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S&P 500 (Equal Weighted) Technical Status

The S&P 500 has gone “nowhere” since early May. Ok, 
to be correct, the equally weighted index has gone no-
where since early May. At the same time, the S&P 500 
nominal, has been hitting all-time highs on a continual 
basis.

Measuring the S&P 500 equally weighted (RSP) versus 
S&P 500 nominal is one of the ways to measure mar-
ket breadth as smaller companies have a much greater 
weight in the equally weighted index. It is a relatively 
few large stocks that are pushing the S&P 500 higher at 
the current time.

“In just six-and-a-half sessions, AMZN & AAPL added 
more to their market caps (+$265bn, combined) than 
the market cap of 479 S&P constituents” - Goldman 
(July 13).

Technically, it is not a good sign when only a few stocks 
are carrying the market. When the leaders start to roll 
over, it is often a signal that the stock market is entering 
a corrective phase.

The original Top Gun movie staring Tom Cruise was re-
leased in 1986. The sequel was supposed to come out in 
2020, but has been delayed until this November. If case 
you missed the original movie, Netfl ix is releasing it on 
July 15.

The theme song to the movie is Danger Zone which rep-
resents the danger of “dog fi ghts” (aerial warfare between 
fi ghter jets) in the sky. Entering into airspace where the 
enemy is fl ying is always dangerous and accidents can 
happen. Similarly, “fl ying” or investing in the stock mar-
ket in the weakest time period of the year (August and 
September), increases the risk of an “accident” happen-
ing. The stock market is just about to enter into its Danger 
Zone. 

Over the long-term, August and September are the two 
weakest contiguous months of the year. In addition, the 
last third of July also tends to be fairly weak.

Market Update

Highway to the Danger Zone
Gonna take it right into the Danger Zone

Kenny Loggins (Danger Zone) circa 1986
Top Gun Movie Theme Song
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Horizons Seasonal Rotation ETF (HAC : TSX)
Portfolio Exposure as of June 30, 2021

Symbol

Holdings % of NAV

Canadian Dollar Exposed Assets
Bonds

HFR Horizons Active Ultra-Short Term Investment Grade Bond ETF 9.4%

Equities
HXT Horizons S&P/TSX 60 Index ETF 6.3%

Commodities
HUG Horizons Gold ETF 5.1%

United States Dollar Exposed Assets

Bonds
HTB Horizons US 7-10 Year Treasury Bond ETF 14.4%

Equities
HXS Horizons S&P 500 Index ETF 28.3%
XLP Consumer Staples Select Sector SPDR 9.9%
XLV Health Care Select Sector SPDR 10.1%

XLRE Real Estate Select Sector SPDR 5.0%
HULC Horizons US Large Cap Index ETF 3.5%

IBB iShares Nasdaq Biotechnology ETF 6.2%
FHH First Trust AlphaDEX US Health Care Sector Index ETF 3.1%

IWM iShares Russell 2000 ETF -10.2%

US Dollar Forwards (August 2021) - Currency Hedge ** -1.6%

Cash, Cash Equivalents, Margin & Other 10.5%

Total ( NAV $223,117,301) 100.0%

** Refl ects gain / loss on currency hedge (Notional exposure equals 84.07% 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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The stock market is just fi nishing its mini-seasonal period 
of strength where it tends to perform well from the last 
couple of days in June until July 18. The stock market 
tends to rally in this time period as investors tend to push 
up stock prices ahead of the Q2 earnings season. 

I wrote about this phenomenon in the Thackray Report - 
Summer Rally released on June 28.

To read the report, please visit alphamountain.com.

It is hard to argue that the stock market is undervalued. 
Maybe it is fairly valued or overvalued, but it is not un-
dervalued. Investors should note that an overvalued mar-
ket can stay overvalued for a very long time and it is prob-
ably foolish to exit a stock market just because you feel 
that it is overvalued.

That being said, a very overextended stock market can 
make it fragile and result in large losses if a negative cata-
lyst were to occur. On a seasonal basis, most large correc-
tions in the stock market occur in the weakest six month 
period of the year, from early May to late October. The 
“sweet spot” for large market corrections occurs in Au-
gust and September. I call this the “Danger Zone.”

