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Market Update
Market for Rent !
Now is not the time to own the stock market, it is the
time to rent the stock market. I have used the rent analogy
many times in the past in my writings, but in this case I

S&P 500 - Technical Status
The S&P 500 has rallied back up to just below resistance (2630). This approximate level is considered major resistance as it has had a lot of touch points going back into late 2017. A break above this level holding for a few days
would be positive for the stock market and support a higher move. If the S&P 500 is not able to break above this
level, trouble could be ahead for the stock market. Although we have seen a strong rally in the S&P 500 in the ﬁrst
part of January, investors have shown a lack of conviction as volumes have been declining as the stock market has
been rising. Seasonal trends are supportive of the stock market moving higher at this time.
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Horizons Seasonal Rotation ETF (HAC : TSX)
Portfolio Exposure as of December 31st, 2018
Symbol
Holdings

% of NAV

Canadian Dollar Exposed Assets
HXT
HXE

Equities
Horizons S&P/TSX 60™ Index ETF
Horizons S&P Capped Energy ETF

HUZ
HUG

Commodities
Horizons Silver ETF
Horizons Gold ETF

42.9%
5.1%
5.0%
4.9%

United States Dollar Exposed Assets
IWD
HXQ
IWM
HXS

Equities
iShares Russell 1000 Value ETF
Horizons NASDAQ-100® Index ETF
iShares Russell 2000 Value ETF
Horizons S&P 500® Index ETF

11.1%
10.1%
10.0%
10.0%

US Dollar Forwards (January 2019) - Currency Hedge **

-1.1%

Cash, Cash Equivalents, Margin & Other
Total ( NAV $205,041,624)

1.9%
100.0%

The objective of HAC is long-term capital appreciation in all market cycles by tactically allocating its exposure
amongst equities, ﬁxed income, commodities and currencies during periods that have historically demonstrated seasonal trends. The Thackray Market Letter is for educational purposes and is meant to demonstrate the advantages of
seasonal investing by describing many of the trades and strategies in HAC.
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must give credit to David Rosenberg of Gluskin Sheﬀ +
Associates, whose recent article “This is a stock market
rally to rent, not own” in the Globe and Mail, reminded
me of the analogy.
Either you are a buy and hold investor (and NEVER
EVER look at your holdings), or you are renting your
holdings. The length of your rental contract depends on
how long you are willing to consider holding your investments without considering making changes.
In my lifetime, I have met very few investors that are true
buy and hold investors. Most investors think they are buy
and hold, but they really just have longer time horizons.
Seasonal investing, by its nature is a long-term investment
discipline built on investing in certain periods of the year
when diﬀerent sectors or the stock market itself tends to
perform well. In other words, seasonal investing is based
upon renting space in diﬀerent sectors of the stock market
or the market.
The year 2018 was not a good year for most investors.
Diﬀerent strategies worked at diﬀerent times...buy and
hold did not work. Most stock markets around the world
were negative. In addition, most asset classes were negative for the year. There were very few asset classes or
sectors of the market in which to hide. Slowing global
growth, rising interest rates, the Federal Reserve’s quantitative tightening and a realization that trade wars were a
big deal, all had a negative impact on the stock markets.
The year 2019 is expected to be similar to 2018 with lots
of volatility and diﬀerent sectors performing well at different times of the year. The year 2019 is expected to be
a good year to rent positions in the stock market or diﬀerent asset classes. Although this is always the case, it will
probably be particularly true in 2019.
Unfortunately, a lot of the same forces at work in 2018
are going to be in play in 2019. It does not mean that the
stock market will be negative in 2019, but it would not be
surprising to see continued volatility. Investors attuned to
reacting to events on an intra day basis may not appreciate
the slow eﬀects of monetary policy. In 2018, up until recently, the Federal Reserve raised rates aggressively. The
impact of these rate increases take time to take eﬀect as
consumers and business react to the new reality as their
loans come due, which could be over the next year or two.
In other words, the damage may already be done.
Sure, the Federal Reserve pausing at this point may help
to support the stock market, but we have no idea how
the stock market is going to be impacted by the Federal
Reserve’s past interest rate increases. To make matters
worse, recently, we have seen a litany of reductions in

country growth expectations as PMIs around the world
have weakened. The PMIs could be indicating weaker
GDP growth ahead. On a quarter over quarter basis, Germany, France, Switzerland, Japan, Sweden and Italy have
all shown recent negative results.

