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S&P 500 Technical Status
The S&P 500 has recently reached an all time high with 
no resistance above, which is a good thing. It has been 
forming a minor wedge as it has moved higher, which 
is typically bearish. I would not place too much signifi -
cance in this formation as it is relatively narrow, but it 
is something to watch. A break below 3600 will violate 
support that was established at the peak in September. 
This is also at the 50 day moving average, which means 
that this level would gather a fair bit of attention from 
the media and technical analysts. This could put further 
downside pressure on the S&P 500. 

The RSI has been consolidating in a fairly tight range 
between 60 and 70....and could continue this trend. The 
S&P 500 is not overbought by this metric. If the RSI 
breaks below 50, then this could signify a downward 
trend is developing. 

Overall, technically the S&P 500 is in fairly good shape 
from a price pattern standpoint and is in its strong sea-
sonal period. Nevertheless, it should be monitored for a 
break below support and an RSI move below 50.

Market Update
The year 2020 will never be forgotten on a number of 
levels, including the stock markets. In all likelihood, 2021 
will not be a normal year. The world will not “just go back 

Thackray’s 2021 Investor’s Guide

Available in bookstores
New strategies include Oracle, Snap-On, Loblaw, Rogers 
Communications and others.

THE 2021 “K”
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Horizons Seasonal Rotation ETF (HAC : TSX)
Portfolio Exposure as of December 31, 2020

Symbol

Holdings % of NAV

Canadian Dollar Exposed Assets
Equities

HXT Horizon S&P/TSX 60 Index ETF 44.9%

Commodities
HUG Horizons Gold ETF 5.3%
HUZ Horizons Silver ETF 2.1%

United States Dollar Exposed Assets
Equities

XLK Technology Select Sector SPDR Fund 16.0%
HXS Horizons S&P 500 Index ETF 15.2%
XLU Utilities Select Sector SPDR Fund 5.2%
GDX VanEck Vectors Gold Miners ETF 4.1%

HULC Horizons US Large Cap Index ETF 3.1%
HXEM Horizons Emerging Markets Equity Index ETF 2.9%

US Dollar Forwards (January 2021) - Currency Hedge ** -0.1%

Cash, Cash Equivalents, Margin & Other 1.3%

Total ( NAV $224,284,676) 100.0%

** Refl ects gain / loss on currency hedge (Notional exposure equals 44.5% of current NAV)

The objective of HAC is long-term capital appreciation in all market cycles by tactically allocating its exposure 
amongst equities, fi xed income, commodities and currencies during periods that have historically demonstrated sea-
sonal 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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to normal.” There will likely be big changes and oppor-
tunities. 

One of the biggest questions driving the stock mar-
ket will be: are we going to get infl ation or defl a-
tion. My answer– both. 
I apologize if my answer seems cheeky, but it is not. I also 
answer this question again later in the newsletter from a 
diff erent angle.

Background: the Consumer Price Index (CPI)

The “offi  cial” measurement of infl ation is the Consum-
er Price Index (CPI). The CPI tracks the price changes 
in a selected basket of goods and services that the “av-
erage” person buys or uses. This price movement of the 
pre-determined basket of goods represents the infl ation 
rate.  Any type of methodology measuring infl ation is 
going to be criticized. Everyone’s infl ation rate is dif-
ferent, as we all consume diff erent baskets of goods and 
services. CPI has been sharply criticized over time as 
the formula keeps changing and now includes hedo-
nistic adjustments, which account for quality improve-
ments. A computer costing $1,000 ten years ago does so 
much less than a computer costing $1,000 today. In the 
CPI methodology of calculating infl ation, the price of 
a computer today would be included as a defl ationary 
factor because it does so much more and faster than it 
did in pervious years, despite costing the same amount 
of money.

There are other methodologies of measuring infl ation 
such as the PCE Price Index (which the Federal Re-
serve prefers over CPI), but I will focus on CPI in this 
newsletter.

In 2020, many pundits including myself, early in the year 
tried to defi ne the year with a letter. Many letters were 
used, but the letter that won out was the letter “K.”  The 
upwards branch off  the trunk represented the increasing 
stock market, growth stocks and other sectors of the stock 
market and economy that performed well in the Covid-19 
pandemic. The lower branch represented the declining 
economy, value stocks and other sectors that lagged.

