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Last month I opened by noting that the Prospects share portfolio had touched a new all
time high with a total value of R1 817 823 taking its compound annual average growth
rate to 32.3 percent. That was 12.7% p.a better than the ShareFinder Blue Chip Index in
the long term and it was16.2% p.a better in the short term.
Importantly, however, both the ShareFinder portfolio and the Blue Chip Index had been
struggling since January to penetrate a chart upper resistance line and here we are a month
later with the portfolio now up a marginal R9 407 to R1 827 230. Furthermore on March 26 it
did penetrate that resistance line and promptly fell back again before, at the weekend, again
making an attempt and falling back. In the process, while it is still climbing at a rate that would
add R113 000 in a year, its long term growth rate has slowed to an annual rate of 31.2 percent
emphasizing that the market as a whole is currently making somewhat heavy weather of it.
Note that in all three graphs immediately below, Fourier projection suggests that the market will
cycle upward, but only the ShareFinder Portfolio currently looks like it will reach another new
long-term high. More to the point, the ShareFinder Blue Chip Index and the JSE Overall Index
have been trending down steadily since March 11 with very little sign of any improvement.

Meanwhile, in stark contrast, Wall
Street as measured by its widest
measure, the S&OP500 Index, has
been making new high after new
high and is projected to very shortly
soar past its 2007 high and to race
on to a new record peak in
October. And of course the US
economy is currently the only one
showing any significant signs of
emerging from the post 2007 Great
Recession. And until there is a
general recovery, primary mineral

producers like ourselves cannot really
expect to show significant gains.
Across the pond, London’s Financial
Times Index is similarly poised to shortly
break through a resistance line linking
previous market peaks in 1999 and 2007.
Here it is important to note that although it
is very early days to start making longterm projections, it is interesting to
consider that the very reliable long-term
Fourier projection senses a sharp
downward correction might be the order of
the day in mid-October in both London
and New York.
Now there is nothing new in these
observations. I have been highlighting
how, since late last year, the tide began
turning away from the developing markets
and, post Merikana, particularly from
South Africa with the sole exception being
our ultra Blue Chips which have largely
remained in favour. That trend away from
the Developing World markets became
pronounced in January this year as
highlighted by my red trend lines in the
relative strength graph on the right. Do
note, however, that since mid-March
there has been an attempt to end that
decline which suggests that the tide
might just be beginning to turn back in
favour of the Developing World. It is too
soon to make that call with any certainty
and my Fourier overlay suggests that it
might only be a temporary respite before
a concerted recovery begins in mid-May.
Prospects Portfolio Strategy
Last month I suggested that investors
should carefully weigh portfolios in order
to
weed
out
any
remaining
underperformers so as to create cash
with which to be able to take advantage
of any bargains that might be uncovered
in the months ahead. If that recovery
does begin in May it might be time to do
some buying among blue chips like
Shoprite and Mr Price which look like
they have bottomed. There is no need,
however, to rush into such situations.
Current projections as illustrated on the
right, do not suggest that either are likely
to begin rapid recoveries. Both, as the
graphs illustrate, are only modestly
cheaper and have a long way to go
before they again reach the opportunity

cost that was attained in March 2009
when Shoprit was standing on an
earnings yield of 8.2 percent and Mr
Price on 11 percent in October 2008:
note the earnings yield graphs in each
composite on the previous page.
Last month I told readers that my faith in
continuing to hold Capitec shares in the
Prospects portfolio, in the face of quite
widespread pessimism, had been
vindicated by the announcement that
earnings would be between 32 and 36
percent better than the previous year. I
further predicted a significant price
recovery, so it is also good to note that
the market appears to have overcome its pessimism with the price up some 13.5 percent since
the low point of R185.04 last month. The projection on the right suggests that Capitec is,
however, unlikely this year to regain the attraction that took it to a high of R232 in April 2012.

Last month I suggested that Clicks (if
they reached a projected R65.43 and
AVI (if they reached a projected
R59.80) might be considered for
disposal from the portfolio listed
above.
Both
have
continued
weakening and it might be sensible to
dump both of them since their graphs
continue to offer a dismal aspect as
illustrated by the two composites on
the right. The problem, however, is if
one were to dispose of these two
shares there is not a lot of quality with
which to replace them. Arguably the
best replacement might be Wilson
Bayley which has slightly higher
historic growth records having grown
its dividends at a compound annual
average rate of 35.3 percent over the
past five years and earnings at 41.86
percent over the same period with a
price growth average of 35.3. But
Wilson
Bayley
offers
just
as
unattractive a graph projection and
recognising that most investors who
read this newsletter are hesitant to

make frequent share switches because of the capital gains impact, I am cautious about
recommending the switch. For those who are not concerned about the tax issue I would lower
my selling prices to R59 for Clicks and R54.50 for AVI which the Fourier projections suggest
might be attainable in the next few weeks and make the switch putting in a buy position for
Wilson Bayley between R149 and R150 which appear possible in May/June
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.