“Trade War” perspective changed in 2018
At the beginning of 2018, investors bought the narrative that the trade war was no big deal. The iconic image of Wilbur Ross holding up a can of Campbell’s soup
and saying disingenuously trivializing the impact of the
steel tariﬀs saying that the additional cost would only be
a couple of cents. In autumn, investors started to realize
that the trade wars were starting to have a meaningful impact on global trade and costs, and hence proﬁts. Today,
investors are starting to anticipate that the trade war is
dissipating with a possible resolution in the near future. I
am not so sure.
At the time of writing this report, US and China were
having bilateral trade discussions and Trump was indicating that they were going well. Investors have pushed
the stock market higher. Ok, let’s get this out there (not
a political statement or a comment on Trump), but don’t
believe anything Trump says. His statements are all part
of the negotiating process. It is possible that some progress will be made, which would be positive for the stock
market, but to get China to change its behavior of stealing
technology en masse is a behavioral change that is going
to take a long time. China will probably make some concessions and pay some lip service, which could help push
the stock market higher. The actual result can probably
only be judged in the next year or so.
What matters is how investors react. If they believe that
there is sustained improvement, this could have a positive
impact on the stock market over a multi-month period.

Earnings expected to decrease
Last year, Q1 earnings were strong as the US tax cuts
started to take eﬀect. Strong buy-backs also had a positive impact. This year, the comparables will be brought
back to earth. Last year’s earnings were largely so strong
because they were compared to the previous year’s earnings, which were based upon a much higher tax rate. Currently, companies are expected to increase their earnings
by 14.1% in this earnings quarter (Thomson Reuters). In
the following quarters for 2019, earnings are expected to
increase in the single digits.

Bottom line - rent market space in an expected
volatile and slow growth market
With global growth slowing and net central bank tightening, investors should not expect huge returns from the
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stock market in 2019. This is probably not the type of
market where an investor wants to put their foot down on
the gas pedal and leave it there (buy and hold).

Seasonal Opportunities

Small Caps – Performing well...despite weakness
When a market is moving in a straight line, up and to in USD
the right, with very little volatility, investing is easy. Buying the market and holding is not a bad strategy. When it
oscillates back and forth and sector diﬀerentials increase
along with volatility then an active strategy becomes
more valuable.
In this type of market, investors should look for an active
strategy, but not just any active strategy. Buying an active
growth strategy when growth is out of favour hardly is not
the best idea. A strategy with wider investment latitude
makes more sense. Seasonal investing is such a strategy
as it has extremely wide latitude across investment categories and sectors. Of course, there are no guarantees
that diﬀerent sectors of the stock market will outperform
in their seasonal periods, but the strategy does provide a
template for sector rotation allowing exposure to diﬀerent
asset classes at times when the sectors are more likely to
outperform on a seasonal basis.

Aside from its seasonal trend, typically the small cap sector performs well when the US dollar is strong as most
of the revenues for the sector are domestically driven.
The fact that it is strong at this time when the US dollar
has been weak, shows that the sector could have latent
strength with further upside potential if the US dollar becomes stronger.
The seasonal period for the small cap sector is from December 19th to March 7th (Thackray’s 2019 Investor’s
Guide, page 153).
The small cap sector has just started its seasonal period
and still has some time to go. The initial bump has largely
been the result of investors taking advantage of the tax
loss selling phenomenon.

What the HAC is going on?
HAC made substantial changes to its holdings in December. HAC started the month holding a number of cyclical and other sectors and towards the end of the month
it rotated out of a lot of its sector positions, including its
cyclical positions. This action was taken to achieve more
broad market exposure for most of January. As I mentioned in my December newsletter, January is a “sorting
month”, as investors try to ﬁgure out which sectors to favour over the next month or two. This tends to cause intra
sector volatility and some of the cyclical sectors tend to
underperform for most of January.
Towards the end of the December, HAC established positions in the Nasdaq 100 and the small cap sector. Both
sectors had become oversold at the start of their seasonal
periods. In December, HAC also established positions in
gold and silver bullion. Gold bullion has a seasonal period
that lasts until late January and silver bullion has a seasonal period that lasts until February.
Energy has a seasonal period that lasts from February 25th
to May 9th. The sector often bottoms in January. With the
sector collapsing in October into December, HAC took
advantage of entering into a position in the energy sector
before the start date of its seasonal period.

Although the small sector is expected to perform well on
a seasonal basis over the next two months, there are risks
to the scenario. If there is rapid improvement in the USChina trade wars investors could gravitate to the large cap
sector that generates more of its revenue from overseas.
In addition, a weaker US dollar could also have a negative impact on the small cap sector.
Given the recent positive price action of the small cap
sector, on balance, it is poised to perform relative well
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over the next two months.
My Call: The small cap sector will probably outperform
the S&P 500 over the next two months, particularly if
the US dollar starts to show strength.

Nasdaq-100- performed okay, but not good enough
The Nasdaq-100 has performed at market in its seasonal
period, but honestly, if the higher beta sector cannot outperform the S&P 500 in its seasonal period, what is the
point? The trade ﬁnishes in a matter of days. Consideration should be given to exiting the trade.

My Call: The US materials sector will probably start to
show improving performance in mid to late-February.

