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As beggar my neighbour currency wars rage across the planet in a re-run of the events
that where to become known as The Great Depression of 1929, it is becoming
increasingly difficult to make confident long-term investment decisions. However, what
is at least clear at this stage is that even accepting the probability of short-term
corrections, Blue Chip shares continue to offer the greatest degree of long-term capital
safety.
What is interesting to market analysts at this
time is that although cyclic forces were
dictating that New York would move into a
bear phase in February, the S&P500 Index
managed to break upwards out of a tripletop formation which was forming during the
time that there was debate about whether
the European Central Bank would actually
go ahead with quantative easing. Then the
go ahead prompted an upward spike of
share prices which might have delayed the
retraction for at least a month. So new highs
are being recorded at a time when everincreasing cyclic forces are ramping up the
pressure for a retraction. My first graph on
the right thus projects in orange what is
likely to happen if the bears win.
And this same tussle is reflected in the
London market as can clearly be seen in my
second composite. Here, however, a new
top formation is occurring indicating the
growing probability that cyclic forces for a
downward correction will win in the shortterm. Both graphs do, however, make it
clear that the coming correction is likely to
be a brief affair within an overall bullish trend
that should soon see the markets again on
their way upwards for the major part of 2015.
Turning to our local market, Blue Chips
similarly burst profitably upwards following
the EEC QE decision and the predicted
retraction has already begun here. It is likely,
however, to be of extremely short duration
and unlikely to cause more than momentary
loss within an overall bullish trend that is
likely to continue for the balance of the year,
fuelled by new money from both Japanese
and European printing presses. As my third
composite indicates, the bear trend is likely
to be over by the end of this month with the

market thereafter climbing at a compound
annual average rate in excess of 9 percent.
Into this perspective, I must now re-introduce
the issue I raised in the previous issue of
Prospects regarding the pressure upon the
US bond market as a result of the collapse of
crude oil prices and the growing probability
that a large number of the bonds issued in
recent years to finance the oil fracking
industry might consequently belly up. For a
year and a half the yield on US short-term
bonds has been rising at a compound annual
average rate of over 100 percent and, if
ShareFinder’s Fourier projection in the
topmost graph on the right is to be believed,
that rate of value decline is about to double:
an event that would logically rattle Wall
Street severely. As I warned in January, such
a collapse might be likened to the sub-prime
issue that triggered the 2007 “Great
Recession”.
Here in South Africa our own long bonds
have similarly begun to suffer. Yields on our
R186 long bond had been falling strongly
since the end of last January when they
peaked at a yield of 8,91 percent to reach a low point of 7.045 percent on January 30 this year.
Since falling yields represent a bull market for bonds the 2014 trend must be seen as
extremely bullish. Since the end of this January however, the yield has risen as high as 7.605
percent which makes it clear that investors have been dumping our sovereign debt.
Furthermore, if this trend continues such as ShareFinder projects is likely and the yield rises to
a peak of 9.166 percent by the end of this year, we will have experienced something of a bond
market collapse.
Normally, such a collapse of the local bond market would be interpreted as hot foreign money
departing our shores in search of a safer
home and it would be accompanied by a
rapid weakening of the Rand. Yet there has
been to date no significant departure of the
Rand/Dollar exchange rate from its trend of
the past four years of a steady 12.3% annual
rate of decline. There are signs, furthermore,
as are evident in my second composite on
this page, that the Rand is about to reverse
its trend relative to the US Dollar and begin a
significant strengthening which could see it
gain from a low of R11.9 to the dollar at the
end of March to a high of R10.9576 this time
next year.
So if our long bonds are set to weaken significantly and the Rand is seen to strengthen
significantly, where will the money flows be heading? Could it be our share market. That is
certainly what my Blue Chip Index projection on the previous page seems to suggest.
Conclusion
It would seem that now might not be a good time for faint-hearted local investors. If you have
not yet fully committed all your free cash into blue chip shares, the coming brief weakness
might be your last opportunity to take advantage of the coming bull market.

The Prospects Portfolio
The surge in January has taken the growth rate of the 2011 Prospects Portfolio to a new high of 35
percent from its January 15 level of 32.6 percent compound annual average since its inception in
January 2011. From a starting sum of R1-million it is now worth R2 682 884 and at this rate will be
worth R8 921 159 in five years time at which stage it should be delivering a total annual dividend
income of R220 493.

In reviewing the portfolio last month I
said that if I needed to dispose of
anything it would be Shoprit which like
most food retailers is at this stage
making somewhat heavy weather of
current market conditions. It still
remains the one slightly problematic
holding
in
the
portfolio
and
ShareFinder projects that it is likely to
enjoy a volatile year. It remains,
however, one of the best long-term
options for South African investors
with very solid fundamentals and I
would be reluctant to part with it. See
projection on the right

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 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:

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 above-average 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.

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 rate 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.

