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EQUITY PERFORMANCES IN THE SIXTIES AND SEVENTIES

J. A. Rogers, M.A. (Cantab)

INTRODUCTION

During the 1960’s South Africa experienced two major upswings

in share prices. The second one was unusually frenzied, and the

speed with which prices rose was exceeded only by the pace at
which they subsequently declined.

By the time prices peaked, in May 1969, non mining equities

were, on average, standing at double their levels of two years

previously and had quadrupled since the start of the decade.

Inthe next two and a half years most share indices recorded a drop

of some 60% and many individual shares — notably the erstwhile

glamour stocks — had fallen by as much as 30%.

One effect of these wild gyrations in price was to cause many

investors to question two important aspects of equity investment.

The first concerned the degree to which share prices could, in

practice, be correlated with the underlying fundamentals of

earnings and dividends. The second concerned the long-term
merits of equity investment itself.

The major purpose of this study is to examine these points by

analysing the statistics of company earnings, dividends and share

prices over representative periods of time. Amongst the specific
questions it attempts to answer are:

1. What return has the long-term investor enjoyed on his shares
in recent years ? What dividends has he received and to what
extent has his capital grown?

2. If his capital has grown, to what extent has this been
accompanied by a growth in the earnings and dividends of the
companies themselves ? More specifically, have share prices
risen faster or slower than their underlying fundamentals ?

3. Isit possible, barring cataclysms or unexpected good fortune,
to judge the return that the investor in equities can reasonably
anticipate over the next few years ?

4, Do the relative performances of different shares over a
period of time give any strong indication of a statistical basis
for selecting those stocks most likely to provide a handsome
return in the coming years ?

METHODS USED IN THIS STUDY

The approach adopted in attempting to discover the answers to

these, and similar, questions has been broadly as foliows:

(a) Fifty companies were selected for analysis.

(b) Figures were extracted, for the ten-year period January 1960
to December 1969, of the earnings, dividend and price
records of these companies. Certain figures were also
extracted for the twelve and a half years to the end of
June, 1972.

(¢) Allowance was made for the effects of rights and scrip issues.

(d) An analysis was made of the income and capital returns that
shareholders received over both the decade and the longer
period on an investment in each company. The rate of
growth in underlying adjusted earnings and dividends per
share was calculated for the decade.

(e) The results were tabulated and the companies were listed in
the order of their “performance ranking” (combined capital
growth and income return) over the two periods.

The methods used in analysing and interpreting the results are

described in greater detail in the remaining paragraphs of this

section.

(a) Selection of companies
The selection of individual companies was designed to cover a
broad range of shares which the institutional investor of 1960
was likely to have included in his portfolio. By restricting the
selection to relatively well-established concerns, the abnormal
performances of spectacular “newcomers” were eliminated.
In addition, an effort was made, as far as possible, to avoid
selecting shares merely by reason of their success; in fact, a
number of investments which have proved disappointing
were included deliberately.

Of the fifty companies, five were gold mining concerns.
They have been included mainly for comparative purposes
and their results have not been incorporated in the averages.

(b) Extraction of figures
The decision to extract the figures over a period of at least
ten years was taken with a view to eliminating, as far as

possible, the impact of short-term market aberrations. The
use of an exact decade, from the start of January 1960 to the
end of December 1969, was an obvious and convenient choice.
To some extent, however, the selection of January 1960 as a
base date tends to understate the degree of the subsequent
rises in equity prices, since at that date shares were near their
pre-Sharpeville peaks. The choice of December 1969, on the
other hand, also presents some difficulty in that although
prices were already well off their peak levels they were
destined to decline considerably further in the subsequent
months. To meet this difficulty the subsidiary exercise was
performed, up-dating some of the results to the end of June,
1972.

(c) Allowance for capital changes

Allowance for capitalisation (or “free scrip”) issues and share
splits has been made on the normal, generally accepted basis.
In adjusting for rights issues the assumption has been made
that sufficient shares were sold ex-rights to pay for the total
cost of exercising the rights accruing on the original holding.
In this way the amount invested in each share remains
constant and valid comparisons can be made of the returns
accruing on each holding.

A similar procedure was followed in cases where shareholders
of one company were offered rights to subscribe for shares
in a new concern. The assumption was made that sufficient
shares in the new concern were sold as soon as it became
listed to cover the cost of exercising the rights.

