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Canadian Banks have a strong seasonal period from January 23 to April 13 over the long-
term.

Canadian banks are a part of most Canadian investors portfolios, but are also of interest to 
other investors around the world. Canadian banks are generally well capitalized, operate 
in an oligopoly industry and pay a higher average dividend than the S&P/TSX Composite 
Index. 

All of the major Canadian banks trade in the US stock market and should be on the radar of 
US investors. Although Canadian banks have an overlapping seasonal profi le with the US 
banks, collectively they each of the countries banks have diff erent characteristics and how 
they react to economic and market developments. US banks tend to be more sensitive to 
interest rate changes and the Canadian banks tend to have a better defensive profi le to initial 
market corrections because of their higher dividend payout.

Canadian banks have two seasonal periods. The fi rst from October 10 to December 31 and 
the second from January 23 to April 13 (Thackray's 2021 Investor's Guide). On average 
Canadian banks tend to correct in the brief period form the end of the year into late January. 
In addition, if the Canadian banks have had a strong run in the late summer months into au-
tumn, they will often start to underperform as they release their Q4 earnings towards the end 
of November. This year, Canadian banks have followed this pattern except that their mini 
period of weakness occurred at the end of January into mid-February. 

Canadian banks report their earnings this week, which I call Canadian Bank Week. Expected 
earnings releases:

♦ Tuesday: Bank of Montreal
♦ Tuesday: Bank of Nova Scotia
♦ Wednesday: National Bank of Canada
♦ Wednesday: Royal Bank of Canada
♦ Thursday: TD Bank
♦ Thursday: CIBC

The graph below shows the monthly performance of Canadian banks over the long-term in 
comparison to the S&P/TSX Composite Index. On a seasonal basis, February is one of the 
better months of the year for Canadian banks. March also tends to be a strong month. In April  
Canadian banks have a similar performance as the Canadian stock market, but that is not the 
complete picture, as Canadian banks tend to perform well in the fi rst half of April and not as 
well in the second half. This has a lot to do with liquidity changes in the monetary system 
around tax time. 
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A lot of investors will look at the top panel in the graph and proclaim that May is also a good 
month for Canadian banks as the average and mean are similar to the average performance 
of the Canadian stock market. It is also important to look at the frequencies of performance 
and outperformance relative to the market. In May, Canadian banks have only managed to 
outperform the Canadian stock market 33% from 1990 to 2019. In other words, there have 
been a few years where they have strongly outperformed, but in most years they have un-
derperformed. 

Very recently, Canadian banks have been performing well because of rising interest rates. 
On an absolute basis, using the BMO S&P/TSX Equal Weight Banks Index ETF (ZEB) that 
trades in Toronto, the group has reached an all-time high (graph below). Relative to the Ca-
nadian stock market, Canadian banks have just started to turn higher. 

The bottom panel of the graph is the yield on Canada 10year bonds (source: Bank of Can-
ada). The blue arrows represent general price direction  movements for both the relative 
performance of Canadian banks compared to the Canadian stock market and the yield on 
Canada 10 year bonds. Overall, they move in the same general direction with a few lags 
at diff erent times. Canadian banks benefi t from rising interest rates as it improves their net 
interest margins. 
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The graph below includes the relative performance of Canadian banks compared to the US 
Financials (second panel from the top). It also includes the Canada 10 year yield and the US 
Treasury 10 year yield (bottom panel).

It is interesting to note that in 2020, Canadian banks outperformed the US fi nancials when 
interest rates were heading lower into the pandemic and started to underperform as interest 
rates started to head higher in late September. This makes sense, as on average Canadian 
banks have a higher dividend payout ratio compared to the US banks. As a result, rising 
interest rates will tend to have a relative negative impact on Canadian banks compared to 
lower yielding US banks. 
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Disclaimer: Comments, charts and opinions off ered 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 
off ered in this report is believed to be accurate, but is not guaranteed. Brooke Thack-
ray is a Research Analyst with Horizons ETFs Management (Canada) Inc. (“Hori-
zons 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 refl ected in positions 
or transactions in the various client portfolios managed by Horizons ETFs, includ-
ing 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. Com-
missions, management fees and expenses all may be associated with an investment 
in the Horizons Seasonal Rotation ETF (the “ETF”). managed by Horizons ETFs 
Management (Canada) Inc. The ETF is not guaranteed, its value changes 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 volatil-
ity risk Such risks are described in the prospectus. The prospectus contains important 
detailed information about the ETF. Please read the prospectus before investing.

While the writer of this newsletter has used his best eff orts in preparing this publica-
tion, no warranty with respect to the accuracy or completeness is given. The informa-
tion presented is for educational purposes and is not investment advice. Historical 
results do not guarantee future results
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There are other factors that aff ect the relative performance of Canadian banks and will have 
diff erent degrees of impact depending on the situation. In 2019, interest rates declined and 
Canadian banks underperformed the US fi nancials. In late 2018, Powell convinced the mar-
ket that he was serious about providing liquidity to the markets and pivoted from a hawkish 
stance to a dovish stance. In the following risk-on environment, US banks outperformed. 

There is a period in the transition where Canadian banks can outperform the stock market 
as it starts to turn down, as investors become more interested in the Canadian banks because 
of their higher dividends compared to the market. However, it is important to note that if the 
sentiment shifted to a "collapsing economy," Canadian banks could underperform, as inves-
tors start to question the banks exposure to the economy. Investors experienced this phase as 
the pandemic started to hit in 2020.

Can Canadian banks fi nish their seasonal period of strength early? Absolutely. This would 
be particularly true if interest rates started to pullback. Nevertheless, Canadian banks have 
just entered their period of seasonal strength in an environment that is currently supportive 
of outperformance relative to the Canadian stock market. 


