƻǊ {ƻǳǘƘ !ŦǊƛŎŀΥ άLooking ahead, the down case 
remains one of a marked escalation in interest rates, along with persistent and/or widespread strike 
ŀŎǘƛƻƴ ǘƘŀǘ ǊŜǎǳƭǘǎ ƛƴ ǊŜŎŜǎǎƛƻƴ ŀƴŘ ŀ ŘŜǘŜǊƛƻǊŀǘƛƻƴ ƛƴ {!Ωǎ ŦƛǎŎŀƭ ŀƴŘ ŜŎƻƴƻƳƛŎ ƳŜǘǊƛcs as % of GDP.  

Specifically, the down case sees five quarter recession, where strike action in the industrial sector 
(mining, manufacturing, electricity and other utilities production) persists over the whole 2014 and 
half of 2015, resulting in potentially a further round of credit rating downgrades in 2015, and 
significant rand weakness. The fiscal deficit as % of GDP widens, net government borrowings as a % 
of GDP widens and the current account deficit as a % of GDP rises, resulting in further downgrades to 
{ƻǳǘƘ !ŦǊƛŎŀΩǎ ǎƻǾŜǊŜƛƎƴ ŎǊŜŘƛǘ ǊŀǘƛƴƎΦ {! ƛǎ ǇŀǊǘƭȅ ǊǳƴƴƛƴƎ ƛƴ ǘƘŜ Řƻǿƴ ŎŀǎŜΣ ƘŜƴŎŜ ǘƘŜ ǊŀƴŘ 
ǿŜŀƪƴŜǎǎΦέ  

Note that the rating agencies have twice lately down-graded our sovereign debt ratings. 
Furthermore the investment world has been shaken last month when Argentina defaulted on its 
sovereign debt ς the second time in 13 years that will wipe 1%τ2% off Argentina's GDP and 
exacerbate inflation which is already at dizzying levels. It was a chilling reminder that South Africa 
and a dozen or so other Developing World nations could soon follow. Officially Argentinean CPI is 
running at an annual rate of almost 12% but unofficial tallies peg it far higher at around 40%.  

Contamination is already bringing down Developing Nation markets. A fresh global crisis could come 
very swiftly upon a totally unprepared world.  

Now, despite the dire warnings of economic commentators, we in South Africa have been using the 
inflow of speculative short-term money to meet our trade deficit, pay the salaries of a bloated civil 
service and service the borrowing costs of power stations that have gone massively over budget. If 
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we continue to increase the costs of the civil service and the social wage at the same rate as we have 
during the Zuma years it will absorb the entire budget within 10 years  

So what can you do to protect the spending power of your money in the years that lie ahead? 
Analysts always advise that in times of hyperinflation, you need to invest in inflation hedges: in 
precious metals, antiques and art works.  

 

  

The problem with all of these is that while they might indeed help to preserve your capital, they do 
not generate any income and so they are of little use to retired people. The only areas to turn to that 
provide both capital protection and inflation-proofed income are rent-producing property and JSE 
listed shares. For most folk the latter means putting their money into a unit trust. And if you take the 
W{9 LƴŘǳǎǘǊƛŀƭ LƴŘŜȄ ŀǎ ŀ ǇǊƻȄȅ ŦƻǊ ǘƘŜ W{9 ǘƘŜǊŜ ƛǎ ƭƛǘǘƭŜ Řƻǳōǘ ǘƘŀǘ ǘƘƛǎ ǿƻǳƭŘ ƘŀǾŜ ǇŀƛŘ ƻŦŦΦ ΧǘƘƻǳƎƘ 
the average unit trust tends to underperform the stock exchange average because it is loaded with 
sales commissions and management fees. 
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And this growth rate far outstripped our official inflation rate.  However, when we graph the 
Industrial Index relative to the US dollar as illustrated in my next graph, from 1994 to 2007 you 
would have lost the relative Dollar purchasing power of your capital. The direct implication of this is 
that the Government has been destroying the value of your Rand faster than business could keep up 

hƴƭȅ .ƭǳŜ /ƘƛǇ ǎƘŀǊŜǎ ǊƛǎƛƴƎ ŀǘ нпΦр ǇŜǊŎŜƴǘ ŎƻƳǇƻǳƴŘ ƘŀǾŜ ƻǳǘǎǘǊƛǇǇŜŘ ǘƘŜ wŀƴŘΩǎ ƭƻǎǎŜǎ ƻǾŜǊ 
the past decade *  
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Of course it is always possible to do better. This penultimate graph illustrates the performance 
over the past four years of the portfolio that I maintain for readers of my monthly Prospects 
newsletter. It has achieved compound 34.8 percent annually since January 2011.  

 

In 2011 we invested R1-million and today it is worth R2.27-million and in ten years time it will 
have reached R18 947 423 if present growth rates continue.  
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I usually get asked at this time what shares I would recommend one buy. So I asked ShareFinder to 
prepare a portfolio for someone who had the stomach for a little risk: as ilustrated above. 

But what is the market outlook? My final graph indicates what my software believes is the likely 
future of Wall Street> *  

file:///C:/Users/Richard/AppData/Local/Temp/WindowsLiveWriter-429641856/supfiles1359403/clip_image0446.gif

