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Can Market Timing Work? 

While recently going through some research conducted by one of our global research providers, BCA Research 

Inc, I found myself wondering if their findings (performed on major developed markets and then on emerging 

markets in aggregate) had any relevance to South African investors. 

 

The report focused on momentum investing, and how it has existed for hundreds of years and outperformed all 

other investment styles. Momentum has continued to outperform even as it has become more widely known and 

documented. As a result of strong behavioural biases driving momentum, BCA hypothesise that momentum will 

continue to outperform in the future. The below quote was used to illustrate how momentum has been a long-

standing phenomenon: 

 

 

Merchant: In this chaos of opinions, which is the most prudent? 

Shareholder: To go in the direction of the waves, and not fight against powerful currents. 

- Confusion de Confusiones, Joseph de la Vega, 1688. 

 

 

Momentum investing can take various forms, but for the purposes of today’s report I will look at time series 

momentum. Essentially this form of analysis looks at current market pricing in relation to past market movements 

in order to determine whether one invests or remains on the side-lines. 

 

For equity market investing, BCA recommended looking at moving average cross-over strategies, which basically 

means that investors increase equity exposure when markets are above their moving average levels and decrease 

equity exposure when markets are below their moving average levels. They recommend using a 200 – 300 day 

moving average. For the purposes of this report, I used the 200 day moving average on the ALSI. The chart below 

shows how this strategy would have worked if used over the past 24 years (longest period I could get daily data 

for). Exposure gets increased when the ALSI moves above the moving average (green) line and decreased when 

the ALSI moves below the moving average (red) line. 

 

 

 
 

Source : Seed Investments (30 June 2019) 
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A quick eyeball of the chart shows how investors would typically have been invested in periods of positive markets 

and have reduced exposure during large market corrections. Naturally, this kind of strategy (like any other 

strategy) will never work 100% of the time, but the results of using this simple strategy in a predefined process 

are quite staggering. 

 

The strategy invests 75% into the ALSI when the current level is above, and 25% into the ALSI when the current 

level is below, the 200 day moving average with the balance parked in cash. The chart below shows how the asset 

allocation would have changed over this period: 

 

 
 

Source : Seed Investments (30 June 2019) 

 

The average equity weighting of this strategy is 61% and over the 23 years, 189 switches from 25% to 75% (and 

vice versa) would have been made. This is quite a high turnover strategy (particularly in the past 5 years as shown 

below) and therefore requires a robust process to track the required changes. 

 

 
 

Source : Seed Investments (30 June 2019) 
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This simple research excludes the obvious impacts of costs and other variabilities but, given the prospects for 

such a strategy to improve risk adjusted returns, more detailed research is warranted. Over the period measured, 

this strategy of shifting the equity weight between 25% and 75% generated a return materially in excess of the 

ALSI with significantly better risk statistics. Based on the above, we will continue our research. In short, it looks 

like market timing in a proper risk-controlled framework can work! 

 

 

Take care, 

 

 

Mike Browne CFA 

Portfolio Manager 
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DISCLAIMER 

 

All illustrations, forecasts, information and opinions provided are of a general nature and are not intended to address the 

circumstances of any particular individual or entity. We endeavour to provide accurate and timely information but we make 

no representation or warranty, expressed or implied, with respect to the correctness, accuracy or completeness of the 

illustrations, forecasts, information or opinions. No party should act upon such information or opinion without obtaining the 

appropriate professional and specialised financial, legal and tax advice based upon a thorough examination of a particular 

situation. Investors should at all times remain aware of the risks involved in the buying or selling of any financial product, and 

hereby acknowledges the inherent risk associated with the selected investments and that there are no guarantees (Paragraph 

6(2)(f) of BN92). 

 

Seed Investment Consultants will not be held liable for any direct or consequential loss or damage suffered by any party as a 

result of that party acting on or failing to act on the basis of information or opinion provided by or omitted from this document. 

The Manager retains full legal responsibility for any third-party named portfolio (Paragraph 6(1)(g) of BN92). 

 

Prescient Management Company and the Trustee are registered and approved under the Collective Investment Schemes 

Control Act (No.45 of 2002). Collective Investment Schemes in Securities (CIS) should be considered as medium to long-term 

investments. The value of financial products can increase as well as decrease over time depending on the value of the 

underlying securities and market conditions and past performance is not necessarily a guide to future performance (no 

guarantee is provided as to the values of any financial product mentioned in this document). The collective investment scheme 

may borrow up to 10% of the market value of the portfolio to bridge insufficient liquidity. A schedule of fees, charges and 

maximum commissions is available on request from the Manager. There is no guarantee in respect of capital or returns in a 

portfolio. A CIS may be closed to new investors in order for it to be managed more efficiently in accordance with its mandate. 

CIS prices are calculated on a net asset basis, which is the total value of all the assets in the portfolio including any income 

accruals and less any permissible deductions (brokerage, STT, VAT, auditor’s fees, bank charges, trustee and custodian fees 

and the annual management fee) from the portfolio divided by the number of participatory interests (units) in issue. Forward 

pricing is used. In the event that specific collective investment schemes in securities (unit trusts) are mentioned please refer 

to the relevant Minimum Disclosure Document in order to obtain all the necessary information in regard to that unit trust. 

 

This document may not be amended, reproduced, distributed or published without the prior consent of Seed Investment 

Consultants. The laws of the Republic of South Africa shall govern any claim relating to or arising from the contents of this 

document. Seed Investment Consultants is an authorised financial services provider in terms of the Financial Advisory and 

Intermediary Services Act (Act No. 37 of 2002). 

 

ADDITIONAL INFORMATION (where applicable) 

 

Performance has been calculated using net NAV to NAV numbers with income reinvested. Full performance calculations are 

available from the manager on request. 

 

DEFINITIONS (where applicable) 

 

Annualised Return  Annualised return shows longer term performance rescaled to a 1-year period. Annualised return is 

the average return per year over the period. Actual annual figures are available to the investor on 

request. 

 

Highest and Lowest  The highest and lowest returns, since launch, for any rolling 1-year period have been shown. 

Annual Return 
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