PROSPECTS
The Richard Cluver Investment Newsletter in continuous publication since 1987

March 2013
As I write the Prospects share portfolio has touched a new all time high with a total
value now of R1 817 823 taking its compound annual average growth rate to 32.3
percent. That is 12.7% p.a better than the ShareFinder Blue Chip Index in the long term.
And it is16.2% p.a better in the short term.
Importantly,
however,
both the ShareFinder
portfolio and the Blue
Chip Index have been
struggling since January
to penetrate an upper
resistance line which I
have highlighted in light
green in the second
composite.
Chartists
view such triple top
resistance lines as a
warning that a market
direction change might
be imminent if both fail
to penetrate that line on
the up side.
ShareFinder’s
graph
analysis systems (see
my third composite)
appear
unanimous,
however, that on this
occasion the market will
move upwards once
more. However, all my
instincts tell me that the
present bull market
does not have long to
go before a downward
correction happens.
I have accordingly,
overleaf
attempted
some
long-range
projections of both the
Blue
Chips
and
investment
grade
shares as a whole to
see what cycle analysis
suggests is the likely
outlook for the next
year and, as you can
clearly see it is not

optimistic for the market as a whole.
Let’s start with the Investment Grade
shares which ShareFinder suggests will
top out towards the end of May. The
projection suggests that these shares
could fall by around 11 percent from their
present level to a low point around the
end of May 2014.
Blue Chips, as depicted in my second
graph on this page, are likely to fare a
little better, falling just five and a half
percent from their current levels though
the loss from their likely peak in May this
year to the projected low in January
next year could be around nine and a
half percent.
Happily, when I apply the same cyclebased projection of the ShareFinder
portfolio itself (Third graph) the outlook
remains positive, emphasizing a view
that I have pointed out to readers so
often in recent years; that when
investors become worried about the
future of the market they tend to move
out of the riskier grades of shares into
the perceived safety of blue chips. This
time around, furthermore, the likely
market correction comes at a time when
bond rates are at exceptionally low
levels. With that in mind it is highly
unlikely that investors will move into gilts
because of the risk of capital loss once
interest rates begin rising.
The major risk that all South African
investors face, however, is the damage
that is likely to the Rand as foreign
investors move out of our market. My
last graph composite on this page
highlights the fact that on average
against our principal trading partners the
Rand has been losing value at an annual
rate of 12.4 percent and it is likely to
continue doing so until the end of June.
Thereafter, however, the projection
suggests that the Rand will begin to
recover gaining in value against the
Pound and the US dollar at around an annual average compound rate of 12 percent which
should by Christmas more or less negate the losses of the first half of the year.
Strategy
Given the foregoing, it is again time to carefully consider the shares in your portfolio and
consider weeding out any underperformers in order to create cash with which to be able to
take advantage of any bargains that might be uncovered in the months ahead.

Prospects Portfolio
As I said last month and in the light of the foregoing analysis, I will be content to continue holding most of
the shares in my Prospects Portfolio. Last month I mentioned my concern at the failure of the market to
recognise the continuing performance of Capitec Bank and said I trusted that the latest company report,
then imminent, would confirm my faith in this investment. Capitec has since reported that earnings for the
year ended February would rise by between
32 and 36 percent which is entirely in line
with Capitec’s 10-year earnings growth rate
average of 37.37%. Applying this gain to the
historic earnings yield of 6.4 percent
suggests, at the current price of R198, a
forward yield of 8.7% relative to a blue chip
average yield of 6.7% which implies that a
price gain of the order of 30% is in order.
There is a common view that the average
Capitec client in the unsecured lending
market is now severely overborrowed which
places a question mark over the bank’s
potential for future growth. But that view has been prevalent for at least a year and in the light of the
recent results must be seen as somewhat misplaced.
Interestingly, while corporate profit trends are in line with the company’s long-term history the long and
medium-term fourier share price projections in the Capitec graph are at odds with one another implying
that for once the market has got this one very wrong. A major price recovery should be anticipated!

Noting the Prospects portfolio listed
above, in addition to Capitec, the
other two underperformers are Clicks
which has just reported an 11.7% rise
in group turnover—down on its 18%
ten-year earnings growth average—
and AVI which has just reported an
8% gain in headline earnings which is
similarly significantly down on its
27.29% 10-year growth average.
ShareFinder’s graph projection on the
right suggests that Clicks will peak in
price at R65.43 at the start of April
which might be an appropriate time to
sell these shares.
AVI has similarly produced an
unattractive projection graph which
suggests a price peak of around
R59.80 in the first week of April.
Assuming that both shares reach
these price targets I will seriously
consider disposing of them in the days
ahead

Underperformers
Listed below are all shares which have been underperforming the Blue Chip averages in respect of price growth
rates over the past five years. Note that all the shares listed below 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 yiel d
and the annualised capital growth rate average over five years.

Top 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. The
ten 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.