(d) Analysis of yields and growth rates

It has been assumed that an initial investment of R10 000 was
made in each company. Thus, if a share was priced at 500
cents at the beginning of January 1960 an initial holding of
2 000 shares would have been acquired. The rate of dividend
paid out by the company from time to time has been applied
to this quantity of shares or to any quantity as adjusted for
subsequent changes of capital. By comparing the total
value of the holding and the earnings and dividends applicable
to it at the beginning and the end of the period, the figures for
1969 (or where applicable, for mid-1972) could be readily
compared with those for 1960 in the form of ratios. These
ratios have been converted into compound rates of annual
growth.

(e) Performance ranking
In comparing the returns on different investments it is
necessary to take into account that a high-yielding share
with a slow rate of growth may prove to be as rewarding over
a period of years as a faster-growing but lower-yielding stock.
A method had therefore to be devised for combining the rate
of capital growth attained with the income received over a
period of years.
One obvious method would have been to add the total
amount of dividends received on each holding to the value
of the capital fund at the end of the period. The total amounts
accruing in each holding could then be compared with one
another. This method is, however, biased against the higher
yielding stock since it fails to take into account the advantage,
in terms of a higher present value, of the early receipt of a
high rate of dividends.
A second method would have been to compound each
dividend from the date of its receipt. In principle, this would
provide a highly accurate result, but there are major objections
to it in practice..One is the question of the rate at which the
dividend accruals should be compounded; virtually any
rate selected can be criticised as arbitrary. Another is that this
method is laborious in the extreme and the extra degree of
refinement that it introduces is insignificant in relation to the
more important factor of the rate of compounding.

The method adopted in this study has been to express the total
dividends received over the periods as an annual average dividend
yield on cost. This rate of dividend yield has then been added to
the compound rate of capital growth achieved. Effectively this
method compounds the dividend receipts at approximately the




combined rate of capital growth and dividend return on the
stock. It is suprisingly accurate and has the supreme merit of
simplicity.

The combined rate of capital growth and dividend return as
calculated by this method is regarded as being the “performance”
of each share.

ANALYSIS OF GENERAL RESULTS

The results of these calculations are summarised in Table |, in
which the various concerns have been listed in the order of their
performance ranking to December 1969. The individual gold
mines have been listed separately and are excluded from the
averages of the general results since they are influenced by
factors that are somewhat different from those applicable to the
remaining investments.

An analysis of the general results reveals some clear answers to
the first two of the four questions posed in the introduction and
provides scope for conjecture in answering the third.

The investor who bought R10000 of each non-gold mining
equity at the beginning of 19€0, at a total cost of R450 000,
would have had a portfolio worth over R1,8 million ten years
later. Over the ten years, he would have received dividends
totalling just over R450000. On average, an investment of
R10 000 would have grown to R40 080 and would have earned
dividends totalling R10 025. These figures represent an average
compound growth rate of 142% in capital and an average
dividend return of 10%. The performance average for the portfolio
as a whole would thus have been 243% per annum.

The average of the growth rates of the individual shares, as
opposed to that of the portfolio as a whole, was 121% and the
average individual performance was 2231%. The difference
between the growth rate of the portfolio as a whole and that of
the individual growth rates arises from the fact that a high rate of
growth on the part of one concern will affect the total value of the
portfolio more significantly than it will the average of the growth
rates.*

If these figures are extended to the middle of 1972 they reflect a
less dramatic growth rate in the value of the capital but an
improvement in the average dividend return on cost. Despite the
net drop in share prices over the two-and-a-half years, the
average of the performances remained a very respectable 20%.
The salient features of the results for the two periods are sum-
marised in the following table; in both sets of figures gold shares
are again excluded, whilst the results for the longer period
exclude Moshal Gevisser, Associated Wine and Amcor, all of
which were taken over and delisted.

Average of Average
individual of
compound Portfolio Average individual Portfolio
growth  growth dividend perfor- perfor-
rates rate return mances  mance
To 1969 121% 143% 10% 221% 243%
To mid-1972 82% 101% 111% 20% 213%

The rise in the capital value of the shares between the beginning
of 1960 and the end of 1969 can clearly be attributed in some
degree to a change in market conditions, or in other words to a
swing in the rating of shares. Over the decade, average earnings
yields fell from 12,6% to 6,9%, whilst average dividend yields
declined from 6,4% to 3,9%. The ratios of earnings and dividend
yields in 1960 to those in 1969 were respectively 1,82:1 and
1,64 :1. These ratios average out at 1,73 :1. In effect the reduction
in acceptable yields means that, quite apart from any increase in
underlying earnings and dividends themselves, the enhanced
status of equities in the minds of investors led to their being
prepared to pay prices 73% higher at the end of the decade than
they were at the beginnning.

