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I began last month’s issue with the observation that the JSE All Share Index was poised
to break down out of a long-term pennant formation which is a classic technical
analysis indicator of pending major market change.
And I published the following graph to illustrate that point, warning that the longest-running bull
market of modern history would be coming to an end in the foreseeable future.

So I start this month with the proof that the downward break I predicted has now begun together with
ShareFinder’s projection in red that the current situation is likely to worsen until the end of this month
when a temporary respite is likely until early January when the next downward surge appears likely
taking us to a new low in April, a recovery until the end of May and then a third downward plunge
ending next October:
As I have frequently highlighted, when a pennant is observed market pressure will usually continue

mounting for change in either direction and it requires some systemic shock to trigger the major
predicted move. In this case it was the shock of a totally unexpected US presidential election outcome
which moved the market. Surprisingly though, as you can clearly see, after its initial downward plunge,
the Alsi recovered with the result that last Friday the index was back up testing the old support line
which has now threatened to become an upper resistance line. Thus the next few days are likely to be
crucial for the market as it decides whether to take a bearish or optimistic view...but from what we see
here it is likely to be bearish!
But, whatever occurs in the short-term, there is no doubt that the market as a whole has nowhere to go
but down. Up to now the market has been supported by the global money-printing phenomena of the
major central banks and the sizable resultant flow of investment capital to South Africa and other highyielding developing world markets. However the imminence in this country of a Rating Agency
downgrade coupled with the grossly irresponsible political shenanigans that have been going on, have
resulted in a massive outflow of investment capital and, given the sluggish state of the economy and
the historically high price earnings ratios that currently prevail, the scene is obviously set for major

correction.
Turning to Wall Street’s widest measure of share price activity, the S&P500 Index, the graph below
shows clearly how US markets reacted in a very similar fashion to the Trump victory; crashing initially
down out of the pennant formation that I highlighted last month and then surging back to an even higher
level than before with ShareFinder projecting that there are likely to be further gains until late
November, but also projecting a continuation of the bear market that began with the August 16 market
peak.

In my next graph, London has similarly broken sharply downwards as I predicted it would out of a rising
wedge and is projected to head downwards in a protracted bear market lasting at least until early June:

However, the most interesting chart I have found this week is that in which ShareFinder projects the
likely future course of South African blue chips. Note that the bear market which began in early
September, is projected to bottom out in the next few days with a firm base likely to be established
between than and December 14 after which ShareFinder projects a recovery for the next 12 months
taking these best of South African companies to a new high next October:

Strategy:
Accordingly, If you have listened to my warnings in recent months and accumulated cash by disposing
of the shares of underperforming companies, the time is coming when you should be able to pick up
some bargains. But do not be in too much haste!

The Prospects Portfolio:
Last month I noted that in order to add to our cash position I would immediately sell Richemont and
MTN which had been our weakest performers for some time. Accordingly, I sold Richemont at R97.06
and MTN at 114.11 making a modest profit in both cases. We thus enter this month with a total cash

position of R491 369.83 with which to consider future purchases.

The Prospects Portfolio
The display above shows how the portfolio has performed since inception, rising at a
compound annual average rate of 23.9 percent since it was launched in January 2011 taking
our original investment of R1-milllion to a current aggregate value of R2 725 452.54. But, as I
warned it would, the portfolio has lost significantly since late October and is projected to
continue on down until the end of this month when it is likely to find a solid bottom whereafter it
should begin retracing itself until the end of January in exactly the same way as the
ShareFinder Blue Chip Index is projected to do in the second graph of the composite. So with
cash in hand I will be looking to buy during December
to take advantage of the projected recovery.
I have identified five potential situations to take
advantage of. I will add to our holdings of Italtile late in
December or early January if the shares reach a range
of R13.80 to R14 as ShareFinder projects they will.
Italtile has been a solid performer growing in price at
compound 33 percent annually over the past eight
years off dividends growing at compound 18.84
percent.
Second best choice to add is AVI, note my second
graph, which ShareFinder projects will bottom at
between R83 and R84 in early December. AVI has
delivered share price growth of 19.6 percent off
dividends growing at 30.5 percent.
My third choice would be Clicks (third graph) which I
would hope to buy at between R110.85 and R113.
Clicks have grown in price at compound 22.5 off
dividends growing at 18.8 percent compound.
Also on my list are Discovery which should bottom at
between R106.70 and R110 in the next few weeks, and
Marshall between R17.90 and R18.26.

JSE Blue Chips to consider:

Top London Stock Exchange Performers:

Top New York Performers:

Top Australian Performers