In the end, the letter “K” was the ideal letter to describe 
2020 as it was representative of the bifurcation process 
that took place in 2020.

It may seem unoriginal to state the letter “K” will also be 
representative of what will probably unfold with infl ation 
and defl ation (I include disinfl ation with defl ation).  Some 
goods and services are going to go up in price (upper 

branch of the “K”). Food is likely to increase in price, as 
are some commodities as well as many services. On the 
other hand, travel and other leisure activities could see 
decreasing prices as the industries try to attract custom-
ers. In addition, rent could go down as foreclosures start 
to unfold. The defl ationary sectors are represented by the 
lower branch of the “K”. 

This is going to be very confusing for investors. Although 
the CPI will give the overall blended rate of infl ation, 
some elements in the CPI are much more indicative of 
future infl ation. It should be expected that investors will 
argue much more strongly on either side of the debate 
than they have in many years. This argument could spell 
big opportunities for the investors that get it right.

What is pushing infl ation higher and what is 
pushing back and why it matters
It can be argued that over the last few decades that the 
economy has been fi ghting major defl ationary forces of 
technology improvement and demographics. Technology 
makes things cheaper and aging demographics reduces 
spending. Most investors have been surprised that central 
banks have failed to create infl ation, no matter how hard 
they have tried. Japan has printed incredible amounts of 
money and has not been successful. The US increased its 
money supply after the 2008-2009 Great Financial Crisis, 
and yet infl ation did not become problem. 

I can create infl ation: guaranteed. Just print a few quin-
tillion dollars and give everyone a million. I guarantee 
infl ation would go up and fast.

In the Covid-19 pandemic, the Federal Reserve has been 
aggressively pursuing lower interest rates and quantitative 
easing programs to support the economy. Governments 
have been borrowing and racking up massive defi cits and 
debts to spend more money to support the economy and 
population. In general, the combined actions of the Fed-
eral Reserve and governments is infl ationary. However, 
there are large defl ationary forces weighing on infl ation: 
shifting demographics, technology, contracting economy 
and debt de-leveraging. The two opposing forces have 
resulted in an interest rate that is below the Federal Re-
serves “average” target rate of 2%. 
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There is another variable aff ecting infl ation: velocity of 
money. The defi nition of the velocity of money is basi-
cally, how frequently does the money stock turn over in 
the economy. Money turns over when the carpenter gets 
paid and they use the money to buy food from the gro-
cer, who in turn uses it to buy a new car and on and on. 
The velocity of money calculates the ratio of purchases of 
goods and services versus the GDP.

The graph below from the Federal Reserve shows 
the velocity of money falling from the late 1990’s. 

Just because the velocity of money has fallen for so long, 
it does not mean that it will continue to fall indefi nitely. It 
will pick up at some point and have a signifi cant impact 
on the possibility of higher infl ation.

The danger is that so many investors have come to believe 
that higher infl ation will not occur and if it every did, the 
Federal Reserve would be able to control the situation. 
This could end up being a problem. First the Fed could let 
infl ation run too hot for too long and second, it could get 

out of hand. 

Right now the Federal Reserve and US government are 
printing money to compensate for the lack of velocity. If 
velocity does start picking up, the theory is that the Fed-
eral Reserve and government will back off  their printing 
and spending. Good luck with that one.

Infl ation can happen and will happen. It is just a 
matter of when
Infl ation expectations are important and will be one of 
the biggest lenses to look at the market in 2021. Most 
investors perceive infl ation as an economic problem. The 
perception is that infl ation cannot be a problem if the 
economy is not overheated. In 2020, investors could not 
perceive infl ation becoming a problem because the eco-
nomic slowdown was staring them in the face. In 2021, 
the economy may be slower than normal, but the reality 
of seeing some prices increasing will be a wake up call. 

The average investor believes that infl ation is not a prob-
lem and will not be a problem in the foreseeable future. 
The Federal Reserve supports this point of view. On the 
other hand, there is a group of investors that believe that 
infl ation is about to become a growing problem. These 
are the investors that are pushing up the price of Bitcoin, 
gold, silver, copper and other commodities. 

