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Readers of this publication should not have been shocked by the developments that have
rocked global markets this month culminating in the January sell-off that has seen most share
markets decline quite substantially.
As I noted in last Friday’s “Predicts” the damage
has been far worse in London where the Financial
Times Index has so far fallen 5.57 percent from its
January peak. And New York, towards which most
of the investment capital has lately been flowing, is
at minus 3.56 percent, down nearly as much as our
4.4% Blue Chip Index decline.
If you have been a regular reader you will have
through these columns watched world markets
surge to record price highs, shuddering every time
since last May when the US Federal Reserve first
intimated that it was planning to end its programme
of “Quantative Easing”. The programme which has
seen billions of dollars flowing into the share
markets of the “Developing World” was primarily
intended to create cheap money which would, it
was hoped, stimulate the US economy. My second
graph on the right depicts how, as a result of the
Fed’s actions, the yield on 30-Year US T Bonds fell
steadily from a 2007 peak yield of 5.26% to its
lowest in modern history at 2.46% in July 2012.
Since then, as we moved towards the onset of
the “Taper”, it has begun rising to reach a current
peak of 3.97% on January 1 this year —
representing a 50% yield increase —
and
prompting a massive outflow of money from the
Developing world.
So please note the remarkable similarity of the
performance of the Rand relative to the US$ in my
third graph. But we need to recognize that the two
events were not simultaneous for the Rand graph
saw this trend happen over a much longer period.
However, what has resulted is that the Rand cost of
buying one US$ has increased by 71.12% since the
Rand’s strongest point on April 29 2011.
Since the two are effectively linked the implication
is that the Rand’s loss of value as it anticipated this
interest rate increase has been severely overdone
and so, not surprisingly, when the two are plotted
together in relative strength terms (as my bottom
graph illustrates) the Rand has for the past year
actually been gaining ground.
Furthermore, the retreat of US bond yields since
early January suggests that bond investors were previously unnecessarily pessimistic and that this
situation is now correcting itself. In the medium term then we should thus expect the Rand Dollar rate to
at least revert to its mean which is what (the red part on the right of the graph above) Fourier projection

implies is likely to happen in the months that lie
ahead. And the implication of this is likely to be a
huge morale-booster for local investors and it
will be positive for shares and the SA economy
as a whole.
Clearly this is an opportunity for investors from
hard currency areas to buy into quality
Developing Country shares such as the
ShareFinder Blue Chips.
Now, noting that the strengthening of the Rand
has already begun, the important question is
whether it is time for local investors to start
buying? So note the third graph in my first
composite on the right which shows that since
December 18 the pendulum has swung back in
favour of the Developing markets and it has
been consistent since then.
Furthermore, as my second graph on this page
illustrates, South African Blue Chips as defined
by the ShareFinder system have consistently
outperformed the Developing Markets Index for
over a decade and are likely top continue doing
so for the next year at least.
Current projection of two ShareFinder indicators
(third composite on the right) suggests that the
market upturn for Blue Chip shares in general
could begin as early as this Friday February 14.

The Prospects Portfolio
Like the rest of the market, the Prospects
Portfolio took something of a thump, largely due
to the inclusion of Shoprit and Massmart which
are generally regarded as good defensive
stocks but which have been unnecessarily
punished because of a market perception that
the SA consumer will be making heavy weather
of it during the current year.

At its worst point the portfolio was down 7.76%. Nevertheless, in both the long and short term it
continues to out-distance the Blue Chip Index with a long-term growth rate of 28.7%. In the short-term it
is currently doing 4.2% better than the Blue Chip Index. Considering the portfolio listed above, I have
been pondering whether I was mistaken in choosing Shoprit rather than Woolies and, furthermore,
whether it would be smart to swap at this stage and were I only taking a short-term view I would have
done so because Woolies is likely to fare better in the year ahead because its customer base is less
likely to be affected by current economic conditions. And a similar argument applies to Massmart which
has not done as well as I expected since we bought it. On balance, however, I decided to make no
changes because in the long-term there appears little to choose between the prospects of Shoprit and
Woolies while Massmart appears ready during 2014 to finally deliver the growth that I expected back in
2011 when I bought it.

2014 Portfolio
The turbulence of the past few weeks
caused me to think long and hard about my
intended purchases for this new portfolio
but Coronation offered a buying opportunity
at R75.21 on Thursday January 16 and so I
bought. Richemont reached a low of R99.50
on February 4 and Growthpoint managed a
mouth-watering R21.43 on January 30
which completed my South African end of
the portfolio.
For those who were not so lucky,
Coronation is likely to offer another buying
opportunity on or about March 5 at +- R81
and not again until the end of June.
Growthpoint could touch a little over R22 in
the first week of March while Richemont
could come down to below R103 on or
about February 25.
Regarding foreign share purchases, the
graph composites on the right sum up
ShareFinder’s outlook for the British market
(top graph) the US market (second graph)
and the Australian exchange (third graph)
which suggests that for now it would be
prudent to hold off buying. All three are
projected to have a long way yet to fall.
With such a pessimistic outlook for these
three markets, some would regard me as
foolhardy for buying into the local market
and so it is important for me to draw the
distinction that I have frequently of late
offered to my readers. So please first
consider the JSE All Share projection (fourth
graph) which makes it clear that the JSE per
se cannot be immune if all about it leading
world markets are falling. The exception,
remarkably, is a select group of shares that
make up the ShareFinder Blue Chip list
which, because of their superior quality, tend
to largely ignore adjacent pessimism, so
note if you will the projection for this
category of shares (fifth graph).
Just a reminder to those who would like to
copycat this portfolio that would imply
lodging a suitable sum with an international
brokerage like Saxo Capital with which the
about to be released ShareFinder 6 has a
direct buy/sell order link. If you need
assistance in doing this, e-mail me
richard@rcis.co.za and I will put you in touch
with Saxo’s local office.
The shares I will be currently looking to buy
are:
Britain: Reckitt, Capita Group & Unilever
USA:FEMSA, Tim Hortons, Nam Tai
Electronics
Australia: Yet to decide.

Investment Grade Underperformers
Listed below as usual are all shares which have been underperforming the Quality List averages in respect of price growth rates over the past five years. Note that all the shares listed qualify for inclusion in
the ShareFinder Quality list because of their consistent dividend growth rates over many years and
those listed in green under the Dividend Growth heading have been consistently delivering aboveaverage dividend growth rates over at least the past five years. Being an underperformer is not necessarily an argument for disposing of any of these shares, but readers should note that if a share has
failed to deliver above average price growth over as long a period as five years, then it is unlikely in the
short to medium term to get much better. Some shares which feature in this list are gladly included in
many portfolios of investors seeking dividend income rather than pure capital growth. So before you
decide to ditch any of these, do your research carefully. To help you in this regard, we include a “Total
Return” column which is the sum of the dividend yield and the annualised capital growth rate average
over five years.

Top SA 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.
Those 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.

