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Right across the investment world there is now clearly a mood of indecision in the wake
of repeated statements from the US Federal Reserve that it is beginning to wean the
economy off its $80-billion a month“Quantative Easing” drip feed.
For months ShareFinder’s Fourier
cycle projection system has been
predicting that the consequence will
be a decline of Wall Street’s principal
index, the S&P500 which is depicted
on the right. When this peak first
appeared on my charts early this year
I had no explanation for it other than
the realistic view that, having run long
and hard for many months, the market
was probably overdue for a correction
to allow corporate results to catch up
with investors’ expectations. Now we
have a concrete explanation for the
predicted phenomenon: investors are
always nervous and in indecision; at times when it is becoming clear that today’s normal is
likely to become history. So, in the words of the Wall Street Journal this week,”The dollar is
stumbling as investors begin to question the relative strength of the U.S. economic recovery,
which had powered a rally in the greenback in the first half of 2013. The WSJ Dollar Index, a
gauge of the dollar's exchange rate against seven of the world's most heavily traded
currencies, is down 4% in the past month and hit a seven-week low on Friday. Before the
selloff, which began after the dollar hit a three-year high in early July, the U.S. currency was up
8.3% for the year.”
In the longer term, of course the very fact of the “tapering” must reinforce in investors minds
the realization that of all the world’s leading economies, the US outlook is currently the most
optimistic. Former powerhouses, China and India have been stumbling lately and Europe
remains mired in recession. So if one is worried about the future, the logical thing would be to
ensure that the bulk of your money was invested in the US. Thus we have been witness to
capital streaming out of the “Developing World” and back to Wall Street and, amongst other
developments, accounting for the weakening of the Rand in recent months.
Meanwhile, the latest statistics show that China's economy grew in 2012 at its slowest pace for
13 years. Furthermore, so far this year economic data has surprised on the downside, bringing
warnings from some analysts that China could miss its growth target of 7.5 percent for this
year. Exports posted their lowest annual growth rate in almost a year in May at 1 percent,
exposing a more realistic picture of trade following a crackdown by authorities on currency
speculation disguised as export trades to skirt capital controls, which had created double-digit
rises in export growth every month this year even as world growth stuttered.
The slowdown in China has, as we are all aware, had a significant impact upon South Africa’s
export industry since that has in recent years become the principal destination of our mineral
exports. Given the impact of the weaker Rand upon our import costs, the cumulative shortfall
on the trade balance since the beginning of the year to date is now R68bn, which does not
bode well for current account prospects. The knock-on effect upon ordinary South Africans of

our declining export trade is best summed up by our unemployment data which has been climbing
steadily from a low point of 21.9% in 2009 to a current figure of 25.6% during the second quarter of this
year, steadily eroding the purchasing power of the average South African and inevitably impacting upon
the bottom line of practically every local business.
Nevertheless it is not all doom and gloom. Sharefinder’s statistics record that although the compound
annual average earnings growth rate of the average Blue Chip stock exchange listed company over the
past five years was down to 14.55% from a ten-year average of 19.37%, the average figure for
companies that have so far reported their figures for the past 12 months is now 15.89%. That is a
nearly 10% improvement. Furthermore, the average dividend increase is up to 23.96% compared with a
five-year average growth rate of 22.44%. Taking inflation into account, notwithstanding the economic
downturn, the average investor is marginally better off even after one takes into account the impact of
the Government’s switch over from a “Withholding Tax” on dividends to a 50% increased direct
collection.
If you are feeling a little less flush than in previous years, calculate it out: the average dividend was
23.96% higher than last year. Subtract the 15% direct dividend tax and local investors were left just
8.96% better off. Now subtract inflation of 5.5% and you can see that we are left just 3.46% better off in
real terms….but at least we were still a little ahead!

Strategy
Time to offload weaker performers but hold off buying for better opportunities ahead!

Prospects Portfolio
I am embarrassed by the fact that during my sojourn in the Mediterranean this year the Prospects
portfolio database was, un-noticed by me, backed up to its position of late last year with the result that
when I came to analyse it upon my return I failed to notice the inclusion of Kumba which we had in fact
sold last November. The correct portfolio is currently as appears below:

Note that since inception we are thus up R1 008 680 with the average share gain 111.3% and the
portfolio “Total Return” a satisfactory 45.72%. Put another way, the portfolio is growing at compound
41.4% which is nearly twice the growth rate of the Blue Chip Index rate of 23.3%; emphasizing the
importance in these difficult time of careful share selection. Note that Fourier projection below suggests
the portfolio growth rate will slow during September and October but there is nothing to be concerned
about in the short-term.

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:

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.