None the less, of the total growth of 300% in the value of the
average share over the decade, the greater proportion was caused

*This is demonstrated in the following simplified example :
Value of R10 000 Growth rate

after 10 years p.a.
Company A 16289 —— 5%
Company B 10%

25937 —————

Average of individual
growth rates
Average of portfolio

71%
73%

20610 «——
21113 ——>

by the growth in underlying fundamentals. Even had there been
no re-rating of equities, the growth in underlying earnings and
dividends would in itself have carried share prices in 1969 to
some 233% of their level at the start of the decade.

The importance of underlying growth, as opposed to re-rating
growth, was even more significant over the twelve-and-a-half
year period than in the decade. Between 1960 and mid-1972 the
average dividend yield declined from 6,4% to 5,1% indicating that
the rise in share prices attributable to the re-rating factor was
26%. The rise attributable to underlying growth in dividend
distributions was therefore 180%; even in the absence of any
re-rating, average share prices a quarter of the way through the
seventies would have stood at 280% of their level at the start of
the sixties.

EQUITY PERFORMANCES IN THE
CURRENT DECADE
If one is to attempt to extrapolate the history of equity growth in
the sixties and the early seventies through to, say, the end of the
present decade — in other words, to examine the third question
posed in the introduction —one is faced with two further
questions:
1. Whatis the likelihood that earnings and dividends will grow
at the same rate in the seventies as they did in the sixties ?
2. What evidence is there to suggest that there could be a
further swing of investment sentiment either to or away from
equities ?
Prospects for earnings and dividend growth
The early years of the seventies have been difficult ones for the
Republic’'s economy, and the progress of company earnings and
dividends has suffered accordingly. Metal and commodity
prices, on which South Africa remains heavily dependent, have
been depressed, the balance of payments has been through a
period of crisis and the economy has passed through a recessionary
phase. Whilst there is comforting evidence that the end of these
temporary difficulties could now be in sight, the economy is still
beset with a number of structural weaknesses. Coupled with the
impact of increased inflationary pressures, in the aftermath of two
devaluations of the rand, these weaknesses can be expected to
inhibit the growth rate of company earnings and dividends over
the next few years.
At the same time it can hardly be argued that the outlook for
equities was uninterruptedly serene during the sixties. The
investor of 1960 was, over the next decade, to be confronted
with such hazards as the tailing off of capital expenditure by the
gold mines, the aftermath of the “wind of change” speech,
Sharpeville, the declaration of a Republic, the panic withdrawal
of funds from “African” territories after the Congolese eruptions,
and a mounting of pressure for the boycott of South African goods.
The performance of the economy during the sixties was far better
than might have been expected against such a background.
Manufacturing output rose by an average of 81% per annum;
much of this represented the upsurge between 1963—1965, and
the rate in the late sixties was of the order of 61%. Over the decade,
the average rate of increase in consumer prices was 21% per
annum, rising from under 2% in the first part of the period to
over 3% in the latter years.
Had the taxed profits of the companies included in this survey
risen at the same rate as the increase in the money value of
manufacturing output, then earnings per share of the average
company would have grown by 103% per annum, compared
with the 53% actually recorded.
About 112% of the differential of 5% can be attributed to the rise
in the rate of company tax from 30% to 40%, but the reasons for
the remaining differential of 31% are a matter for conjecture.
In the first two years of this decade, manufacturing output rose
at less than 4% per annum, whilst consumer prices have risen
at over 5% per annum and their rate of increase has recently
accelerated. )
These recent figures are, however, of limited validity in making
longer term projections. The rate of growth of manufacturing
output has clearly been reduced by a confluence of adverse
factors, and in particular by the recession of 1971, whilst the
rate of price escalation has received an exceptional stimulus from
the two devaluations.
At a broad guess, both manufacturing output in real terms and the
rate of inflation might average increases of 5% per annum during
the present decade.
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If, as some observers believe, the initial impact of inflation is to
erode corporate profits, earnings could grow at a slower rate
during the seventies than they did in the sixties.