Danger Zone
The Danger Zone is a mini-period within the weaker six 
months of the year that lasts from early May to late Octo-
ber. The Danger Zone is the two month period in the year 
where the market has lost the most on average, produced 
the biggest losses and the smallest gains. In other words, 
it is the time of the year that is the least favorable time in 
which to invest. It is the time of the year where investors 
should consider being cautious and on average, consider 
decreasing their beta.

The table below illustrates how the period from the begin-
ning of August to the end of September has fared from 
1950 to 2020 and from 1990 to 2020. In the period from 

1950 to 2020, the S&P 500 has had gains of greater than 
10% only twice (both of these instances were back in the 
1980’s). On the other hand, this period has produced loss-
es greater than 10% seven times from 1950 and four times 
from 1990. In other words, the period from the beginning 
of August to the end of September tends to have large 
losses and small gains.

S&P 500 Gains/Losses 
August 1 to September 30

1950 to
2020

1990 to
2020

Gains Greater 
Than 10% 2 0

Losses Greater 
Than 10% 7 4

Avg. Gain/Loss -0.5% -1.0%

Of course the stock market can rally higher in August and 
September. Last year in 2020, the S&P 500 rallied 2.8% 
as the result of aggressive stimulus from both the govern-
ment and central bank. 

This year government relief stimulus is moderating and is 
expected to be reduced in late Q3 and Q4. Future govern-
ment spending is expected to be more oriented to longer 
term projects with little short-term benefi ts. Although the 
Federal Reserve is expected to maintain an aggressive 
loose monetary policy, it is making motions that it is start-
ing to become more hawkish, or at least hinting at moving 
up the date when it might start removing its liquidity from 
the market. If investors start to believe that the stimulus 
is set to dry up in the future, the stock market will loose 
some of the tailwinds that has helped it to reach all-time 
highs.

In the shorter term, many states have already canceled the 
Federal assistance program in order to motivate workers 
to get back to work. It is expected that most of the states 
will cancel the Federal portion of aid by September as 
school children fi nish their summer holidays and get back 
to school. 

The eviction moratorium is set to be removed at the end of 
July as per SCOTUS. This could start to have an impact 
on the rental market and could start to put a damper on the 
housing market that could feed into the overall economy. 

This year the US debt ceiling moratorium is set to be can-
celed at the end of July. In recent years the ceiling has 
either been raised or as in the case of the last “debt ceiling 
crisis” a moratorium was used to ignore the issue. This 
year, the issue will probably get pushed into the future 
once again, but we could see some stalling and negotia-
tions that could cause some temporary concern for inves-
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tors. The US has enough money to last into August and 
the issue will probably get resolved. Nevertheless, there 
is a chance that the issue could present some problems.

The student debt moratorium is set to expire at the end of 
September. The expectations are that this will be “kicked” 
into 2022.

There are quite a few issues that could cause some prob-
lems in the near future as the economy transitions out of 
the COVID-19 pandemic as governments adjust their 
stimulus accordingly. Most of the issues will probably be 
pushed out further into the future, but they could cause 
some concern for the stock markets over the next few 
months.

The fact that there are some headwinds developing does 
not mean the stock market will necessarily correct in the 
Danger Zone. Nevertheless, the combination of the stock 
market being in the Danger Zone and facing headwinds 
does make the stock market susceptible to correcting.

Sorry....bad news...the refl ation trade is not set to 
make a comeback over the next few months

The refl ation trade was all the rage in 
late 2020 and into 2021. Over the last 
few months, the refl ation trade has 
struggled and many investors are call-
ing for the refl ation trade to once again 

reignite. Sorry...on a seasonal basis the refl ation trade is 
not supported at this time.

Despite all the hype with the refl ation trade, the cyclical 
sectors have been negative and underperforming the S&P 
500 since the beginning of June.

Infl ation expectations longer term started to turn lower in 
May. Below is the graph of the 5yr5yr forward infl ation 
expectation rate. It is a swaps contract that measures the  
expected infl ation (on average) over the fi ve-year period 
that begins fi ve years from today.

