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Are the international markets going anywhere?  Will the 
local market go somewhere?  (please see insert)  
 

 
Unfortunately nobody knows what the future holds.  
More appropriately the Spanish say “in a future” (en un 
futuro) opposed to the English which say “in the future” 
– just semantic trivia and maybe not the right way of 
expressing oneself. 
 

Local and international markets are scared with 
extreme volatility – the drastic up and down movement 
of stock exchanges.  Mere swings of 3% on major 
indexes (per day I may add) were almost unheard of 
some 15 years ago.  With the 2008 sub-prime market 
crash fresh in our memory, I thought it would be 
relevant to look back into history...   
 

Besides the Tulip and Coin Crises in the 16th Century, 
one of the earliest recorded market bubbles is known as 
the South Sea Bubble.  The South Sea Company was a 
British joint stock company that traded in South America 
during the 18

th
 Century.  The company was granted a 

monopoly.  Speculation in the company’s stock led to 
the bubble in the 1720’s which caused financial ruin to 
many. Sir Isaac Newton lost considerable amounts of 
money and notably wrote: “I can calculate the motions 
of heavenly bodies, but not the madness of people.” 
 

Studies have revealed that the adoption rate has been 
accelerating e.g. the time it took the average American 
citizen to drive a car, fly in an aeroplane; or buy a 
microwave, personal computer or a cell phone has 
dropped significantly.  Consequently the boom and bust 
cycles are becoming shorter and more frequent.  
Currently the average cycle lasts roughly 7 to 8 years.  
As with nature’s seasons, these cycles have common 
characteristics or phases.  There is initially an adoption 
and transition period. After that prices typically inflate 
and easy credit enters the market.  It is followed by 
overtrading which is coupled with euphoria.  This 
ultimately leads to scepticism (questioning 
sustainability) – and then a crash.  The underlying 
theme remains herding behaviour which is driven by 
imitation.   
 

The dissemination of information through the Internet 

and other technology has certainly fueled this 
phenomenon.   

Voilà and everything turns into Gold! 
This brings me to the topic of gold... individuals should 
pay keen attention to marketing schemes and 
campaigns.  There are too many familiar undertones to 
this story.  Gold is currently heralded as the “safe 
haven” during the global debt crisis.  Question 
statements such as: “this time it is different”.  As 
previously explained, these themes move in cycles.  
Just look back 40 years ago... South Africa experienced 
a similar rush for Gold in the form of Kruger Rands. 
 

Though gold is seen as another asset class (as with 
cash, bonds, equities and listed property), the metal has 
some distinct traits which should be noted.  The price of 
gold is determined by market forces and is mainly 
driven by severe uncertainty – it’s seen as a hedge.  
Historically gold has shown strength when the US 
Dollar weakened. Contrary to other asset classes there 
is no income stream such as dividends or rental income 
i.e. the total return is merely capital gains.  We question 
the security and liquidity of physical Gold in South 
Africa; plus, Exchange Traded Funds (ETF’s) such as 
the popular New Gold issue is in essence a “paper”, or 
financial instrument of the real McCoy. This structure 
holds other risks which should be carefully considered. 

What should we do? 
• Don’t panic. Ignore the noise.  Do not let interim 

market movements rattle you.  As Warren Buffet 
rightly said: “It’s not about market timing, but time in 
the market” 

• Be patient, severe cycles may provide for great 
opportunities 

• Diversify and refrain from “the flavour of the month” 

• Stick to a sound investment plan and methodology 

• Save and live within your means i.e. be frugal.  
Beware of little expense; a small leak could sink a 
large ship 

• Reduce personal debt 
 

The previous decade up to 2008 delivered exceptional 
growth.  Many pundits claim that returns in the coming 
decade will be anaemic – a mere reversion to the 
historical mean.  Remember that global debt needs to 
be worked off and we could easily see markets moving 
sideways for some time (not really going up, or down) – 
financial commentary refers to new “normal”.  In other 
words, investors should temper their expectations. 

Administration feedback... 
ABSA has updated its Website and simultaneously 
introduced new online reports for our clients.  The 
scheduled launch date is the 30

th
 of September.  Please 

contact us if you cannot access your portfolio.  
 

We are currently in the final round of negotiations with 
our asset managers as well as administrators.  Our new 
fee structure should be finalised within the coming 
month.  
 

According to reports and feedback from the Financial 
Services Board (FSB) we hope to have our new 
investment strategies in place by the end of November 
2011; and ready for conversion. We‘ll keep you 
informed. 