Against the differential of 31% (excluding the factor of tax
escalation) that existed between the rate of increase in company
earnings and the money value of manufacturing output during
the sixties, the margin might well rise to around 6% during the
seventies. Thus, company earnings could perhaps be expected to
rise at 4% per annum during the seventies, as compared with the
52% achieved in the sixties. Ten years of growth at 4% per annum
would imply an increase of 48% in earnings and, in the absence
of any swings in market sentiment, would lead to a commensurate
appreciation in share prices.

Swings in investment sentiment

Temporary swings in investment sentiment, which are the mani-
festation of the bull and bear phases of share markets the world
over, are not the concern of this survey. It is, none the less,
pertinent to enquire whether there is a norm for acceptable
market ratings as applicable to South African equities and whether
the norm can be expected to alter during the course of the next
few years.

Over the past five years South African dividend yields have
fluctuated between extremes of about 3% and 61%, with an
average of around 41%. As a rule, dividends have been twice
covered by earnings.

As a comparison, earnings and dividend yields in New York (as
measured by Standard and Poor's index of 425 Industrials) are
currently 53% and 21% respectively, whilst the Financial Times
index of industrial ordinaries reflects returns of 43% and 3%.

In all three countries dividend yields are well below the returns
on fixed interest investments and have been so for some years.
Long term U.S. Government Bonds currently yield 51%, the yield
on British Consols is 9% and the yield to redemption of long
dated R.S.A. stock is 81%.

How attractive is the real rate of return on a fixed interest invest-
ment vyielding, say, 8% in a period when inflation persists at a
steady 5% per annum? For an investor with a marginal tax rate
of 40% the arithmetic would run roughly as follows in the first
year:

Gross return 8,50%
fess taxation at 40% 3,40%
Cash received 5,10%
Real value of cash (5% inflation) 4,85%
less loss in real value of capital 5,00%
Net “performance” in real terms —0,15%

Poor though this return may be, it will decline progressively in
subsequent years owing to the fact that the erosion in the value
of money continues at a compounding rate.

Relatively few investors are consciously aware of the paucity of
the real return on a fixed interest investment; but it is inevitable
that an era of persistent inflation at a higher rate than hitherto
experienced will persuade increasing numbers of them to hedge
into equities. If the norm of dividend vields were to settle at, say,
31%, then the real return to an investor on the premises outlined
above would be as follows:

Year 1 2 3

Real value of capital at start of year 100,00 98,80 97,61
Gross dividends (@ 4% p.a. growth) 3,50 3,64 3,79

less tax @ 2/3 of 40% 0,93 0,97 1,01
Cash received 2,57 2,67 2,78
Real value of cash (5% inflation) 2,44 2,41 2,38

Cash value of capital at end of year

(4% growth) 104,00 108,16 112,49
Real value of capital at year end 98,80 97,61 96,45
Decline in real value over the year —1,20 —1,19 -—1,16
Net “performance’ in real terms 1,24 1,22 1,22

It is notable that even at the relatively low vyield (by historic
standards) of 31%, the real performance of equities is supetior
by 1,39% to that of the fixed interest investment. In money terms

the differential in favour of the equity is slightly greater, at 1,47%
in the first year.

Thus, even though lower real growth in manufacturing output and
a higher rate of inflation can both be expected to inhibit the
growth of corporate earnings in the seventies, scope still exists
for a re-rating of equities to a lower yield basis.

Potential returns

The following table compares the prospective combined returns
(in money terms) on the alternative assumptions of unchanged
equity ratings and a re-rating to a 31% dividend yield for investors
entering the market in December 1969 and in June 1972:

end-1969 mid-1972
investor investor

Dividend yields on cost
Yield at start of period 3,9% 51%
Average yield over period at 4% p.a.
growth 4,9% 6,1%
Yield as at December 1979 5,8% 6,8%
Returns if no swing to equities as from
purchase date
Annual appreciation in share price 4,0% 4,0%
Combined return p.a. 8,9% 10,1%
Returns if equities move to 3%1% yield
Total appreciation in share price 145,0% 161,0%
Capital growth per annum 9,5% 13,5%
Combined return per annum 14,5% 19,5%

INDIVIDUAL PERFORMANCES

As table | shows, there have been wide variations in the progress
made by individual shareholdings over the two time periods.
The performances of the non-gold equities have ranged from
Murray & Roberts’ spectacular 572% per annum in the ten year
period (or 451% per annum in the 12% year period) down to
Amalgamated Collieries” modest 1% per annum to 1969 or
Clydesdale’s 21% per annum to mid-1972.

