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If there is a summer rally in the stock market, it tends to happen in the fi rst half of July, 
heading into Q2 earnings season, but investors should be extremely careful after this period, 
which is one weakest seasonal periods of the year.

The stock market has a period of seasonal strength from the 
beginning of July until July 18th. In this period, from 1950 to 
2020, the S&P 500 has been positive 68% of the time and has 
produced an average gain of 1.0%. This trend has been persis-
tent over the long-term and over the medium term. In this peri-
od, the S&P 500 has been positive in all of the last nine years. 
The main reason that the stock market tends to rally at this time 
is that investors tend to bid up the stock market ahead of the 
S&P 500 Q2 earnings season getting underway in mid-July. I 
have outlined this trade in my Thackray’s 2021 Investor’s Guide

as the 18 Day Earnings Month Eff ect. 

The stock market is currently being infl uenced by economic reports, earnings, government 
free money programs and central banks keeping the “pedal to the metal” with their monetary 
policy. 

The Federal Reserve policy is a “constant” in the equation at the current time as it is not 
expected to raise its federal funds rate until at least late 2022 or 2023. Governments keep 
extending their free money programs. At some point they will have to reduce and remove 
many of their programs. Nevertheless, they are expected to continue to spend money at a 
record rate on other projects. 

The economy has grown faster than expected. In the U.S. there are many states that are es-
sentially wide open with no or very few COVID-19 restrictions. Some states and Canada 
have lagged with severe lock-down policies, but these places are starting to remove their 
COVID-19 restrictions. Overall, there is progress in getting back to something that looks 
like normal; however, economic reports are increasingly reporting negative surprises.
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According to Citi’s proprietary index of economic surprises, which measures an aggregate 
of economic results that are better or worse than expected, there was an initial drop in Febru-
ary and March 2020 and then a huge spike into autumn 2020 and then a contraction to just 
above zero as of late June.  A drop below zero would indicate that negative surprises are out-
weighing positive surprises. This has not happened yet, but if it does, it could be a harbinger 
of the stock market reacting negatively to economic reports. 

S&P 500 earnings have been better than expected as companies have benefi tted from the 
economy re-opening. Generally, earnings have been better than expected. So far in Q1, with 
almost all of the S&P 500 companies reporting, 87% of the companies have reported better 
than expected earnings (Refi nitiv, June 25, 2021). The Q2 earnings are expected to be “peak 
growth” on a year-over-year basis. As shown in the graph and table below, earnings are ex-
pected to grow 65% in comparison to Q2 of 2020. 

The high growth rates of Q1 and Q2 are somewhat of an inverse of the poor results in Q1 and 
Q2 in 2020. It is interesting to see outsized strong growth rates for 2022.  The rates are more 
than a simple bounce back from the COVID-19 pandemic. They are probably too optimistic 
and could indicate a possible environment for a weaker stock market down the road. Another 
topic for another day.

In the short-term, investors are very bullish on the Q2 earnings season. This year, the start of 
the Q2 earnings season could get an additional boost from the US banks which are generally 
the fi rst large companies to report earnings as the season gets underway. In the fourth week 
of June, the Federal Reserve announced that all of the US fi nancial institutions that it per-
formed a stress test on, passed as expected. What is signifi cant this year is that the US banks 
have been regulated to put the payment of dividends on hold. It is now expected that some 
of the US banks will start to announce dividend resumption in Q3. This is positive news and 
could motivate investors to bid up the markets coming into their earnings reports and help 
boost the overall markets. 



alphaMountain Investments - alphamountain.com
—   3   —  

A primer on seasonality
A lot of investors believe that the best time to invest is a sector is after the positive news is 
released. Seasonal investing does not work in this manner. Typically, the best time to invest 
in a sector of the market or the market occurs in the lead up to the positive news. It is based 
on the premise that it is best to “get in before everyone else” and “get out before everyone 
else.” In other words, seasonal investing is based on taking advantage of investor behavior. 
Sure, the sector of the market or the market can keep rising on an “excellent” event, but the 
real juice for the market is typically before the event takes place. 

For earnings months (January, April, July and October) the main rally in the stock market 
takes place on average until the eighteenth day of the month, as the earnings season gets 
started. Even if reported earnings are decent after the eighteenth of the month, the stock mar-
ket tends not to respond substantially to the upside. Seasonal investing somewhat mirrors the 
adage, buy the rumor and sell the news. It is often wise to exit on the doorstep of the news 
being announced, or as the news is announced.

Positive seasonal trend into earnings 
Currently, we are just about to start, a period in the summer months when the stock market 
typically performs well. If there is a summer rally, this is when it is most likely to occur. 
Despite being in the six-month unfavorable period for stocks that lasts from early May to 
late October, the stock market still tends to perform well in the fi rst half of July. There are a 
number of positive drivers that could drive the stock market higher in the fi rst half of July, 
including positive expectations for earnings. From a seasonal perspective, historically it has 
been best to be in the market towards the end of June and to exit around the eighteenth day 
of July, or before if the market starts to have its momentum erode. 

Negative infl uences to follow potential summer rally- 
Danger Zone starting July 19

  The period after Q2 positive earnings season starts (after July 18) could 
be a very diffi  cult time for the stock market. Once the Q2 earnings 
season gets underway, investors will start to look ahead to Q3. In Q3, 
on a year-over-year basis, earnings growth is expected to decrease 
substantially. Although it is expected, a miss to the downside of lower 

expected growth could push the stock market sharply lower. This is particularly true as the 
earnings are very optimistic. 

In addition, the Producer Price Index (PPI) is rising at a much faster rate than the Consumer 
Price Index (CPI). This typically means that companies are having diffi  culty passing on cost 
increases, which means translates into lower profi t margins. This will potentially start to 
show up in Q3 earnings. This is a large risk to the stock market in the future and I will ad-
dress it in more detail in future writings. 

There is another large risk to the stock market that has not been talked about or priced into 
the market: the US debt ceiling which takes eff ect at the end of July. Over the last number 
of years, this has been a non-event for the stock market. The reality of the situation was that 
it was hard for the US to cut spending with so much of it being non-discretionary. This year 
the situation is very diff erent, with so many free money programs and such a high percent-
age of the current defi cit being discretionary, there is a lot to fi ght about and an acrimonious 
debate between the Republicans and Democrats could spill over into the market with nega-
tive investor sentiment.

On a seasonal basis, investors need to be particularly careful from the second half of July 
onward. Sure, the banks could come out with stronger than expected earnings and positive 
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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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announcements about initiating their dividends in the near future, but this sugar high could 
wear of quickly as excitement about earnings fades and other factors have a greater infl uence 
in driving the stock markets. This is particularly true as on a seasonal basis. The worst two 
contiguous months of the year for the stock market, on average, August and September, are 
on the near-term horizon after a potential summer rally. Any summer rally that could take 
place in the fi rst half of July could be fl eeting (transitory).


