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Investors are looking for the Federal Reserve to provide direction in the stock market. Given
that the Federal Reserve will probably take baby steps in any tapering plan, investors should
probably not put too much short-term emphasis on the Federal Reserve.

A lot investors are anxiously waiting for the Federal Reserve to make its next pronounce-
ment after its meeting on Wednesday September 22. If investors are looking for the Federal
Reserve to set a clear path forward and provide the stock market with an impetus for a
sustained move, they could be disappointed. The Federal Reserve is in the obfuscation busi-
ness. Their job is to provide a muddy water analysis and nudge investors in the direction of
future policy changes.

In 2020, in unusual circumstances, the Federal Reserve was clear that they were going to
flood the market with excess liquidity. Even in this environment, the stock market tended
to consolidate after Federal Reserve meetings. March was largely the exception (see graph
below). There were two other sustained moves after the FOMC meetings, July and Novem-
ber. The November stock market rally was largely predicated on Biden's election win. The
point is that the Federal Reserve did not consistently provide fodder for a stock market rally
right after its meetings. This was despite the Federal Reserve "leaving its foot to floor," with
sustained excess stimulus.
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In 2021, the S&P 500 has tracked a fairly straight line upwards in a channel (up until re-
cently). Along the way, the stock market did not overwhelmingly react strongly to Federal
Reserve meetings. There is not a clear pattern of the stock market moving higher: sometimes
it moved higher, sometimes it corrected for a few days and then moved higher and other
times it consolidated (see graph below).
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So where do we stand now with the Federal Reserve? Currently, Powell has stated that rais-
ing its federal funds rate at this time is off the table. There have been mild hints at tapering
in the future. It should be remembered that the Federal Reserve has been artificially boosting
the economy and markets with huge amounts of liquidity which is arguably excessive. Un-
healthy distortions are popping up. This is particularly true in the housing market, where the
Federal Reserve is buying $40 billion worth of mortgage back securities on a monthly basis.
Given that the US is in a housing bubble, it hardly makes sense to keep driving mortgage
rates to extreme low levels and create an atmosphere of speculation in the housing market.

The Federal Reserve has started to talk about the possibility of tapering in the near future. It
should not be expected that the Federal Reserve will flick a switch and start tapering exces-
sively. Powell learned his lesson in 2018 when he had to reverse course on raising the fed
funds rate after "aggressively" trying to get to get the rate to a more natural level.

Powell has now become "Yellenized." If you remember back to the time when Yellen was
the chairperson of the Federal Reserve, the economy was roaring higher and it took Yellen
forever to raise rates and when she did, it was at a snail's pace. Yellen was a lot of talk and
no action, or at least very little action and only when she absolutely had no choice. I doubt
Powell will follow his 2018 path, it is more likely that the Federal Reserve will move at
a snail's pace in taking any action. Don't forget, if the Federal Reserve does not like how
investors have perceived its pronouncements at its meeting, it will send out the governors
for speeches and interviews in the following days and to meld investor's perceptions to a
desirable position.

Maybe the stock market goes down after this week's Federal Reserve meeting. This year,
after most of the FOMC meetings, the stock market has headed lower for a few days. It does
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not necessarily mean that the stock market will continue lower for an extended period. There
are other factors at play.

The economy has been showing signs of slowing, which has been weighing on investors'
minds, dampening enthusiasm to be invested in the stock market. After the economy being
artificially stimulated since March 2020, maybe peak growth has taken place and investors
need to adjust to slower growth in the future. We are on the doorstep of Q3 earnings being
released. With the nominal growth rates on a year-over-year basis expected to decline from
Q2, maybe investors will become more subdued. The point is that if the Federal Reserve

launches a campaign of "baby steps" tapering, it will probably be other factors that drive the
markets in the near future.
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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 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 reflected 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 efforts 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

Mailing List Policy: We do not give or rent out subscriber’s email addresses.

Subscribe or Unsubscribe to the Thackray Market Letter: Please visit alphamoun-
tain.com.
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