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THE POWERSTOCKS MONTHLY JSE PULSE ς JULY 2011 
 
VERDICT: The Bull Market is still intact, despite a temporary pause in rate of economic growth. Liquidity 
is healthy and valuations of equities to cash, bonds and other competing assets still favourable. 
 
The Monthly JSE Pulse (MJP) takes various quantitative birds-eye views (long to medium term views) of the 
stock market to provide us with an adequate and important backdrop to our decision making and asset 
allocations.  
 
It is primarily focused on the long term health of the JSE and ensures we avoid bear markets and 
recessions. The most important thing for any investing or trading operations that you may be conducting 
on the JSE is the BACKDROP. Are we in a bull market or a bear market? Are the odds of a recession 
mounting? How much of a bull market are we in? What is the risk landscape? The BACKDROP is the tide 
ŀƴŘ ǿŜ ŘƻƴΩǘ ǿŀƴǘ ǘƻ ōŜ ǎǿƛƳƳƛƴƎ ŀƎŀƛƴǎǘ ǘƘŜ ǘƛŘŜ ƻǊ ŘŜǇƭƻȅƛƴƎ ŎŀǇƛǘŀƭ ƛƴǘƻ ǘƘŜ ƳŀǊƪŜǘǎ ŀǘ Ǌƛǎƪȅ ǇŜǊƛƻŘǎΦ 
Even a short term trader needs to know this BACKDROP as trading styles will switch from bias-long to bias-
short depending on the state of the market. Trading styles of going short in a bull market differ dramatically 
from those going short in a bear market! Similarly for going long! We cannot emphasise how many newbies 
and pensioners have lost countless wealth through not being in tune with the BACKDROP. We track the 
backdrop through the Composite SuperMODEL and the LBYC investment timers as well as other 
comparative value models in the MJP. You can find the research and operations guides for these in the 
MARKET TIMING main menu under LONG TERM TIMING. We suggest you read them very carefully. The 
market backdrop is discussed once per month in the Monthly JSE Pulse (MJP) which gets issued toward the 
end of the month. 
 
A. COMPOSITE SUPERMODEL 
First up is the PowerStocks Composite SuperMODEL - an investment timing model that consists of 4 parts: 

1. An interest rate model 
2. A JSE Momentum Model 
3. An economic cycle prediction Model 
4. A seasonality Model 

 
The above 4 models are combined into a single composite signal line that measures the bullishness of the 
stock market and offers an investment timing signal that guides you with you asset allocation and 
movements into and out of the stock market. Using this model over the past 33 years would have 
generated 28% return compound per annum versus a JSE buy and hold strategy that would only have 
delivered 15% growth per annum. 
 
1. ECONOMIC MODEL 
The South African Reserve Bank (SARB) has released the monthly KPB7090N Leading Economic Indicator 
(LEI). Economic growth, whilst predicted to slow slightly, is still on the upward trajectory.  
 
The composite leading business cycle indicator decreased by 1,6 per cent in May 2011 compared with the 
preceding month. This is the 2nd consecutive decline. Ten of the eleven component time series that were 
available for May 2011 decreased, while one increased. The major negative contributors to the movement 
in the leading indicator in May were the number of residential building plans passed and the six-month 
smoothed growth rate in the real M1 money supply. The only positive contribution came from the twelve-
month percentage chanƎŜ ƛƴ ǘƘŜ ŎƻƳǇƻǎƛǘŜ ƭŜŀŘƛƴƎ ōǳǎƛƴŜǎǎ ŎȅŎƭŜ ƛƴŘƛŎŀǘƻǊ ƻŦ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ƳŀƧƻǊ ǘǊŀŘƛƴƎ-
partner countries.  
 
This means the ECONOMETRIX Investment timing model remains solidly long, now in its 810th day of being 
vested in the JSE with a 55.1% gain, or 21.5% compound growth per annum (CAGR)  
This system has provided 50 years of solid signals that avoided 90% of recessions and bear markets.  

http://www.powerstocks.co.za/markettiming.php
http://www.powerstocks.co.za/supermodel.php
http://www.powerstocks.co.za/rbankmodel.php
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The LEI rate-of-change oscillator on the right chart is slowing, so we need to keep our eyes on it to ensure it 
stays above zero in the ensuing months. Below zero implies a sell. 

