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This is one of those most difficult occasions for, as I sit down to write to you, the US
Federal Reserve is preparing for an announcement this week which has the potential to
significantly move bond and equity markets worldwide, and ours more so than many.
It all depends upon whether Fed Chairman
Janet Yellan opts for hawkish or a dovish
stance at this week’s meeting: either for an
early or a later commencement of interest
rate increases. With unprecedented trillions
of low interest dollar loans out in the world,
largely with countries like South Africa which
have been using foreign loans to prop up
their trade balance deficits, even a modest
increase of US borrowing rates has the
potential to destabilise whole national
economies and their public utilities. As my
first composite on the right indicates, US
bond yields began rising in late January in
anticipation of a Fed move with short-term to
maturity bonds moving the greatest extent.
As recently as March 6 the prices of 5-year
bonds where up 40 percent from a low on
January 30 of 1.19% to a peak of 1.67%
before easing off slightly over the last few
days. Even 30-year bonds where up 15%
over the same period.
The impact of these trends on currencies
has been equally dramatic. Last August it
required 10.5098 Rands or 1.0654
Australian Dollars to buy one US dollar. This
week the Rand was 16.6 percent weaker at
12.2252 Rands to one US$ and the
Australian Dollar was 23.55 percent weaker
at 1.3173 Australian Dollars to one US$. In
both cases, ShareFinder’s projections
suggest that this weakness has been
overdone and that both currencies will
strengthen a little between now and June.
Furthermore, unlike the Australian situation,
ShareFinder thinks that the Rand will
progressively strengthen for the rest of the
year. Its projections suggest that the
Australian Dollar will continue weakening
until its year-on-year loss is extended to
over 33 percent by the end of December.
All of the foregoing explains why share
markets worldwide have weakened around
3.5% since the beginning of this month and, as projected in the graph composite on the right,

are at present projected by ShareFinder
to be continue on down for the rest of this
month at least.
Returning to my comments in the two
previous issues regarding local bond
yields which dramatically changed
direction in late January, they have
continued to weaken in the same
dramatic fashion making it clear that
money is draining out of South Africa.
ShareFinder’s first projection on the right
suggests that if this trend of selling
continues, then the yield on the R186 will
have risen from a low point of 7.09% on
January 29 to a peak of 9.39% by late
October which will have clipped around
50% off the value of local bonds: a scary
thought and one which I cannot imagine
will leave the share market unscathed.
And, furthermore, this does not at this
stage take into account the bond collapse
scenario which I outlined in the January
issue as a consequence of the collapse of
crude oil prices. So briefly let us turn to
the oil price and note that ShareFinder
predicts that the last bottoming of Brent
crude will occur at around $54.73 within the next ten days before the price recovery resumes.
ShareFinder sees a recovery getting under way continuously from the end of
March until the end of August as sketched out in the second composite on this page.
So what does all this mean for the JSE? Clearly much depends upon what Janet Yellen
announces this week. But if, as I expect, she decides to postpone interest rate increases until
later in the year then markets generally can be expected to breathe a deep sigh of relief and
take a more positive outlook than my predictions hitherto. On the other hand, in the somewhat
unlikely event that she announces an earlier rate hike, the market response could be very
pessimistic indeed.
I opt for a delay because politically Americans favour a strong dollar and while the current
trend is hurting US exporters, that sector represents a relatively minor portion of the US GDP
calculation. As a nation of consumers, US GDP growth is overwhelmingly tied to retail
spending and that requires that Americans feel good about themselves. Since unemployment
numbers have been falling even faster than analysts had predicted, there is good reason to
expect a consequent increase in retail
spending and a welcome slight up-tick
in US inflation.
The good news for South African
investors, however, is that provided
you stick to Blue Chip shares, you can
reasonably expect to be fairly well
sheltered from the probability of a
worldwide recessional trend. As my
last composite on this page shows,
ShareFinder predicts that the JSE as a
whole will continue upwards until late
September and then reverse all its
gains between then and January 2016.

Blue chips will, however, continue their steady upward trend at a compound annual rate of
better than 10 percent for the rest of this year.
Conclusion
Though these are nervous times, particularly for short-term traders, long-term investors in Blue
Chips need not be unduly concerned.
The Prospects Portfolio

The Prospects Portfolio long-term
growth rate has slowed to an annual
rate of 31.2 percent as illustrated in
the graph on the right but its value
has increased in value by R56 839
since last month to a new total value
of R2 739 723 and at this growth
rate it will be worth R9 138 162 in
five years time.
Regarding its constituent share
holdings, I have for several months
noted that were I to consider
disposing of anything at this stage it
would be Checkers which like most
food retailers is at this stage making
somewhat heavy weather of current
market conditions. Last month I
noted that it was projected to fall even further in price before it consolidated and exactly that happened.
From here on in, though a modest further decline is probable, the longer-term trend is likely to be
upward and so for readers who did not dispose of this share, it would now be a wise strategy to hold
onto the share in the expectation of price gains between now and the end of August. But in the longer
term ShareFinder expects further price declines.
That said, there are some telling numbers to
consider. Consider first the long-term Shoprit
graph on the right which makes it clear that the
price decline has been a steady phenomenon
since December 2012. More importantly,
though Shoprit has continued to deliver rising
dividends and earnings per share, the
percentage growth rate of both of the latter has
been declining since mid 2009. The second
graph in the composite on the right tracks the
dividend growth rate and the third the Earnings
growth rate. For the past five years,
furthermore the annualised earnings per share
growth rate has been only 11.83 percent
compared with a Blue Chip average of 16.29
and the five-year dividend growth rate has been 14.81 percent compared with a Blue Chip average of
20 percent which implies that there are better shares to invest your money in.
I have, in other words, been wedded by sentiment rather than statistics to this share and should be
getting rid of it. I am accordingly going to place a selling order at R170 which I expect to occur around
the beginning of August.

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.