Lower infl ation expectations often translate into weaker 
performance of the cyclical sectors of the stock market. 
Despite higher than expected CPI numbers and infl ation 

expectations increasing in the short-term, investors are 
expecting lower longer-term infl ation rates.

 

Copper rallied strongly off  the pandemic lows in 2020. It 
was all the rage as investors pushed the red metal higher 
with an expanding economy. Since May, the price of cop-
per has receded as economic growth expectations and in-
fl ation expectations have moderated.

Copper is known as Dr. Copper (the metal with a PHD) 
as it is often a good indicator of economic growth. The 
recent breakdown of copper supports the prognosis of 
slower growth for the economy. It is possible that copper 
could once again get back above trend line, but currently  
it does not look like this is case. In addition, the base met-
als tend not to perform well on a seasonal basis in the 
summer months.

In my May newsletter, I included a chart of lumber prices 
and super imposed a lumber jack on the chart ready to cut 
down the “graph.” Ironically, lumber started to decline 
days after I published the graph. Lumber has since fallen 
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over 50% from its peak. I would not put too much weight 
on this graph as there were some “unique” supply con-
straints pushing the price of lumber higher as demand also 
increased. Nevertheless, it is interesting to note that the 
price of lumber started to decline close to when infl ation 
expectations started to decrease and other commodities 
also started to decrease in price.

Overall, the cyclical sectors of the stock market on a sea-
sonal basis tend to underperform the S&P 500 at this time 
of the year and it is typically better to look for other in-
vestment opportunities. 

The good news is that the cyclical sec-
tors of the stock market generally start 
their next strong seasonal periods in 
October and it is often better to wait at 
this time of the year for better buying 

opportunities that can lie ahead.

Seasonal Opportunities

Gold stocks vs gold miners
There are quite a few investors that are wondering if it 
is better to invest in gold bullion or gold miners. It is an 
extensive discussion, but I thought that I would address it 
in the context of relative performance. 

Gold bullion has a strong seasonal period that lasts from 
July 12 to October 9 and the gold miners have a strong 
seasonal period from July 27 to September 25. 

I have prepared a table below to represent an approximate 
relationship of gold bullion to gold miners. The gener-
al relationship is that if both gold bullion and the stock 
market are both rising, then this is very positive for gold 
miners. If gold and the stock market are heading lower, 
gold miners tend to underperform the S&P 500. There are 
some nuances in the other possible scenarios.

Gold Miners Performance
Stock 
Mkt 

Stock 
Mkt 

Stock 
Mkt 

Stock 
Mkt 

Gold    or 

Gold    or or
Gold  or   

Gold     

# and direction of arrows represent hypothetical general 
strength and direction

The bottom line is that investors should be careful with 
gold miners if the stock market were to have a substantial 
correction. In this scenario, it is possible for gold to hold 
up relatively well and gold miners perform poorly.

Sure, I know that the gold miners have excellent cash fl ow 
and that gold miners are akin to buying leveraged gold in 
the ground. However, in the short-term, these things do 
not matter that much when everyone is selling anything 
in a correction. When the stock market corrects sharply 
and the “correlation goes to one” for most assets as inves-
tors try to raise cash, gold miners tend to suff er. A large 
percentage of the gold miner positions are spec money in 
weak hands and as a result, gold miner positions bought 
on margin get called in when the stock market corriects 
sharply and as a result, the miners tend to sell-off . After 
the market settles down, gold miners can represent a good 
buying opportunity. 

Gold Bullion –
Gold bullion has a strong seasonal period from July 12 
to October 9

Gold bullion peaked in August 2020. It formed a down-
trend into April 2021, as interest rates climbed. Gold 
turned upwards in March, as interest rates fl attened and 
then started to decline. What is interesting is that gold 
turned sharply lower in June as the result of the “more 
hawkish” than expected FOMC meeting. It is interesting 
that bond investors barely budged from their declining 
interest rate scenario as mid-term and long-term interest 
rates continued lower after the FOMC meeting. Recently, 
gold has started to move higher as interest rates have con-
tinued to move lower. 

Gold bullion has just started its strong seasonal period and 
looks to be a good opportunity at this point. 