 
 
2. INTEREST RATE MODEL 
The REPO RATE Investment Timing Model had 1 point expire from the last rate cut and the signal line now 
sits on zero. Still long, but its sunset days now until the first rate increase predicted for 3Q2011 or 1Q2012. 
Given the sluggishness of the economy we are betting the rate increase in 1Q2012 

 
 
3. JSE MOMENTUM MODEL 
The TRENDEX JSE Momentum model bid us farewell in July 2010, just over 11 months ago after that brutal 
ŎƻǊǊŜŎǘƛƻƴ ǿŜ ŘǳōōŜŘ ǘƘŜ ά²ŀǎƘƛƴƎ aŀŎƘƛƴŜέ. It is attempting a re-start of an upward trajectory but the 
jury is out if it can point determinedly upwards again in this balance of this bull market, given the long 
sideways market we have had recently. Whilst the red daily change remains below zero in the right-hand 
chart, the line on the left representing the Trendex/Coppock index will remain on the decline. The red line 
is now above zero, implying the yellow Trendex line is now rising, but it remains to be seen for how long. 
The red line rising to 15% level would indicate we are back onto a positive momentum cycle. 
 

 
 

http://www.powerstocks.co.za/pitbullv1.php
http://www.powerstocks.co.za/trendex.php
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4. SEASONALITY MODEL 
On 20th aŀȅ нлмм ǘƘŜ {ǳǇŜǊah59[ ŜƴǘŜǊŜŘ ǘƘŜ ǿŜŀƪŜǊ άbŜǳǘǊŀƭέ ǎŜŀǎƻƴ ŦƻǊ ǘƘŜ W{9 ǿƘƛŎƘ ƭŀǎǘǎ ŀƭƭ ǘƘŜ ǿŀȅ 
to 20th NovŜƳōŜǊΦ ²Ŝ ŀǊŜ ƴƻ ƭƻƴƎŜǊ ƛƴ ǘƘŜ ά{ǘǊƻƴƎέ ǎŜŀǎƻƴ ŀƴŘ ǘƘŜ W{9 ƛǎ ƳƻǊŜ ǾǳƭƴŜǊŀōƭŜ ǘƻ ƭŀǊƎŜ ƭǳǊŎƘŜǎ 
and volatility than normal. Too see our seasonality tables, go here: 
http://www.powerstocks.co.za/howtoseason.php 
 
5. SUPERMODEL SIGNAL LINE 
The SuperMODEL has been long for just under 2.5 years, with a 70.19% gain (26.13% compound growth per 
annum). We are 50-75% of the way through this bull market. 
 
The SuperMODEL signal always starts with -2 points. It then gets 1 point for the Interest Rate model still 
being long and 1 point for the Econometrix model being long. It gets a coupling bonus point for the two 
models in the previous sentence being long concurrently. We lost the 1 seasonality points that expired on 
20th May. ¢Ƙŀǘ ǿƛƭƭ ƭŜŀǾŜ ǘƘŜ ǎƛƎƴŀƭ ƭƛƴŜ ƻƴ Ҍм ƻǊ ά.ǳƭƭƛǎƘ ½ƻƴŜέΦ 

 
 
We need to be cognisant of the fact that when SARB raises interest rates for the 1st time this year or next, 
marking the start of a new upward rates cycle that the SuperMODEL will drop to 1 (we lose 1 point for the 
LƴǘŜǊŜǎǘ ǊŀǘŜ ƳƻŘŜƭ ŀƴŘ м ōƻƴǳǎ ŎƻǳǇƭƛƴƎ Ǉƻƛƴǘύ ǿƘƛŎƘ ƛǎ ǘƘŜ άbŜǳǘǊŀƭ ½ƻƴŜέΦ ¢ƘŜ ƴŜǳǘǊŀƭ ȊƻƴŜ ƛǎ not a 
bearish zone, but a zone where you should shove at least 50% of your capital into the money markets to 
start taking advantage of the rise in interest rates. It is true the JSE is more vulnerable in the NEUTRAL zone 
than it is in the BULLISH zone however, hence less capital exposure. Once the ECONOMETRIX model bails 
out the market we HEAD FOR THE HILLS as the signal line then drops to -2 and you DESERVE WHAT YOU 
GET when you are invested in the stock markets and the SuperMODEL is showing -н ά.ŜŀǊƛǎƘ ½ƻƴŜέΦ 
Declining economy, rising interest rates ς you go figure it out! 
 