Many investors smell a problem with the monetary sys-
tem. They intuitively know that central banks and govern-
ments cannot print money in huge sums without a disaster 
happening sometime in the future.
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It is expectations that matter. Markets are forward looking 
and it is expectations of future that determine the prices of  
today. There are several ways to measure infl ation expec-
tations including monitoring the break-even infl ation rate 
and US 5y-5y infl ation swap rate.

The break-even infl ation rate is calculated by subtracting 
the yield on the 10 Year Infl ation Protected bonds (TIPS) 
from the yield on the nominal 10 Year nominal Treasury 
bonds. I discuss the seasonality of infl ation expectations 
in my Thackray’s 2021 Investor’s Guide, page 149.

The US 5y-5y infl ation swap is a swap by one party of a 
fi xed payment in 5 years with a counter party that pays 
a fl oating rate on the nominal amount. The diff erence in 
rates is the expectation of infl ation.

The graph below shows the relationship between the US 
5year/5year forward infl ation expectation rate and the US 
10 Year Treasury Yield. Generally, as infl ation expecta-
tions rise, bond yields increase to compensate for the im-
pact of infl ation eroding the value of bond payments.

Infl ation expectations matter to the stock market 
I apologize for all of the “macro stuff ” up to this point, but 
macro has become an important driver of the stock mar-
ket and its diff erent sectors. In 2020, macro factors (US 
dollar, interest rates, infl ation rates, government spend-
ing, money printing) all played a role in the disparate per-
formance between the diff erent sectors of the economy.

How diff erent sectors of the market were able to fare with 
Covid-19 played a huge role in the diff ering performance 
of sectors of the market, but macro factors were also very 
infl uential.

In 2021, investors will probably continue to view the mar-
kets through a macro (macro economics) lens, particularly 
the impact of infl ation expectations. Performance of the 
diff erent sectors of the stock market will bifurcate based 
upon the shifting changes in the macro environment.

The technology sector has been outperforming for the last 
few years for a number of reasons, including interest rates 
trending down. Why does a falling infl ation rate and fall-
ing interest rates support stronger relative performance of 
the technology sector? Technology stocks are generally 
growth stocks. Investors buying into growth companies 
are willing to pay a lot more for future potential earnings 
down the road (higher P/E’s and sometimes companies 
with no earnings). In other words, technology companies  
are long duration assets. The lower interest rates go, the 
lower the opportunity cost of owning technology stocks, 
which in turn helps to support higher relative valuations 
for the sector. On the other hand, when interest rates rise, 
then the opportunity cost of holding technology stocks 
increases, putting downward pressure on the technology 
sector. Higher infl ation rates generally cause higher inter-
est rates. This makes tracking infl ation expectations im-
portant. 

Are we going to have infl ation or defl ation- from a 
time perspective?
It is possible that in the shorter-term, infl ation expecta-
tions could decrease for a time, as investors ratchet back 
their growth expectations for the economy, partly due to 
the possibility of more government enforced closures as 
the result of the Covid-19 pandemic. 
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Expectations will change when the government and Fed-
eral Reserve launch massive government spending and 
money printing programs. The start of infl ation taking 
hold will largely be dependent on the nature and size of 
the programs. It may take more than one or two rounds of 
Federal Reserve and government action before infl ation 
starts to take hold. 

Despite seeing infl ation expectations rise in recent 
months, I expect that the expectations will taper starting 
in a few months leading, to lower expectations until Q4 of 
this year. At which time, infl ation expectations will proba-
bly once again increase. These expectations are somewhat 
in line with the seasonality of the Break-Even Infl ation 
Rate as described in my book, Thackray’s 2021 Investor’s 
Guide.

Disinfl ation (lower positive infl ation rates) or defl ation 
would probably have occurred in 2020 if central banks 
and governments did not take any action to support their 
economies after shutting them in because of Covid-19. 
Nevertheless, I have very little faith that the Federal Re-
serve and governments will be able to engineer the perfect 
infl ation stasis point. The forces causing disinfl ation and 
infl ation are huge, making the feat extremely diffi  cult. 