The biggest current risk to gold prices is a strong U.S. 
dollar. Recently, on days when the U.S. dollar has been 
moving sharply higher, gold has tended to move lower, 
regardless of interest rate movement.
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My Call: Gold will probably continue to perform well 
into late September.

Gold Miners –
Gold miners have a strong seasonal period from July 27 
to September 25

Gold miners started to perform well in March and then 
pulled back down in June as gold bullion started to cor-
rect. Recently, on an absolute basis gold miners have 
started to consolidate, but on a relative basis gold miners 
have been underperforming relative to gold, even as the 
stock market has been making new highs.

If the stock market continues higher, gold miners could 
provide a good investment opportunity. Nevertheless, in-
vestors should be monitoring overall market health in ac-
cessing a gold miner position.

My Call: Gold miners will probably outperform the 
S&P 500 over the next two months, but on a sporadic 
basis.

Biotech
The biotech sector has a strong seasonal period from 
June 23 to September 13

The biotech sector started to underperform the S&P 500 
in February. In May, the sector became oversold and 
bounced higher. In early June, the sector performed ex-
tremely well, strongly outperforming the S&P 500. For 
the month of June, the biotech sector strongly outper-
formed the S&P 500. The biotech sector has strong sea-
sonal performance in the month of July. From 1994 until 
2020, the biotech sector has outperformed the S&P 500 in 
July, 82% of the time. In other words, there is still time for 
the sector to return to its strong seasonal pattern.

So far, the biotech sector has been performing poorly in 
its seasonal period. Nevertheless, there is still some time 
for the sector to perform well.
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My Call: The biotech sector will probably moderately 
outperform the S&P 500 over the next two months.

Consumer Staples –
The consumer staples sector has a strong seasonal period 
from April 23 to October 27

The consumer staples sector is considered a boring sector 
of the stock market and most investors would prefer to be 
in other sectors that have more “fl ash.” Nevertheless, the 
consumer staples sector can outperform the S&P 500 in 
its strong seasonal period which lasts from mid-April to 
late October. 

The relative performance of the consumer staples sector 
compared to the S&P 500 can help to provide clues to 
investor sentiment in the summer months. 

In the graph below, period (1) represents outperformance 
of the consumer staples sector as both risk aversion and 
lower interest rates helped to provide to relative support 
of the sector. In period (2) the sector performed at mar-
ket as interest rates were stable. In period (3) the sector 
underperformed as interest rates climbed. In period (4) 
the sector has been underperforming as interest rates have 
been moving lower. 

So what is happening in period (4)? Investors have been 
favoring the technology sector as interest rates have 
moved lower. As the equally weighted broad stock market 
has been moving sideways, investors have wanted to stay 
invested and have preferred to focus on large cap growth 
stocks including technology. Despite lower interest rates 
typically being supportive of the consumer staples sector, 
the sector has lagged. 

So where does the consumer staples sector stand cur-
rently? August tends to be one of the stronger months of 
the year for the consumer staples sector. Given that it has 
been underperforming coming into this period of seasonal 
strength, the sector is poised to move higher. The infl ec-
tion point of outperformance will probably occur when 
the technology sector starts to underperform the S&P 500 
in a declining interest rate environment, as this will dem-
onstrate that investors have shifted their preference in a 
falling rate environment. 

My Call: The consumer staples sector will probably 
start to once again outperform in mid-to-late July. 

Transportation –
The transportation sector is not in its strong seasonal 
period. In fact, it tends to perform poorly at this time of 
the year. Monitoring the transportation sector’s relative 
performance compared to the S&P 500 gives investors 
insight into economic growth expectations. An underper-
forming transportation sector is often a pre-cursor to eco-
nomic growth expectations moderating. Transportation 
is needed to move goods in the economy. Currently, the 
transportation sector is underperforming since June.
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My Call: The transportation sector will probably con-
tinue to underperform over the next two months.

Materials –
The materials sector is not in a strong seasonal period. In 
fact, the sector tends to poorly at this time of the year into 
August and September. The fact that the materials sec-
tor continues to underperform, indicates that the market 
seasonality is in sync and is supporting the prognosis of a 
possible weaker overall market ahead.