Industrials - Waiting for China
The industrial sector has been performing at market recently. This is not necessarily a bad thing. The US-China
trade talks have an impact on the sector, as the sector is a
major beneﬁciary from a reduction in trade tensions. Nevertheless, consideration should be given to waiting for a
stronger relative performance compared to the S&P 500.
My Call: The Nasdaq-100 will probably start to underperform the S&P 500 in the near future. Consideration
should be given to exiting the trade.

US Materials - Performing at market...waiting for
better performance
The US materials sector has been performing at market
in the last few weeks. The sector typically underperforms
for the ﬁrst three weeks in January. At this point, it is best
to wait for stronger relative performance compared to the
stock market before considering an entry into the sector.
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My Call: The industrials sector will probably start to
outperform the S&P 500 in mid to late February.

US Financials - earnings coming up....so far not
good
The US banks kick oﬀ the earnings season the week of
January 14th. It is interesting to note that the US ﬁnancial
sector has not been performing well relative to the S&P
500 in the month of January. Okay, the US banks did not
perform well last year, but you would think that some investors would step in to buy the beaten up sector.
Rallies tend to last longer when the US banks are one of
the leading sectors. Proof in point. Last year the US banks
performed poorly and although the US stock market performed well into October, it eventually started to perform
poorly.

Emerging markets - Do investors have this one
wrong?
Emerging markets have been performing relatively well
compared to the S&P 500, even as the US stock market
has been sliding. One of the main reasons for this price
action is that the US dollar has been showing some weakness, which beneﬁts emerging markets as they ﬁnance a
lot of their debt in US dollars.
The current consensus bet in the market is that the US
dollar is going lower. Once Powell capitulated and totally
backed oﬀ on his hawkish position, investors latched onto
his continued dovish comments and have pushed the dollar lower.
Currently, investors have a net short speculative position
on the US dollar. This is rationalized by taking the position that the Federal Reserve will continue its trend of
dovish comments. Investors are not expecting the Federal Reserve to raise rates in 2019 (CME Fed Watch Tool,
2019-JAN-10). Federal Reserve governors are still expecting a couple of rate increases. The risk is probably
on the upside for rate increases, or at least more hawkish
dialogue in the future.

Investors should watch for the relative performance of
the US ﬁnancial sector after the banks start to release
their earnings the week of January 14th. If the banks
perform well on their earnings, this will probably bode
well for the stock market and could sustain a stock market rally over the next few months.
If, on the other hand, the US banks continue to perform
poorly this could indicate that the stock market could be
in jeopardy. Watch closely.
Investors should be careful buying into the consensus that
the US dollar is falling oﬀ a cliﬀ as a reason to buy emerging markets. The emerging markets sector is seasonally
strong at this time and may still perform well, especially
if the price of oil and base metals picks up.
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My Call: The emerging markets sector will probably
perform at market in the near future and once again start
to outperform in late February

Mid-cap sector - the forgotten sector
NEW- New strategy in Thackray’s 2019 Investor’s
Guide
The mid-cap sector tends to perform well from January
9th to March 7th.
The outperformance drivers for the mid-cap sector are
very similar to the small cap sector and as such the sector tends to perform well when the small cap sector is
performing well.
The sector has recently been outperforming the S&P 500
and is showing strength while the US dollar has been
showing weakness
My Call: The transportation sector will probably continue to consolidate relative to the S&P 500 and start
to outperform starting in early March (March is one of
the stronger months of the year for the transportation
sector).

Energy - Positive on tax loss bounce, with potential ahead
The energy sector has a seasonal period from February
25th to May 9th.

My Call: The mid-cap sector will probably continue to
perform well until the end of its seasonal period.

Transportation - poised to move higher
The seasonal period for the transportation sector starts on
January 23rd and lasts until April 16th.
After underperforming the S&P 500 since November, the
transportation sector has been consolidating on a relative
basis compared to the S&P 500. This is a positive trend
change. If economic reports start to surprise to the upside,
the transportation sector could move higher.
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With a free fall in the price of oil in October, November
and December, energy stocks got crushed. This setup energy stocks for a tax loss seasonal bounce (energy stocks
have outperformed the S&P 500 since late last year). Nevertheless, it would not be surprising to see energy stocks
consolidate at this point, before heading higher sometime
in February, around the time when the energy sector starts
its seasonal period.

Consumer Discretionary - staying alive
The consumer discretionary sector has been performing
well relative to the S&P 500. The seasonal period for the
sector ﬁnishes mid-April. A break out above the downward sloping trend line would be positive for the sector.

My Call: The energy sector will probably consolidate
on a relative basis to the S&P 500 over the next month
and then start to outperform.