The performances of the gold mines have been scattered over a
narrower spectrum, partly because only a few of them were
included in the study. In the period up to December 1969 the
best performance was President Brands’ 11%% per annum; only 6
of the 45 non-gold equities produced worse performances. In the
period to June 1972 the best performance amongst the gold
shares was West Driefontein’s 133%; only 11 of the 42 non-gold
equities produced worse performances.

Up to the end of 1969 only two of the non-gold equities performed
worse than the average of the gold shares, whilst for the longer
period only five of them did so.

In table 1l, an attempt has been made to answer the fourth
question posed in the introduction to this study: is there any
evidence that a statistical basis exists for selecting those stocks
most likely to provide a handsome return in the coming years?
In the table, the six highest and lowest earnings and dividends
yields and the highest and lowest rates of earnings and dividend
growth have been compared with performance rankings for the
ten years to December 1969. The table points to two intriguing
and surprising conclusions, which are of special significance in
formulating future investment decisions.

The first conclusion is that the investor who accepts a low initial
earnings or dividend vyield in the expectation of being rewarded
by an above-average rate of capital and income growth will
probably be disappointed. Of the seven stocks offering dividend
yields of 4,2% or less in 1960 (against the average of 6,4%)
only one, J.C.l., produced outstanding growth in its earnings or
dividends. For the six stocks offering earnings yields of 7,7%
or less (against the average of 12,6%) the same position applied.
All the other shares offering low earnings or dividend vyields at
the start of the period achieved below-average performance
rankings. The shares offering a low dividend yield, for example,
produced an average performance of 14%% per annum, against
the overall average of 221%.

The second conclusion is that the decision to buy a share offering
an unusually high initial dividend yield does not, as is commonly
supposed, entail a sacrifice in long-term investment potential.
Table I shows that the six shares with the highest dividend yields
in 1960 all ranked amongst the best nine performers in the
subsequent decade. The least impressive performance of these
shares was a handsome 34% per annum by Ropes and Mattings;
the best performance was Barlows’ 43% per annum.



TABLE I:
Value of Compound rate
Performance original Total of capital
Ranking R10 000 Dividends growth
to Dec. to June in in received to Dec. to June
Name of Company 1969 1972 1969 1972 1960/9 1960/72 1969 1972
T{a) 1(b) 2(a) 2{(b) 3(a) 3(b) 4(a) 4(b)
Murray & Roberts 1 1148373 71606 26769 35542 31% 17%
Barlows 2 2100650147149 17072 25610 26% 24%
Greatermans 3 7118240 49983 13560 19677 28% 133%
Reunert & Lenz 4 5 87734 56769 17224 24716 244% 15%
Tiger Dats 5 4 75427 92189 15812 22587 2% 1%%
Hubert Davies 6 11 69228 28845 13428 18159 214% 104%
Huletts 7 3 52960 83412 16086 24625 184% 18:%
Edbio/Bromain 8 22 56664 15499 15003 18336 19% 31%
Ropes & Mattings 9 18 36970 11026 20052 23359 14% %
Truworths 10 6 65382 65382 12737 17159 204% 161%
S.A. Breweries 1 9 58230 46907 10454 15595 191% 131%
De Beers 12 8 58016 61538 9971 13907 191% 154%
Nampack 13 10 56294 49135 10385 14951 19% 131%
Mosha! Gevisser 14 — 44571 — 10639 —  18% -
Jel 15 19 56250 42500 6825 8888 19% 121%
Grosvenor 16 15 28750 26875 14378 18628 11% 81%
0.K. Bazaars 17 23 49392 31752 7779 10143 173% 9%
Jaggers/Rennies 18 14 35775 38985 12276 14568 13% 114%
Sappi 19 35 35400 12362 10412 13446 131% 13%
Anglovaal Cons. 20 20 44400 34416 7654 10754 16% 103%
Cons. Glass 21 12 28629 34245 12500 17842 1% 104%
United Tobacco 22 13 31109 40738 10628 15072 12% 12%
Dorman Long 23 17 30888 26910 9941 14341 12% 8%
Fed. Stores 24 36 44000 24063 4937 6312 16% 7i%
P.P. Cement 25 28 30659 23594 8091 11071 113% %
NCP/Sentrachem 26 26 28646 22678 8056 12084 1% 63%
Nat. Nav./Trans-Natal 27 24 17987 18864 11234 15072 6% 5i%
Lion Match 28 34 23690 18025 7759 10128 9% 4%
Becketts 28 16 22780 34410 7616 12383 83% 104%
Bakers 30 27 21860 26976 8000 9953 84% 8%
Anglos 31 25 26611 35766 5605 7676 103% 103%
CNA 32 33 26183 21820 5309 8006 10% 6%
Ass. Wine 33 — 16333 — 9176 — 5% -
Schweppes 34 32 13634 14997 10608 12380 3% 3%
Reynolds 35 21 17786 31620 7292 11838 6% 9%
Union Corp. 36 29 22302 28934 4684 6417 8% 9%
Nat. Canvas 37 39 21246 12866 4313 5413 73% 2%
Ver. Refracs. 38 31 15508 20405 7201 9628 4% 6%
De Beers Ind. 39 37 16400 16000 6500 8000 5% 3%
Amcor 40 — 16847 — 4814 — 5% —
Plascon-Evans 41 30 11927 13333 7018 14577 13% 2%
Edworks 42 38 15810 16856 3581 4930 4% 4%
Usco 43 40 11080 9171 5684 7642 1% —31%
Clydesdale 44 42 7731 6627 5139 6732 —1% 3%
Amal. Colls. 45 41 5239 7415 6930 8381 —63% —21%
AVERAGE (excluding gold) 40080 35063 10025 13965 124% 83%
Pres. Brand 1 2 12650 11385 9457 12715 2% %
West. Drie. 2 111088 20160 7121 10030 1% 5%
Blyvoors. 3 3 7418 10642 8393 10393 —3% 1%
Western Holdings 4 4 7880 10506 7780 10121 -—21% 1%
Marievale 5 5 4914 5863 10133 12420 —71% —41%
AVERAGE (Gold) 8790 11711 8577 11136 —2% 1%