My Call: The materials sector will probably continue to 
underperform until late September.

US Financials
The US fi nancial sector is not in its strong seasonal pe-
riod, but it is a good sector to watch at this time of the year 
to help gauge the sentiment of the stock market. The US 
fi nancial sector is a type of canary in the coal mine for the 
stock market at this time of the year. The U.S. banks unof-
fi cially kick off  the Q2 earnings season. They are gener-
ally the fi rst large companies to report their earnings. 

It is not so much if the earnings are better than expecta-
tions, but how investors react to the earnings that count. 
For example, in the graph below the fi nancial sector start-
ed to report their Q1 earnings in mid-April. The earnings 
were great and the fi nancial sector outperformed the S&P 
500, despite falling interest rates. 

Investors need to watch how the fi nancial sector performs 
as the U.S. banks report their Q2 earnings in mid-July. 
If the sector starts to head south....this is generally not a 
good sign for the stock market.

My Call: The US fi nancial sector will probably under-
perform the S&P 500 over the next two months.

Canadian Banks –
The Canadian banking sector could perform well into the 
announcement of their Q2 earnings in August. 

The Canadian banking sector is diff erent than the US 
banking sector, given its oligopoly status and high divi-
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dend payouts. When the stock market is initially perform-
ing well and then starts to turn down, investors tend to 
migrate to Canadian banks as they generally want to re-
main invested. 

In the graph below, Canadian banks in late 2020 and 2021 
have consolidated and then started to rise heading into 
earnings. Unless the stock market corrects sharply, it is 
possible to see the same trend into Q2 earnings releases 
in late August.

My Call: The Canadian banking sector will probably 
outperform the Canadian stock market starting shortly 
and into earnings releases for the sector in late August.

Health Care –
The health care sector has a strong seasonal period from 
May 1 to August 2

Recently, the health care sector has broken its downtrend 
and has started to show signs of strength. On an absolute 
basis, the sector remains in an uptrend. 

The seasonal period of strength for the health care has a 
brief pause in early August. It ends its fi rst leg of seasonal 
period on August 2 and then restarts briefl y afterwards 
on August 12. This brief interim period of weakness is 
an anomaly, but the weak trend is signifi cant enough to 
consider exiting in this period. Of course, if the health 
care sector has strong seasonal momentum, it could make 
sense to hold over this interim period.

My Call: The health care sector will probably outper-
form into October, except the brief interim period at the 
beginning of August.

US Government Bonds –
The US government bond sector has a strong seasonal 
period from May 6 to October 3

US government bonds have been performing well since 
the end of March. Interest rates have been falling as bond 
investors have refused to buy the continued economic 
growth and stronger than expected infl ation.

The sweet spot for the government bond trade has a sea-
sonal sweet spot in August and September. In other words, 
there could be further gains ahead.
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My Call: US government bonds will probably continue 
to outperform over the next two months.

US REITs –
The US REIT sector has a strong seasonal period from 
March 8 to September 20

US REITS have been performing well in the environment 
of rising and falling interest rates. This has been the re-
sult of investors expecting increasing economic growth. 
Although lower interest rates help the valuation of REITs 
because of their high payout, investors need to be careful 
with this sector when the economic growth starts to turn 
sharply lower. 

On a seasonal basis, the US REIT sector performs well 
until mid-to-late September. It should be noted that Au-
gust can be a bit subdued for the sector.

My Call: The US REIT sector will probably pause its 
outperformance for the month of August.

Utilities–
The utilities sector tends to perform well from late July 
into late September.

The utilities sector has been underperforming the S&P 
500 in 2021, other than strongly outperforming in March.

On an absolute basis, the sector has been setting up will 

with higher lows, forming an ascending triangle. It is in-
teresting to note that the utilities sector has been outper-
forming the S&P 500 while interest rates have been ris-
ing....when the sector has been bouncing off  its upward 
trend line. Currently, the utilities sector is once again 
bouncing off  its trend line, which could be a good setup 
for August when the sector tends to outperform.

My Call: The utilities sector will probably outperform 
the S&P 500 starting the latter part of July and August.