¸ƻǳ ǿƛƭƭ ƴƻǘŜ ǘƘŀǘ ǘƘŜ {ǳǇŜǊah59[ ŎƘŀǊǘ ƛǎ ƴƻǿ ŎŀǘŜƎƻǊƛǎƛƴƎ ǘƘŜ W{9 ŀǘ ǘƘŜ ƳƻƳŜƴǘ ŀǎ ά[!¢9 a!WhwL¢¸έΦ 
We are in the very early phases of this cycle. You can go and read up about this in ǘƘŜ άFive Phases of the 
Stock Marketέ 
 
bŜȄǘ ǘƛƳŜ ǎƻƳŜƻƴŜ ŦŜŜŘǎ ȅƻǳ ŎǊŀǇ ǘƘŀǘ ȅƻǳ ŎŀƴΩǘ ǘƛƳŜ ǘƘŜ ƳŀǊƪŜǘǎ ŎƻƴǎƛǎǘŜƴǘƭȅΣ ƘŀǾŜ ŀ ƭƻƻƪ ŀǘ ǘƘŜ ōŜƭƻǿ 
chart of the growth of R1.00 over 33 years using SuperMODEL timing (chart is log-scaled).  
With the timing, R1 would become R4,164 with timing and only R110 in the buy and hold scenario: 

http://www.powerstocks.co.za/howtoseason.php
http://www.powerstocks.co.za/5marketcycles.php
http://www.powerstocks.co.za/5marketcycles.php
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B.LONG BOND YIELD SPREAD 
An excellent market timing tool for those who like to keep their portfolios undisturbed for as long as 
possible to avoid creating tax events on their operations, is our Long Bond Yield Curve (LBYC) Investment 
Timing Model . 
 
This fellow gets in nice and early at the start of the bull market and is the last one to switch off the lights 
before that brutal bear market/recession arrives. It measures on a monthly basis the yield differential 
between long term government debt and short term cash rates, and pivots a buy/sell signal around a risk-
free interest rate (calculation is proprietary to us). The higher the yield spread, the more bullish for the 
stock market. No change in the spread was logged over the previous month. 
 

 
 
As you can see from the above chart, the spread inclusive of the risk-free rate is still high and above 4% (the 
overweight equities line). It has dropped in the last 3 months but is still 0.5% above the 4% mark. This high 
spread tells us there is still a lot of liquidity about. This model got in on this bull market the earliest, on 28th 
February 2009 which is pretty astonishing timing. Once interest rates increase, expect the spread to drop 
by at least the amount of the increase (probably 0.5%) which will most certainly bring it below the 
overweight equities mark. 
 

http://www.powerstocks.co.za/lbyc.php
http://www.powerstocks.co.za/lbyc.php
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Whilst this model is not as gangbusters as the SuperMODEL, HedgeTrader or LazyBoy, it is very tax efficient 
due to its 70% vested period and certainly no slouch.  bŜȄǘ ǘƛƳŜ ǎƻƳŜƻƴŜ ŦŜŜŘǎ ȅƻǳ ŎǊŀǇ ǘƘŀǘ ȅƻǳ ŎŀƴΩǘ 
time the markets consistently, have a look at the below charts of the growth of R1.00 over 28 years using 
yield curves for timing. 

 
 
C.JSE P/E VALUATION 
Is the JSE cheap, reasonable or expensive? And what returns can we expect in the future? The data below is 
taken from our P/E Ratio Research Page. The JSE ALSH is not expensive at a current P/E of 14.6 and is 
slightly under the 5 year average but over the 10 year averages. 

 
 
Using the least-squares regression line of 20 years of daily P/E observations and subsequent 12-month 
returns, we see that an expectation of 12-month returns for the JSE is currently at 12.56% 
 
We can get more accurate results on the 5-year view due to stronger non-linear correlations of 0.8.  
The current P/E foretells a 5-year return of 70% or 11.2% compound per annum ς very close to that 
forecast taken from the 12-month exercise above. 