Earnings, dividend and price performances from 1st January, 1960, to 31st December, 1969, and price and dividend performances to June 1972

Combined

capital

Average growth rate
dividend & dividend Earnings Compound
return return Dividend Yield Yield rate of growth
on cost to mid in in in in in to 1969 of
1960/9 1960/72 1969 1972 1960 1969 1972 1960 1969 Earnings Divis.
5(a) 5(h) 6(a) 6{(b) 7(a) 7(b) 7(c) 8({a) 8(b) 8{a) 9(b)
263% 281% 573% 451% 81% 37% 3.8% 168% 7.9% 211% 21%
17% 204% 43% 443% 9.0% 2,6% 2.6% 191% 56% 111% 111%
134% 153% 414% 294% 9.0% 20% 52% 11,3% 49% 173% 104%
13% 193% 413% 3% 9.7% 31% 55% 148% 7.6% 161% 103y
152% 18% 381% 373% 75% 33% 31% 11,0% 59% 15% 124%
131% 14% 343% 25% 90% 29% 5.6% 12,8% 53% 103% 8i%
16% 193% 341% 38:% 6.6% 31% 54% 122% 2,1% 2% 9%
15% 143% 34% 181% 104% 29% 8,6% 21,7% 4.0% 1% 4%
20% 183% 34% 19% 92% 32% 84% 28,1% 7.8% NIl 73%
123% 133% 331% 30% 63% 31% 35% 17,3% 57% 8% 124%
104% 123% 293% 253% 59% 24% 45% 95% 3.7% 8% 8i%
10% 113% 294% 263% 6.5% 25% 25% 125% 538% 10:% 8%
10:% 12% 294% 253% 6.3% 3,5% 6,6% 19,0% 63% 103% 10%
101% — 261% — 11% 35% — 12,3% 83% M3i% 7%
63% 7% 253% 193% 39% 34% 25% 6,3% 4.6% 15i% 9i%
141%  15% 254% 233% 94% 60% 65% 13.8% 8,7% 6% 6%
13% 8% 20i% 171% 5.0% 24% 3.8% 108% 44% 1i1% 9%
124% 113% 25i% 233% 63% 31% 3.2% 94% 3.6% 6% 9%
104% 103% 24% 121% 6.0% 3.6% 3,6% 145% 54% 23% 1i%
3% 8% 233% 19% 6.0% 23% 33% 11.0% 45% 6% 51%
124% 143% 231% 243% 8.6% 3,9% 5.6% 137% 7.2% 71i% 6%
108%  12% 223% 24% 74% 50% 49% 163% 78% 4i% 713%
10% 114%  22% 193% 8.0% 42% 52% 123% 7.6% 6:% 5%
5% 5% 1% 124% 39% 15% 3.0% 106% 6.3% 9% 5i%
8% 8% 193% 153% 6.0% 32% 51% 171% 9.1% 5% 5%
8% 9% 19% 164% 3.7% 52% 72% 86% 8.0% 10i% 14i%
Mi% 12% 1% 173% 63% 82% 81% 98% 114% 73% 8%
3% 8% 163% 123% 57% 39% 51% 171% 15% 8% 5%
1% 10% 163% 204% 6.4% 1,3% 51% 22.8% 1.6% —214% —8i%
8% 8% 161% 164% 7.0% 38% 3.8% 130% 7.2% W% 1%
1%  61% 155% 17% 42% 28% 22% 64% 49% 1% 6%
51% 61% 151% 13% 45% 25% 47% 100% 87% 8i% 3%
91% — 141% — 85% 6.0% — NA% 11.6% 51% 1%
104% 10% 133% 131% 6.8% 80% 45% 91% 9.8% 4%  43%
% 9% 1#% 19% 6.6% 27% 50% 143% 3.8% —8i% —114%
43% 5% 13% 143% 3.0% 2,6% 56% 88% 55% 3% 1%
2% HB% 12% 61% 42% 24% 51% 16.7% 64% —u% 13%
3% 13% 113% 1332% 6,1% 55% 48% 102% 102% 4% 3%
6% 6% 113% 104% 45% 46% 50% 54% 56% 5% 5i1%
43% — 103% — 50% 2.3% — 151% 44% —11% —23%
7% 113%  83% 14% 61% 59% 6.0% 11.6% 7.6% —21% 1%
34% 4% 8i% 8% 23% 37% 3.6% 65% 11,0% 104% 9%
531% 6% 62% 5% 48% 56% 68% 143% 11.6% —14% 23%
51% 51% 3% 2% A43% 82% 9.6% 43% 104% 6:% 4%
