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Please note that as usual there will be no June issue of Prospects and the July issue will
appear late because Richard Cluver will be away overseas.

My April observation that the immediate future appeared likely to be universally
negative with the lone ray of sunshine South African Blue Chip shares, continues to
hold true.
Considering the composite on the
right, only my Blue Chips Index
appears projected for further gains
while, conversely the resourcedominated JSE All Share Index
(fourth graph in the composite)
appears likely to do even worse
than New York and London. That
should surprise nobody since the
sorry tale of the resources sector is
widely understood among investors.
Nevertheless, to put resources into
perspective I offer you the second
g r a p h o n t h e ri g h t wh i ch
emphasises that they have been
trending downwards since peaking
in February last year and,
furthermore, as emphasised by the
red Fourier projection on the right of
the graph, it appears likely that
things will get considerably worse
for commodities before they
improve.
There is, however, some good news
inasmuch as the share markets of
De ve l o p i n g Co u n t r i e s h a ve
overcome the negative sentiment
towards them that had been evident
for most of this year. For the past
six weeks the former have been
outperforming Developed World
markets which can be taken as
evidence that the world has lately
begun to overcome the jitters which
saw investors running for the cover
that they believed to be provided by
US markets.
The really bad news for South
African investors, however, is the
accelerating weakness of the Rand
which, as the fourth graph

composite illustrates, is now losing
value on average at a compound
annual rate of 43.1 percent. Normally,
in the absence of an across the board
share price decline, Rand weakness
inasmuch as it is evidence of foreign
investors withdrawing their money from
the country, can be seen in a
weakening bond market. However,
considering the graph on the right
above of the RSA 157 long bond, the
steadily declining interest yield trend
makes it clear that there is continued
buying going on.
Furthermore, as my second composite
on this page well illustrates, both the
Blue Chip and Rising Stars groupings
of investment grade shares continue
their steady rise though Blue Chips are
gaining at a compound annual rate of
40 percent and the Rising Stars at 28.8
percent compound. Since both sectors
offer no recent signs of weakness the
conclusion is that it is the mainly the
commodities sector that is taking the
major selling strain. Other weak sectors
include Venture Capital, Automobiles
and Parts, Forestry and Paper,
Construction Materials and Food and
Drug Retailers.
Looking ahead, my third composite
suggests that for the immediate future
the outlook for the Blue Chips is likely
to be steadily upward until around the first week of August followed by a downturn until the first
week of October which might present readers with their next attractive buying opportunity.
The Prospects Portfolio
Our portfolio continues to outperform
the market. As illustrated by the graph
on the right the portfolio has since
inception been rising at compound 32.3
percent compared with the Blue Chip
Index which has been gaining at
compound 18.4 percent over the same
period. Best performers as highlighted
below continue to be Mr Price, up 85%,
Pinnacle Micro up 65% and Shoprit up
54% with Kumba down 6%, Coronation
up 16% and Massmart up 18% as the underperformers. We will simply wait and watch for the

immediate future.
Underperformers
Listed below are all shares which are underperforming the Blue Chip averages in respect of price and
dividend growth rates over 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, like for example Growthpoint, 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 over five years. Here you can see that only Fairvest with a total return
of 22.78% actually beats the Quality List average. The “Likely Date” and “Likely Price” columns here
project the probable market low.

Top Performers:
Though I have observed that now is in most cases not a good time to be buying at the start of
a probable bear market, the following shares should be watched for future inclusion. Note the
“Likely Date” column offers ShareFinder’s calculation of the date that Fourier projection
suggests will produce the lowest buying price of the foreseeable future. This and the “Likely
Price” will change from time to time as new incoming data modifies the cycle trend averages of
the past. The Likely Price has, from observation, proved to be 82 percent accurate and so,
when putting in buying orders, it is advisable to take account of this observation and allow your
brokers a reasonable degree of buying latitude.
Furthermore, though these Top Performing companies are grouped according to risk potential
and with regard to both five-year price and dividend growth, the best choices when selecting
which to buy is to attempt to team high dividend growth rates with high price growth rates. Note
that high price growth rates are normally a function of high dividend growth rates and where
price growth is lagging this might well be an indication of overlooked value. For safety,
however, it is generally wisest to choose shares whose data contains the greatest amount of
green print in the columns below.

Unit Trusts: The data below ranks unit trusts that have been in existence for at least ten years.
They are ranked in terms of the best performance over 10 years (Full) 5 years (Half) and the past
year. Trusts with the lowest Risk number are the least price-volatile.