 

http://www.powerstocks.co.za/peratio.php
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D. CASH/EQUITY VALUATION RATIO 
This compares the valuation of equities (by measuring Earnings Yield (inverse of P/E) less Inflation) to 
interest you can earn in cash (a competing asset class) through the ratio (EY-CPI)/CASH RATE.  
 
Ratios above 0 imply equities are favourable over cash and other fixed interest assets and ratios below zero 
imply fixed interest assets are favourable over equities.  
 
The idea is that as P/E ratios fall (thus raising Earnings Yields), either through strong earnings growth or a 
correction and inflation drops, then equities become favourable over cash.  
 
As interest rates and/or P/E ratios rise and inflation rises, then cash becomes favourable to equities. 
The ratio is shown in red below together with green shaded areas where a timing model would have us in 
equities (when ratio is >0) or cash earning prime less 4 (when ratio < 0) 
 

 
 
The ratio also indicates the relative attractiveness of either asset class ς when it is high equities should be 
overweight and when it is very low, cash should be overweight.  
 
As you can see the ratio is now above +0.4 implying equities are highly favourable over competing fixed 
interest asset classes) although it has been falling of late) 
 
The timing model has two powerful growth impacts ς first it keeps you out the majority of the bear 
markets, and second, it leverages high interest rates when in cash.  
 
Its performance over the last 15 years (12 trades) astonishes (just under 7 times the buy+hold) and is 
shown below (log scaled): 
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NOTE : We do not have a write-up on this valuation model on the website yet. 

 
 
 
You may not be aware but we are posting each month for MarketViews, where you can read other 
interesting angles we have on the stock market. Our July article gets published next Friday. 
 
LŦ ȅƻǳ ǿƻǳƭŘ ƭƛƪŜ ǘƻ ŎƻƳŜ ŀƴŘ ƳŜŜǘ ǳǎ ŀƴŘ ŦŜƭƭƻǿ ǎǳōǎŎǊƛōŜǊǎΣ ŘƻƴΩǘ ŦƻǊƎŜǘ ǘƻ ōƻƻƪ ȅƻǳǊ ǇƭŀŎŜ ŦƻǊ ǘƘŜ 
upcoming national investing/trading seminars in a city near you at http://www.sharenet.co.za/v3/events/ 
 

 
Phone: +27 21-794-0194 Fax: +27 21-794-1976 
 
FAIS DISCLAIMER  
The information contained in this email, its attachments or www.powerstocks.co.za  is not to be construed as personalized investment 
advice in terms of the Financial Advisory and Intermediary Services (FAIS) Act of 2002. Although we may answer general customer 
service questions, we are not licensed under securities laws to address your particular investment situation. Any investments/trades 
recommended in our publications should be made only after consulting with your investment advisor and/or intermediary service and 
only after reviewing the prospectus or financial statements of the companies concerned. Please read our Terms and Conditions and 
Disclaimers. Note that we are a research house and not registered brokers or financial advisors. Please note that we may have 
substantial positions in the securities recommended/discussed in our publications and may increase or decrease such positions without 
notice. Buying and selling of shares on the JSE can be risky and you could lose all or part of your capital. Please ensure you read our 
Investing Best Practices before committing funds to the market.  
 
SYSTEMS DISCLAIMER 
Although many of our strategies rely heavily on back-testing and probability models please note that past performance is NO 
GUARANTEE for future returns. No system devised by man can predict the future, let alone the future of the markets. What we have are 
sets of mathematical trading models that use historical data and varying theories to pinpoint places in time when the STATISTICAL 
LIKELYHOOD of success is the greatest. In the midst of your signal or trade, you can have geo-political events, wars, planes going into 
skyscrapers, natural disasters and even nuclear accidents that tip everything upside down. This is always a risk factor you need to 
factor in on any trade no matter how confident you are in a signal. This is accomplished by proper position sizing and risk management 
up-front. Successful traders prevail OVER TIME by making successive small bets using multiple diversified systems devised with 
favourable odds and positive expectancy over long periods (good gain/loss ratios) using sound position sizing and money management. 
To this end, for trading purposes ensure no more than 2-5% of your capital is exposed to risk of full-loss on any one trade/investment. 

 