Rants

Rant #1
Super Mario 64 Video Game Sells For “World 
Record” $1.5 Million At Auction
This is getting ridiculous. Recently, a Super Mario 64 
Video Game sold for $1.5 million. I have an idea, why 
doesn’t the person that bought the game make an NFT 
(non-fungible token) of the game, smash the game and 
destroy it and sell the NFT for $2 million. I will accept 
a commission of 10% for the idea. To get my attempt at 
humor on this topic, reading my previous rants on NFT’s 
would be helpful. 
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Rant #2
Global Minimum Tax – 
be careful what you wish for

The global minimum tax (GMT) sounds like a good thing 
and there are some positive aspects. Amazon and other 
companies should not be able to pay almost nothing in 
taxes because they are good at capturing revenue and 
profi ts off shore. No question. To set the record straight, 
Amazon does pay a large amount of other taxes that are 
not revenue based, but nevertheless there is something 
disgusting about a large company paying very little tax 

on profi ts.

There are several problems with a GMT. First, it will 
probably be raised in the future (high probability). It is 
currently proposed at 15%, but like all taxes it will head 
higher. The US has already established that their corpo-
rate tax rate will be a minimum of 21%. I can foresee that 
one day the GMT rate will be raised to 30% and even 
closer to 50%.

One of the major pluses that is being put forward is that 
less developed countries, whom often have low corporate 
tax rates, will not be “forced” into having a low corporate 
tax rate below 15%, as all countries will have the same 
rate. In theory, with a GMT rate, less developed coun-
tries should be able to generate a greater revenue base 
with a higher tax rate. If every country has the same rate, 
then companies will no longer be incentivized to “country 
shop” for low rates. In practice, this will encourage com-
panies to pull their production from the less developed 
countries as their relative costs compared to developed 
countries such as the U.S. will increase. This is a huge 
benefi t for the developed countries such as the U.S. and 
will hurt less developed countries.

When the GMT rate goes up to 30% or higher (and it will), 
huge misallocations will take place and ineffi  ciencies will 
restrict growth. If a country can operate eff ectively at a 
10% corporate tax rate, forcing a higher tax rate on that 
country will raise the cost of goods and services for ev-
eryone where the products are sold around the globe. The 
cost of higher taxes is ultimately passed on to the con-
sumer. In addition, governments will be disincentivized to 
use tax revenue effi  ciently and waste will naturally ensue.

There is a problem with large corporations avoiding tax-
es, but a better solution than a GMT is to disallow off -
shore capture and force profi ts to be taxed in the country 
of origination. Yes, there are problems with this solution, 
but it is better than both the current situation and the pro-
posed GMT.

Rant #3
Powell is scared of losing his job
Investors should not expect much progress in the Federal 
Reserve reducing its aggressive stimulus over the next 
eight months. Yes, eight months. Why? Powell is scared 
of losing his job when his term as Chairperson of the Fed-
eral Reserve ends in February 2022. There is no question 
where US government stands on free money programs, 
spending and their opinion on of the Federal Reserves li-
quidity programs…more. Yellen has made it quite clear 
that she wants more of everything.
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Despite Powell expanding the Federal Reserve’s unoffi  cial 
mandates to include climate change and racial inequality, 
his job is at risk. I believe that the Biden government will 
want someone that believes that much “more” is needed 
and will want someone that is committed to increasing the 
liquidity in the system beyond what the current Federal 
Reserve is enacting. 

I believe that the administration will want a fresh face 
that pursues climate change and racial inequality much 
more than Powell. I believe that Lael Brainard, Governor 
of the San Francisco Federal Reserve is the top candidate. 
She has made her position clear that the Federal Reserve 
should continue implementing stimulus on an indefi nite 
basis. 

Lael Brainard: Federal Reserve Governor San Francisco

Lael Brainard is considered an uber-dove and basically 
thinks that the Federal Reserve should “print” money for-
ever regardless of the consequences.

Powell can still hold on to his job. He has done a good 
job of remaining apolitical and has shown skill in chang-
ing his policies to please politicians and has been able to 
work both sides of the aisle. Nevertheless, his job is up for 
grabs soon and he better not become too hawkish before 
his current term expires, otherwise he is gone.
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