
In the last issue of Prospects written in May immediately before my annual departure for 
the Mediterranean, I warned that the share market was ripe for a downward correction 
but took the view that readers who have concentrated their purchases around the 2011 
Prospects Portfolio had little to fear. 
And though I am never able to take 
any satisfaction from correctly 
predicting a decline, there is come 
consolation in knowing that I read 
the signs correctly. And although, as 
can be clearly seen in the graph on 
the right, the Prospects portfolio has 
more than recovered to reach a new 
all time high of R1 961 602, it is 
likely that more upsets lie ahead. 
Indeed, as the red (medium-term) 
and mauve (short-term) Fourier 
projections on the extreme right of 
the graph indicate, fresh declines 
are probable in the immediate 
future. Happily, however, the 
medium-term projection suggests 
that the portfolio will continue 
gaining in value to end the year 
worth around R2.1-million. 
 

That is in sharp contrast with the 
projections for the share market as a 
whole as projected in my second 
graph which tracks the JSE Overall 
Index which, on current analysis, 
appears likely to peak in early 
December and, note my third graph, 
the ShareFinder Blue Chip Index 
which appears likely to be headed 
downwards from this week onwards. 
 

Cause of all this market volatility has 
been the comments by US Federal 
Reserve Chairman Ben Bernanke 
who recently advised the world that 
the era of “Quantative Easing” -- of 
the Fed printing dollars — was 
drawing to an end. Strictly speaking 
of course that should have been 
positive for share markets because it 
was a clear warning that in the 
future interest rates will have to rise 
well above their currently artificially 
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low levels. It was, in other words, a clear 
warning to bond investors, to sell lest 
they face severe capital losses in the 
future. Logically, when investors sell 
bonds they need to seek another 
investment vehicle for their money and 
blue chip shares are surely the most 
logical alternative. Unfortunately, 
however, things are never that simple, 
particularly for South Africa’s investment 
markets. As illustrated by the graph on 
the right of 30-year US Treasury Bonds, 
astute investors have long been 
conscious that the era of cheap money 
has been drawing to a close and US 
bond prices reached their lowest point a 
year ago at 2.5 percent against a current 
3.65% and there is now a projected 
cyclical possibility that they will top out 
by December at around 4%. 
The money that has been flowing out of 
bonds has in part been responsible for 
the climb in value of US shares as 
illustrated by the second graph on this 
page which tracks the most widely 
representative measure of US share 
market behavior, the S&P500 Index. As 
is clear US shares passed their 2007 
peak value in January this year and have 
been rising steadily since then. On 
current projections they appear likely to 
reach a peak value in mid-October when 
a fairly severe correction is currently 
predicted by ShareFinder’s Fourier 
system. 
 

More importantly for South African 
investors and for the South African 
economy as a whole, however, was the 
fact that overseas investors who had 
been hanging onto our own long bonds 
because of the very much higher yield 
they were offering, started selling in May 
and that quickly developed into a rout as 
can be clearly seen in my third graph. 
Selling reached a peak on June 24 when 
selling had pushed yields to 8.29% since 
when there has been severe volatility. 
Logic, and ShareFinder’s projections 
both suggest, however, that a correction 
is overdue and a return to normality 
appears likely offering some short-term 
trading potential. It will, furthermore, offer  
a more attractive selling point for anyone 
still holding bonds at this late stage of 



the cycle. 

Prospects Portfolio Strategy 

Though it did very well for us 
between the time of purchase in 
February last year and February this 
year during which time it gained 15%, 
as might have been expected Kumba 
took considerable strain during the 
recent market upheaval with a result 
that it now stands us in at a 17% loss. 
Nevertheless I am content to 
continue holding since in the long 
term this share is likely to be a 
winner. Furthermore, in the short-
term ShareFinder suggests that a 
strong recovery is likely. 
 

In May I said that once half-year 
dividend income had been accounted 
for I would consider a purchase for 
this portfolio and, accordingly have 
just bought Howden at R36.2. The 
shares have been enjoying 
exceptionally high dividend growth 
which has fed through to a compound 
annual average share price growth 
rate of 28%. At the last count 
dividends were comfortably covered 
by earnings 5.22 times greater and 
the return on shareholders funds 
stood at an exceptional 69.7%. 
 
 

Underperformers 
Listed overleaf as usual 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  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.  



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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: 
 
 
 
 
 



Shares to consider buying 
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 un-
derscores 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. 



 


