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Let me begin as I did in the September issue of Prospects noting that our Prospects
share portfolio has now reached R2 156 542 representing a 128.5% increase over the
past 30 months: that is a 41.2% compound annual rate of growth. The gain since
September has been R172 002. In the process, however, the portfolio average dividend
yield has fallen steadily to a new
low of 2.1%.
As illustrated on the right,
notwithstanding strong increases in
corporate profits during the past
three years, the average share
price increase within the portfolio
has far outstripped dividend and
earnings growth rates leading to
the divergence of the two graphs.
The divergence is, however not
exceptional.
Investment
grade
share prices as a whole have
outpacing their underlying earnings
as illustrated by my second graph
courtesy of Investec Wealth
Management which illustrates that
at a price earnings ratio of 24, the
JSE Industrial Index has not been
as highly-priced since the peak of
the 1965-1970 bull market which
was followed by a seven-year bear
market that lasted until 1977.
Now, as I have been consistently
warning for the past few months as
the share price graph has risen
exponentially, such situations in the
absence of a compelling reason to
feel extremely optimistic about the
economic outlook for the country as
a whole and, equally important,
about the outlook for the global
economy, are a bear market
looking for a reason to happen. But
the gains are not entirely without
cause. Judging by the World Bank
graph on the right, US GDP has
been rising steadily since 2010
and, finally, as illustrated by the
fourth graph, US unemployment
has been falling steadily: two
graphs
which
prove
more

convincingly than any editorial
comment that the world’s biggest
economy is recovering steadily
from
the
2007-initiated
recession. But the most telling
graph of all is the one on the
right which illustrates how US
households have been paying
off their debts. Since peaking in
the third quarter of 2008,
American
households
have
reduced their debt burdens by
$1.53 trillion, or 12 percent.
Deleveraging really is the story
of the last few years. The shift is
even more dramatic relative to
the size of the overall economy;
household debt totalled 85
percent of GDP in the third
quarter of 2008, and was down
to 67 percent in the second
quarter of 2013.
Putting all of that together, the
average citizen of the world’s
wealthiest nation is beginning to
feel less concerned about the
future and the proof of it is in my
second graph on this page:
aggregate US retail sales are
rising strongly. Optimism is rising
And with it has been Wall
Street’s broadest measure, the
S&P500 Index which has been
rising at compound 22.7%
annually since it bottomed out in
early March 2009 as illustrated
by my third graph.
The big issue, however, is
whether the downward break
which appears on the right of the
graph and which ShareFinder’s
cycle projection system has
been portending for months
now, might be imminent and,
more importantly for South
African readers, whether a
downward break would take our
market with it? ShareFinder’s
projection for South African Blue
Chips appears on the right
predicting a short-term peak on
or about November 19 followed
by a brief decline and then
another peak on December 3

following which it predicts weakness
until January 15. After that, gains
until the end of March followed by a
weak April and May followed by a
run up to a new peak in mid-August.
However, if there is cause for
optimism in the US and the prospect
of
a
gradual
recovery
of
consumerism which might in turn
lead eventually to a recovery in the
primary metals market and an
improved outlook for South Africa,
the graph on the right above suggests little improvement at present. Furthermore where the
mining fortunes of other primary producers have shown some improvement lately, South Africa
with its plethora of bureaucratic obstructions has failed to benefit. One has to accordingly believe
that the recent strength of our
market is a direct result of foreign
investment diversification and the
spillover of Dollars resulting from the
US “Quantative Easing” programme
and as such the JSE must be more
than usually vulnerable to any loss
of confidence that might occur in the
US.
All of which brings me to my final
graph on the right which tracks the
Schiller PE ratio which is distinctive
because it is calculated using the
inflation-corrected earnings of all
S&P500 companies in order to allow for more meaningful comparison with the past. As can be
seen the S&P500 is now 48.5% higher than its historic mean of 16.5 and is at a point where
most markets have peaked over the past 133 years. Given both my earlier comments and the
fact that in 2000 and 2007 it rose well above the 24.5 ratio level, it is reasonable to expect that
under the weight of the massive quantities of QE dollars sloshing around in the world’s financial
system at present that Wall Street could continue up to attain yet another spectacular peak but
in that case the subsequent bear market might be expected to equal the past two that lasted
from March 200 to October 2002 and cost investors 48% of their capital and the last one from
October 2007 to March 2009 which cost investors 45% of their capital.
Conclusion
In the light of ShareFinder’s projections that a correction is imminent, one must conclude that the
world’s biggest share market is in fact a bear market waiting to happen. Your safest strategy in
the face of this threat is of course cash but, provided you remain alert to events that could
precipitate a crash and concentrate your money in ultra blue chips, you can still afford to take
advantage of the exponential gains the market is making in this final bull phase.
The ShareFinder Portfolio
As displayed below the portfolio is currently standing on a record-breaking Total Return of 48.5%

with all counters bar Clicks pulling
strongly. The ShareFinder analysis of
Clicks on the right makes it clear that
a strong recovery is likely once the
present correction is over around
March 13 and I am thus happy to
continue holding this share in the
portfolio. All the other shares continue
to display strong balance sheet
fundamentals and thus, in the light of
my November analysis, I am content
to continue holding the portfolio intact.
Investment Grade Underperformers

Top Performers:

The following shares are offered as suggested replacements for any in your portfolio that are
achieving lesser growth rates than the ShareFinder Blue Chip average growth rates. The
shares listed in the first block below have been selected because of their investment grade
quality and their very high dividend growth rate and superior investment safety. The second
block of ten offer significantly higher dividend growth rates but at the price of a greater degree
of investment risk:
The shares listed in the third block below have been selected because of their investment
grade quality and their very high price growth rate. These offer superior investment safety. The
ten in the fourth block generally offer significantly higher price growth rates but at the price of a
greater degree of investment risk:

Unit Trusts
The topmost (green flagged) unit trusts listed below conform to the ideal that the latest annual price
growth rate is greater than the average of the past five years (Half) and the five-years average is
greater than that of the previous ten years (Full). In the groups that follow it should be noted that a
high ten-year growth average is seldom followed by similarly high interim growth rates which
underscores the fact that it is very difficult ever to select consistently high-performing funds.
Trusts with the lowest Risk number are the least price-volatile.

