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Writing in the April issue ahead of my departure for Europe, I noted the probability of
ratings agency downgrades coupled with political turmoil in the run-up to this year’s
ANC electoral conference would make this a troubled year for investors in South Africa.
And recent events have served only to emphasise that view.
So the graph of the JSE All Share Index immediately below should not surprise any of my
readers. Note the steep plunge of the index since May 23 which has wiped out all of the gains
so far this year, the consequence of our new Public Protector effectively showing her
allegiance to those who would capture SA Pty Ltd for their own personal gain. Note also that
despite ShareFinder’s red short-term projection system predicting a brief recovery, the medium
and long-term cycle projections in green and purple suggest a very high probability of
continued weakness for most of this year and early 2018.

Immediately below I have reproduced the outlook as foreseen in early April which makes it
clear that ShareFinder has not changed its short and medium-term outlook during the past
three months. Unfortunately, however, the purple long-term outlook has taken greater strain
from recent events and has moved from horizontal to a decline.

Happily for those who make use of my recommendations and concentrate their money in JSE

Blue Chips, recent performance has not been nearly as dire and the outlook for the future
remains quite positive at least in the short and medium term though from next January similar
pessimism appears likely.

Here again, if you care to turn back to the April issue you will note that ShareFinder has
remained consistent. So a clear message is emerging; the events of the next six months are
likely to be critical for South African investors who should consider using this period to
disinvest whenever favourable prices allow in order to increase their offshore exposure.
However readers should note my graph below which shows ShareFinder’s projections for New
York Blue Chips through to the end of 2018 making it clear that South Africa is not alone in this
forecast of weakness from the end of the first quarter of next year.

And that view is, moreover, emphasised by projections of the Rand which ShareFinder
suggests is likely to weaken between now and mid-August before resuming its strength in the
new year. The projection below suggests that the Rand will be at its weakest at around
R13.2577 to the US Dollar on or about August 21 and at its strongest at around R12.1228 by
mid-April next year.

Given the remarkable accuracy of ShareFinder’s artificial intelligence systems in forecasting
market movements, the inference to be drawn from these is that share market weakness in
South Africa might be less likely to be the result of local political events that it will be a
reflection of some global economic turmoil. And here I should note that market watchers in the
US are again beginning to express concern about the heights that Wall Street has recently
achieved. Note how PE Ratios have climbed over the past year and how dividend yields have
fallen. Below I have accordingly reproduced the latest graph of Rober Schiller’s Wall Streel
Cape Ratio which is based on the average inflation-adjusted earnings of US companies of the
previous 10 years, otherwise known as the Cyclically Adjusted PE Ratio (CAPE Ratio). Note
that the ratio is now at its highest in the past five years and still climbing steadily.

That said, ShareFinder is less pessimistic about Wall Street in the medium term than it is about
South Africa. The projection immediately below is for the Standard and Poors 500 Index which
is widely regarded as the most representative index of Wall Street shares. In conclusion,
trouble lies ahead and heightened vigilance is called for.

The Prospects portfolio
Since January 2011 the Prospects portfolio has grown at a compound annual average rate of
24 percent which, together with dividends, has resulted in a total annual return of 27.13
percent taking an original R1-million investment to a current figure of R2 989 766 which is
paying an annual dividend of R47 717. At these rates it is expected to be worth R7 009 135 in
five years time at which stage the total dividend yield is expected to be R143 099. The graph
below shows its overall performance since inception:

Now let me expand ShareFinder’s projection of the portfolio to June 2018 noting the steep
projected decline likely to begin in mid-January. With ShareFinder not sensing anything on
Wall Street for that time, one must for now conclude that a crash locally will be precipitated by
local events, dare I voice it, around the ANC presidential succession issue:

Considering the portfolio as detailed below, every investment is currently profitable as the %
Gain column makes clear with even the comparatively recent purchases having more than
covered their transaction costs and so, if readers needed to dump shares to create cash they
would be ahead of the game with all.

The underperformer in terms of long-term
price growth is Mr Price while Advertech has
achieved disappointing dividend growth of
only compound 7.5 percent annually lately.
Turning to ShareFinder’s projections for these
two, Mr Price appears set to peak at + - R180
around the end of July; note the graph on the
right.
Advertech, below right, has taken strain
during the April to June period that afflicted
the market as a whole and is now set for recovery. However, ShareFinder projects this as likely
to be modest.
Of the two then, I would most probably
suggest getting rid of Mr Price. However,
having steadfastly held onto both through a
difficult period particularly for retailers as a
whole, one needs to be very mindful of the
latest Mr Price report which noted an
increase in total revenue of 8.4% to R19.6bn,
with retail sales increasing by 8% despite
weak economic conditions. Mr Price said for
the first time sales exceeded R20bn and earnings exceeded 1 000 cents per share, both
numbers representing important milestones for the company.
On balance I am accordingly inclined to do nothing at present, but bearing in mind
ShareFindeer’s projections of a sharp new year decline, I will be keeping a sharp eye on these
two counters.
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