Metals and Mining - showing some signs of life,
but might have to wait
Metals and mining has a strong seasonal period from January 23rd to May 5th
The metals and mining sector has been showing some
signs of life. This is despite global growth slowing down.
Like the emerging markets, the sector has been gaining
mainly on the back of the weakening US dollar. It has
also beneﬁtted from investors taking advantage of a tax
loss selling bounce. If the US-China trade war continues
to linger, it is possible for this sector to suﬀer even further. At this point, it would be good to see some positive
performance relative to the S&P 500 before getting to excited about the sector.

My Call: The consumer discretionary sector will probably continue to outperform the S&P 500 until the end
of March.

Retail - down but not out

My Call: The metals and mining sector will probably
continue to consolidate relative to the S&P 500 in the
near future and start to outperform in February.

The retail sector has two seasonal periods. First, from October 28th to November 29th. Second, from January 23rd
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to 12th. The second period tends to be a much stronger
seasonal period for the retail sector.
In mid-December, the retail sector started to outperform
the S&P 500 and continued this trend until early January
when Macy’s warned on future earnings. At this point, a
pull-back in the sector leading into the beginning of its
seasonal period would setup the retail sector for a solid
run.
My Call: The retail sector will probably continue to
perform at market until early February and then start to
outperform.

Canadian banks - recent pullback looks to be setting up the sector to perform well in February
February is one of the stronger seasonal months for the
Canadian banks.
The recent pullback relative to the S&P/TSX Composite
Index could provide a good entry opportunity for the sector. Sure, there are headwinds for the Canadian banks, but
given the recent pullback just ahead of a typically strong
month for Canadian banks, there could be an opportunity
in the short-term.

My Call: Canadian banks will perform relatively well
for the remainder of January and into March.

Currency Corner
Canadian dollar - sharp rally at yearend....could
be all there is for now
The Canadian dollar declined from early October into
December and then bounced at yearend. The sharp rally
has made the Canadian dollar overbought at a time when
the US dollar tends to perform well (at least brieﬂy from
January 9th to January 27th).
The period from late January to mid-March tends to be
neutral on a seasonal basis and often favors either the US
dollar or the Canadian dollar, depending on which currency has positive momentum.
April is by far the best month for the Canadian dollar on
a seasonal basis over the long-term. The Canadian dollar
often starts to show strength in mid-March. Seasonal investors would be prudent to look for an entry opportunity
into the Canadian dollar at this time.

In the short-term, the relative performance of the Canadian banks could come down to the performance price
action of the US banks as they release their earnings in the
third week of January. Canadian bank performance often
echoes the US banks.
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Brooke’s Rant
Everything is good….move along....there is no trade war!
As I write this newsletter, the US and China are in trade
negotiations. They will probably come out with some
sort of statement that shows concessions by both sides
and state publicly that everything is progressing “swimmingly.” This should help support the stock market over
the next while. But are things as good as they are made
to appear?

This is good news. Not because the problem is going to
be solved, but because investors are going to believe that
the problem will be ﬁxed. As the US and China air-brush
their joint announcement investors can take comfort in
that at least the administrations are sensitive in supporting the markets.

Changing behavior that is embedded into the system is
a long and arduous process. Sure, it is easy to lower or
eliminate tariﬀs on imports, but trying to get China to
eliminate technology theft is going to be more diﬃcult. It
is going to be a murky long battle. I would expect China
to pay some lip service to help move things along, but the
end result will not be known for quite some time.

Disclaimer: Comments, charts and opinions oﬀered in this report are produced by www.alphamountain.
com and are for information purposes only. They should not be considered as advice to purchase or to sell
mentioned securities. Any information oﬀered in this report is believed to be accurate, but is not guaranteed.
Brooke Thackray is a Research Analyst with Horizons ETFs Management (Canada) Inc. (“Horizons ETFs”).
All of the views expressed herein are the personal views of Brooke Thackray and are not necessarily the views
of Horizons ETFs (Canada), although any of the opinions or recommendations found herein may be reﬂected
in positions or transactions in the various client portfolios managed by Horizons ETFs, including the Horizons
Seasonal Rotation ETF. Comments, opinions and views expressed are of a general nature and should not be
considered as advice to purchase or to sell mentioned securities. Horizons ETFs has a direct interest in the
management and performance fees of the Horizons Seasonal Rotation ETF (the “ETF”), and may, at any given
time, have a direct or indirect interest in the ETF or its holdings. Commissions, trailing commissions, management fees and expenses all may be associated with an investment in the ETF which is managed by Horizons
ETFs Management (Canada) Inc. The ETF is not guaranteed, its values change frequently and past performance may not be repeated. The ETF may have exposure to leveraged investment techniques that magnify
gains and losses and which may result in greater volatility in value and could be subject to aggressive investment risk and price volatility risk. Such risks are described in the ETFs prospectus. The prospectus contains
important detailed information about the ETF. Please read the prospectus before investing.
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