The much bigger hazard is that the governments will in-
stitute huge fi scal programs with little regard of the infl a-
tionary consequences.  Once governments start spending 
money, they seem to never stop. 

So, in the end we could suff er some defl ation or disin-
fl ation in the short-term (maybe up to a year), before 
experiencing longer-term infl ation at higher levels than 
desired. 

Meshing infl ation expectations with seasonal 
investing
It is good to develop a map of expected infl ation in the 
future, but it is also benefi cial to anticipate investment 
opportunities to take advantage of the opportunities. Sea-
sonal trends can help to provide a framework.

Overall, historically, from 2003 to 2019, infl ation expec-
tations have increased from January to the end of April. 
Currently, infl ation expectations are increasing. From a 
seasonal perspective, infl ation rates have a tendency to 
continue to increase at this time of the year. Favoring sec-
tors of the economy that benefi t from higher infl ation 

At the sector level, many of the value and cyclical sectors 
of the stock market that tend to perform well at this time 
of the year, tend to perform better in higher infl ationary 
environments. Sectors such as fi nancials, industrials and 
materials have either just started their seasonal period, or 

are just about to start their seasonal period. 

Favoring sectors of the market that tend to perform better 
in infl ationary environments while in a historically strong 
seasonal trend, can help to give an investment edge. 
Some of the sectors of the market that have in the past 
outperformed in an infl ationary environment are: gold, 
commodities, energy, infl ation protected treasury notes 
and more. It does not mean that these assets will always 
outperform as infl ation is increasing, but using seasonal 
trends can help to provide a tail-wind with investment al-
locations.

What the HAC? 
In December 2020, HAC was fully invested in equities. 
Its positions included technology, gold miners, gold bul-
lion and silver. In mid-month, HAC entered into a posi-
tion in the utilities sector. 

Seasonal Opportunities

Gold
Gold has a strong seasonal period from December 27 to 
January 26

On an absolute basis, after a top in September, gold bul-
lion pulled back to a bottom at the end of November. It 
performed well in December and outperformed the S&P 
500 for the month of December. In other words, gold start-
ed performing well before the start of its seasonal period.
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As interest rates have been rising recently, gold has been 
softening in price. If interest rates continue to increase it 
is possible that gold’s seasonal period could fi nish in the 
near-term.

The US dollar has become very oversold. Also, in the 
markets, the US dollar has a huge short position against 
it.  If the dollar manages to turn higher, then the US dollar 
shorts could get squeezed, pushing the dollar higher. The 
risk with this scenario is that gold could turn down as the 
US dollar moves higher.

My Call: Gold bullion’s performance will proba-
bly wane in the short-term as the US dollar starts to 
strengthen and interest rates rise.

Gold Miners
Gold miners have a strong seasonal period from Decem-
ber 23 to February 14

Gold miners, like gold, bottomed in late November and 
have rallied into the beginning of January. Gold miners 
have performed well relative to the S&P 500. Its outper-
formance was mainly a result of a quick run up at the end 
of December and into the fi rst days of January. 

Gold miners tend to perform well when gold is perform-
ing well at the same time as the stock market is increasing.  

On a technical basis, the gold miners sector is still below 
its late July highs with room to run before it reaches its 
next major resistance level.

My Call: The gold miners sector could top out shortly 
as the price of gold wanes, particularly if the stock mar-
ket starts to stumble.

Consumer Discretionary
The consumer discretionary sector has a strong seasonal 
period from October 28 to April 22

On average, since 1990 the consumer discretionary sector 
has been one of the top performing sectors in January. 

The consumer discretionary sector has been relatively fl at 
compared to the S&P 500 since November when it broke 
its upward trend line relative to the S&P 500. 

On an absolute basis, the consumer discretionary sector 
has been forming an upwards wedge- this is typically a 
bearish pattern, that resolves to the downside.

I have included a chart of Amazon because it is such a 
dominant part of the consumer discretionary sector. Ama-
zon has been underperforming the S&P 500 since July. If  
Amazon continues to underperform, the consumer discre-
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tionary will probably follow suit and vice versa.

My Call: The consumer discretionary sector will prob-
ably moderately outperform the S&P 500 until the end 
of March.

