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WHY TIIVTE CYCLES ARE KEY WF{EI{ IT
COfuIES TO PORTFOI-IO COhISTRUCTIONI
Combining a study of time cycles in markets with other technical analysis can reap rewards

Gri
One aspect of analysis that is not widely fo lowed in the
UK is the study of time cycles (as d stinct from

economlc cycles). Tlme cycles reveal the length of
recurring bull and bear phases in markets and
processes of every kind in society - usually measured

from low point to low point.

It is important to stress from the outset that a study
of time cycles is best used in conjunction with other
forms of technical analysis rather than ln lsolation.

This study is furlher complicated by the fact that several

cycles are present and in operation simuLtaneously and as

one cycle bottoms, another may be peaking,

The best book published on this subject was written
by an Amerlcan called Edward Dewey and entited
Cycles: The Mysterious Forces That Trigger Events,

in which seemingly hundreds of unre ated cycles were

identified - some spanning hundreds of years.

Furihermore, the same number seemed to appear in
a variety of uncorrelated activities. For example, Dewey

listed 37 versions of the 9.6-year cycle rang ng from

salmon abundance in the Atlantic to cotton prices in the
US.

There is also evidence of a 9.6-year cycle in UK gilts

though he does noi cover this jn the book.

fu'!arriages, flcods and property priaes
Another cyc e deftifed jn the book was the 1 8.2 year

cyc e of (among other varjables): marriages in the US,

food stages of the Niie, Java tree rings, building activlty

and property prlces in the US, and many more (see

graph right.)

Students of UK properly prces will recognise th s

cycle as it has lust peaked in 2007 (with its usual

devastating consequences for the uniformed) having

previously peaked ln 1989 and be{ore that in 1 971.

Some of these cycles are quite famous and have

names attributed to the person who discovered them.

For example; the 4o-month cycle (which appears in

viarually everything) is known as the Kitchin cycle after

Harvard Universiiy professor Joseph Kitchjn, who
discovered it in 1 926.

At the time gilt yields

were just under lAVo

and the model forecast

gilt yields would drop

below 5% around the

turn of the century

Even rnore famous is the Kondrattief long wave. This
54 year cycle is named after the Russian economist who
discovered it in Engljsh wheat prjces golng back to the
1 2th century.

What is not so c ear s the inter'reLatjonsh p between
the various cycles: that ls to say, whether the 54 year

cycle is simply three l8-year cycles and so on.

So how does an investor profit from a know edge of
the above, given the complexitles of a myriad of different
cycles of which some are inter-re ated and others
seeming y not related?

n 1995 whlle emp oyed at the UK merchant bank
Klelnwort Benson I decided to construct a cycle model

of the UK gilt market with the he p of rny then colleague
Steven Scott. lexamined nlne different gilt cycles
identified by Tony Plummer in his book Farecasting
Financial Markets.

Plummer identifled 16 cycles present in the UK gilt

market brut after using regression analys s, we discarded

seven as not reiiable enough and used just nine.

These included old favourites such as the Kondrattief
wave as well as the 9.6 year & 3.25-year Kltchin cycles.
Having constructed the mode giv ng a weight to each

cycle, we could then churn out a forecast in perpetuity

based on nothing other than the cycles.

At the tjme, gilt yieLds were just under 10% and the
model forecast gilt yieLds would drop below 5% around

the turn of the century.
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This was greeted with incredulity at the time but the
path of gilt yjelds then proceeded to do exactly as the
model predicted. So we proved that cycles can predict
the future path of markets and are especlally useful if
other technical indicators such as oversold or
overbought indicators back up th e cyc e analysis.

So what do we make of the current cycles and how
do we make some money? First, I have no idea what
causes natural phenomena and financial markets to
ex st in tandem, although I am interested ln the theoies
ofwhy. Though cycles work, am a lot more lnterested
in the resu ts. Second, cycles seem to occur particularly

frequently in commodiry rnarkets - wlth gold b)eing an

excellent test case.

Watch the golcl cycie
One of the most powerful cyc es in gold is the 4o-year
cyc e, w th the commodity go ng up for 20 years and
down for 20 years. The bear market in go d bottomed
in September I999 almost 20 years after it peaked in

January 1980. Assuming this cycle is dominant, thjs
cycle wj I hit a peak around the end of 2019 with the
pr ce of gold several times higher than it is today.

Ian Williams is chairman and CEA of Charteris
Portfolio Managers. As well as the rccently launched
gold tund, he also runs the Elite Charteris Premium
lncome lund and the CW Financial Gilt fund
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Time Cydes and The Gilt Market
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