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As I made clear in my column last Friday it is now obvious that South African Blue Chip
shares have begun to consolidate their gains and, bar any major unforeseen disruption,
their outlook is for a fairly steady recovery from here on. The JSE will accordingly be
taking its lead from the major overseas markets.
So let us start as always with New York where the Standard and Poors 500 Index is showing
similar healthy recovery signs with my parallel trend lines outlining a range within which the
index has been moving solidly upwards since late August:

In London, things are not nearly as clear but there are tentative signs of a pennant formation
marking out an attempt to consolidate, but any bad news there is likely to shatter this
humble beginning of a consolidation:

Most importantly however, the world’s Developing Nation share markets have been
outperforming those of the Developed World since mid-August:

Furthermore, here at home the Rand has since mid-September been making an attempt to
recover its weakness against the world’s major currencies:

And equally importantly, our ShareFinder Blue Chips continue to outperform the principal
indices of the Developing World:

Finally, as I pointed out last Friday, the ShareFinder Blue Chip Index has broken sharply
upwards out of the confines of a pennant formation and while ShareFinder predicts that it will
slip backwards from now until late November as it tries to consolidate at this new high, the
predicted trend until next May is likely to be steadily upwards:

All of which brings us to the question of which shares are the most attractive prospective
purchases at this time. The choice is those with the highest dividend and price growth rates:

A large proportion of these top performers are already in the 2011 Prospects Portfolio, but if
you have spare cash there are one or two counters here that I would consider adding. Since
the current portfolio consists of only nine shares which is rather too few for a defensive
portfolio —ideally I would like it to consist of at least
12 shares — I am going to take the unusual step of
“borrowing” some money in order to buy some
additional shares and I will repay the borrowings out
of income earned by the portfolio. The analogy here
is that, if you have been taking my advice over the
years you will all be re-investing a portion of income
in order to guarantee steady portfolio growth over
the years. I will attempt to buy PSG, note my graph
for R250 and Italtile. forR11 a share.

The Prospects Portfolio

Turning to the Prospects Portfolio as a
whole, there is only one share that is
troubling; MTN which the market is
punishing because of its exposure to
the
troubled
Nigerian
oil-based
economy from
which
it draws
approximately a third of its current
revenue. However, I have previously
stated that I believe the market is wrong
in this case and that the current
dividend yield of 5.8 percent actually
represents
a
delicious
buying
opportunity which I have personally
been taking advantage of recently. The
graph composite on the right reflects
ShareFinder’s projection of a shortterm price recovery for MTN followed
by a down-trend for the next 12
months.
However, my second graph composite
reflects what has been happening to
the oil price and here it is clear that a
bounce back to around 80 dollars a
barrel over the next seven months is
very probable and, that being the case as is indeed being argued by oil market experts
generally, it is likely that Nigeria will bounce back taking MTN with it.
So the two graphs are saying opposite things and both cannot be correct and I am
consequently happy to gamble that the latter graph is correct. In any event the outlook for the
portfolio as a whole is looking good as is reflected in the graph projection below.

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.