Retail
The retail sector has a strong seasonal period from Janu-
ary 21 to April 12 

The retail sector has put in a stellar performance despite 
the economic slowdown and some of the retail sub-sectors 
performing poorly because of the Covid-19 lockdowns.

Typically, the retail sector starts to perform well in late 
January. This year, the retail sector started its outperfor-
mance in late October. On average, the retail sector has 
a seasonal period from October 28 to November 29. The 
retail sector performed very well in this seasonal period 
and has since continued to outperform S&P 500.

Given that the retail sector has outperformed the S&P 500 
for an extended period of time, it is wise to be cautious 
with the retail sector at the beginning of its next seasonal 
period.

My Call: The retail sector will probably start to moder-
ate its performance relative to the S&P 500, but could 
outperform the S&P 500 in March (the strongest month 
of the year on average over the long-term for the retail 
sector).

Technology
The technology sector has a strong seasonal period from 
October 9 to December 5 and a second seasonal period 

from December 15 to January 17

The technology sector broke its up trend relative to the 
S&P 500 in October as the fi rst leg of its seasonal period 
started. The technology sector underperformed until mid-
December and then started to outperform, but once again 
started to underperform in late December. 

The technology sector has recently been the antithesis of 
the refl ationary trade. As investors have shifted to sectors 
of the stock market that benefi t from infl ation, they have 
funded their positions using the technology sector.

Very recently, the technology sector has been oscillat-
ing in its relative performance compared to the S&P 500: 
outperforming, underperforming and then outperforming. 
Given that the technology sector’s seasonal period ends 
very shortly, it makes sense to consider exiting the tech-
nology sector on weakness.

My Call: The technology sector will probably start to 
underperform the S&P 500 in the near future.

Industrials
The industrial sector has a strong seasonal period from 
January 23 to May 5

The industrial sector broke its up trend line relative to the 
S&P 500 in November. Very recently, the industrial sector 
has been showing signs of improving strength. The next 
leg of seasonal period for the industrial sector starts very 
shortly. Given that the industrial sector has broken its up-
ward trend line relative to the S&P 500, the industrials 
sector will probably start to outperform later in January.
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My Call: The industrial sector will probably start to out-
perform the S&P 500 later in January and outperform 
moderately until April.

Transportation
The transportation sector has a strong seasonal period 
from January 23 to April 16

Many investors use the transportation sector as a gauge for 
the economy. Manufactured goods need to be transported 
to their destinations. An outperforming transportation 
sector indicates that investors believe that the economy is 
strong and healthy or is in the process of becoming stron-
ger. Given that the sector has broken its upward trend line 
on an absolute basis and relative to the S&P 500, inves-

tors should be cautious entering into this sector.

My Call: The transportation sector will probably start to 
perform at market starting in February. 

Materials
The materials sector has a strong seasonal period from 
January 23 to May 5

The materials sector started to outperform the S&P 500 in 
March, when the overall stock market bottomed. The sec-
tor had been underperforming the S&P 500 in 2019 and 
the beginning of 2020. The recent bounce has partly been 
the result of performing so poorly previously. 

Recently, the materials sector has been showing some 
strength. In the second week of January, the materials sec-
tor spiked as the refl ation trade gripped the market. On a 
positive note it broke above its relative trend line.

My Call: The materials sector will probably consolidate 
relative to the S&P 500 before outperforming in Febru-
ary.

US Financials
The US fi nancial sector has a strong seasonal period from 
December 15 to April 13

The US fi nancial sector was performing equal to the 
S&P 500 in December. In the second week of January, 
the fi nancial sector popped strongly when interest rates 
increased. US banks benefi t from higher interest rates as 
their profi t margins increase.
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On December 20, the Federal Reserve announced that US 
banks are now allowed to buy back their own stocks. This 
is favorable for investors as this could help to support a 
higher stock price. 

The major US banks “kick off ” the earnings season on 
Friday January 15. Given that the sector has recently bro-
ken above resistance on an absolute level and relative to 
the S&P 500, the sector could perform well on favorable 
earnings releases.

My Call: The fi nancial sector will probably outperform 
the S&P 500 into late March.

