
When I wrote this column a month ago, current talk among analysts was all about how 
expensive the market had become and the growth rate of Blue Chip shares had slowed 
to a crawl as they struggled to overcome a resistance line. 
Importantly, the long and short-term trends when traced out by trend lines had formed a 
distinct pennant formation which can be seen in the graphs below. (As all students of technical 
analysis well know, pennant formations normally precede a dramatic market event.) New York 
and London together with other leading Developed World markets were attracting most of the 
action and were flying upwards in what must have been seen as the probable exponential last 
phase of a bull market ahead of a likely end sometime around October this year. 
Meanwhile my analysis suggested that the tide of international investment was just beginning 
to turn back in favour of the developing world pointing to the likelihood of a break out of the 
upwardly-sloping pennant formation to which I had drawn attention. So it is on a happy note 
that I write this morning to draw attention to those local breakouts having now happened which 
implies that a positive spell has begun for our market and, in the process, our Prospects 
portfolio has touched a new all time high of R1 921 301 taking its compound annual average 
growth rate to 33 percent as illustrated in the composite below. 

Nevertheless, and notwithstanding Blue Chip companies quite regularly announcing profit 
increases of the order of 25 percent year on year—note Famous Brands announcement this  
week that it expects earnings to be up 
between 21 and 23 percent— market 
comment continues to argue that our 
shares have become very expensive. 
 

So let us look both ahead and 
backwards in my second composite on 
the right to note that Blue Chips 
currently stand at an average dividend 
yield of  2.8 percent compared with a 
low of 2.5 percent at the height of the 
2007 bull market which implies that, 
although expensive, they could rise a 
little more before reaching previous 
critical territory. 
Do note, however, that end of bull 
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market corrections are seldom triggered by the  process of their reaching previous valuation 
peaks, but rather by extraneous events that impact upon the economy and by implication the 
future profitability of companies. Nevertheless, Fourier Projection in the second composite on 
the previous page suggests that the end of this bull market is fairly close with the peak now 
seen for mid-June followed by a sideways trend as investors look for some sign that can 
determine the long-term future. Pushing cycle projection to its limits suggests that a modest 
retraction is likely in December, but nothing really dramatic is suggested by this indicator 
process for the foreseeable future. 
 

Regrettably that view does not, 
however, square with the 
projection for Wall Street which 
continues to foresee a sharp 
decline beginning in October. The 
latest projection sees the S&P500 
Index making a double top on 
Monday October 21 and 
Wednesday October 23 followed 
by a protracted decline lasting until 
the end of June 2014 when a 
double bottom with feet in June 30 
and August 1 will signal the 
beginning of a consolidation. 
As always, I need to stress that 
these long-range forecasts are 
merely that. At best our studies 
have indicated that the accuracy probability is around 82 percent and both the dates and 
magnitude of market movements tend to change as we move closer to them. Forewarned is, of 
course forearmed and investors who are forewarned can plan strategies to take account of 
these events as they draw closer and the probability either increases or decreases.  
Do note though, that while corporate profit growth in South Africa is generally high with the 
average of all investment grade share profit increases standing at of 23.7 percent for the past 
12 months. Similarly in the US last year, corporate profits rose to 12.4% of gross domestic 
product. That was up slightly from 12.1% in 2011 and marked the highest rate since 1943.  
However, average US corporate profits growth at an annual rate of 8.04 percent compared 
with the S&Ps 30 percent compound annual average growth rate since the trough of 2009 
makes it clear that investors are overoptimistic. Similarly, here in South Africa the ShareFinder 
Blue Chip index has climbed at a compound annual average rate of 28.3 percent compared 
with a dividend growth rate of 24.12 and an earnings growth rate of 16.5 percent. 
Sooner, rather than later in both countries then, the market needs to pause and catch its 
breath while the average earnings growth rate catches up with market expectations. There is 
thus good reason to expect a correction. The only question is what event will trigger it? 
Prospects Portfolio Strategy 
With the exception of Massmart and Naspers, all shares in the Prospects Portfolio are ahead 
of the blue chip index on Dividend growth and all are ahead on price growth. Offering an 
aggregate Total Return of 41.63 percent compared with the Blue Chip average of 23.5 percent,  
I continue to be very happy with both the composition and performance of the portfolio and so 



see no reason to make any changes. In the July issue, once we have accounted for dividend 
income for the first half of the year, I will look to see if there are any suitable additional 
acquisitions to be made. (Note I will as usual be overseas during June and there will be no issue 
of Prospects next month). In the interim, however, in the event of Shoprit falling below 170 and 
Mr Price falling below 120, I would be a buyer. 
 

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 careful ly. 
To help you in this regard, we include a “Total Return” column which is the sum of the dividend yield and the annualised capi tal 
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 previ-
ous 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 con-
sistently high-performing funds. Trusts with the lowest Risk number are the least price-volatile. 



 