% 63% % 4% 13% 108% 8.8% 92% 145% —2% —2i%
10% 11:% 224% 20% 64% 3.9% 51% 126% 6.9% 5i% 6%
91% 103% 113% 1% 7.0% 11.5% 11,1% 3%
% 8% 8% 133% 53% 65% 6,7% 3%
81% 81% 51% 83% 1.8% 10,4% 7.9% — Not applicable — Nil
3% 8% 5i% 8i1% 54% 11,6% 10,1% 51%
10:%  10% 3%  51% 11,5% 20,0% 11,8% —14%
81% 9% B3% 9% 74% 12,0% 9,5% 3%

There are two aspects to the outstanding performance of the
high-yielding shares. The first is that if subsequent growth had
been distributed randomly as between high-yielding and low-
yielding shares, then the high yielders could have been expected
to produce above-average returns. This is because the high
yielders had already arrived, at the start of the period, at a level of
return on the amount invested that could be expected to be
achieved by lower yielding shares only after they had succeeded
in producing good growth for several years. The second aspect
is that subsequent growth was not, in fact, randomly distributed.
It tended to be concentrated in those stocks which, though not
without promise, were for one reason or another regarded as
being dubious and which the market rated so poorly as to place
them on a high dividend yield basis. Of the six stocks offering
dividend yields of 9% or more in 1960, two achieved exceptional
growth rates in dividend payouts and three achieved exceptional
growth rates in their earnings per share.
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Similar results applied for the six shares offering the highest
earnings yields in 1960, though the tendency was not so marked
as with the high dividend vyields. Of the six shares offering
earnings vields of 17,3% or more, two achieved exceptional rates
of dividend growth and one achieved an exceptional rate of
earnings growth. Four of them ranked amongst the best ten
performers. Of particular interest was the performance of
Becketts, which started at the high earnings yield of 22.8%.
Despite the company’s disappointing subsequent record (with
declines of 81% per annum in dividends and 211% per annum in
earnings), the shares produced a performance of 161% per
annum and were ranked twenty-ninth.

These results indicate strongly that the investor who follows
current market fancies is destined for disappointment in the fong
run. If a share is bought expensively in relation to its current
earnings and dividends then, even if subsequent growth is
exceptional, the performance of the investment is likely to be no
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