Canadian Banks
The Canadian banking sector has a strong seasonal pe-
riod from January 23 to April 13

The Canadian banks performed well in their seasonal pe-
riod from October 10 to December 31. The sector started 
to outperform the S&P/TSX Composite Index after re-
leasing its Q3 earnings in August. 

I mentioned in previous newsletters that Canadian banks 
after having a strong run from their summer earnings 
reports can start to start to underperform the S&P/TSX 
Composite Index when they release their Q4 earnings re-
ports in late November and early December. This is ex-
actly what took place in the last quarter of 2020. 

Canadian banks are now set to start their next seasonal 
period. On an absolute basis, the Canadian banking sector 
has broken to all time new highs.

My Call: The Canadian banking sector will probably 
start to moderately outperform the TSX Composite and 
continue to do so until the end of March.

Metals & Mining
The metals and mining sector has a strong seasonal pe-
riod from November 19 to January 5 and then from Janu-
ary 23 to May 5

The metals and mining sector started to outperform the 
S&P 500 in March when the S&P 500 bottomed. Its out-
performance was fairly moderate until the end of October, 
at which time, the sector started to strongly outperform 
the S&P 500. 

The metals and mining sector has been benefi tting from 
the refl ationary trade. Commodities typically rise in an 
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infl ationary environment, particularly if they are the key 
ingredient causing supply side challenges. 

Recently, the metals and mining sector has been perform-
ing well as the refl ationary trade has been the focus of 
investors. 

My Call: The metals and mining sector will probably 
moderately outperform the S&P 500 into April.

Small Caps
The small cap sector has a strong seasonal period from 
December 19 to March 7

The small cap sector has been on fi re since late October. 
It has been driven by the expectations that the economy 
is improving. Small caps tend to lead out of recessions as 
they benefi t the most from a growing economy. 

As economic expansion expectations have increased, the 
small cap sector has been outperforming, but its valua-
tions have become stretched making it susceptible to a 
pull back if expectations for economic growth wane.

My Call: The small cap sector will probably moderate 
its outperformance and possibly fi nish outperforming 
before the beginning of March.

Emerging Markets
The emerging markets sector has a strong seasonal pe-
riod from November 24 to April 18

The emerging markets sector has been fairly fl at com-
pared to the S&P 500, up until recently. In late Decem-

ber, the emerging market sector broke above its resistance 
level compared to the S&P 500. Which is a good thing.

Typically, the emerging markets sector tends to perform 
well when the US dollar is weakening. This has been the 
case so far as the weakening US dollar has helped to sup-
port emerging markets. The risk to emerging markets is if 
the US dollar improves in strength. If the emerging mar-
kets sector is able to perform well while the US dollar 
strengthens then this would be a good sign of strength.

My Call: The emerging markets sector will moderately 
outperform the S&P 500 until April.

Currencies

USDCAD
The US dollar has fallen sharply since March relative to 
the Canadian dollar and world currencies. Recently, in-
creased downward pressure on the US dollar has occurred 
as higher oil prices have strengthened the Canadian dollar. 

On a seasonal basis, the US dollar tends to be strong rela-
tive to the Canadian dollar starting in early January until 
mid-March. Given that it is dramatically oversold, the US 
dollar could see a bounce in the near-future.
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Brooke’s Rant(s) 
Turn your $600 Stimmy to 13K

I saw this on Twitter the other day (originally from Tik-
Tok). I had to laugh. Young people using their $600 stim-
ulus checks (stimmy) to “gamble” in the markets. 

There are a lot of people suff ering fi nancially from gov-
ernment lock downs, but there is also a group of people 
who have become fl ush with cash with not much to do 
and have turned to “playing” in the markets, buying 
“STONKS” (logo on hat). They focus on the high profi le 
momentum stocks, typically investing through the likes 
of Robinhood. Initially, they were not a driving force in 
valuations, but as the group has gathered steam and in-
creased in size they have become more of an infl uence on 
certain parts of the stock market.

You know it will end badly, but when? Maybe it goes on 
another couple of months, maybe a year.  Maybe it ends 
this month. No one knows when it will end, but it will 
and it will end badly for many of these investors. They 
all have dreams of being able to make huge sums of mon-
ey and get out before anything happens, but it is only a 
dream.
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