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S&P 500 Technical Status

The S&P 500 rallied in March, managing to touch 
4600 late in the month and has since pulled back. It 
is possible that the high in late March is the “new” 
right shoulder (RS) of a head and shoulders pattern. 
This would put the neckline around 4200. 

In March, the S&P 500 did manage to break below 
4300, which at the time was the neckline for the 
previous head and shoulders pattern. It did not stay 
there for long and managed to climb back above the 
neckline.

If the S&P 500 does manage to break below its new 
neckline, it could easily drop back to its highs of 
2020. At the current time, we are “transitioning” into 
the unfavorable six-month period for the stock mar-
ket. Given that the Federal Reserve is implementing 
a tight monetary policy at the same time the stock 
market is moving into a situation with head winds 
to fi ght and has more down side risk compared to 
upside potential, investors need to be cautious at this 
time.

defensive sectors. This is the big shift: investors shifting 
into the defensive sectors. Before you tune out, with the 
stance that defensive sectors are boring, it is important to 
realize the signifi cance of what is taking place and what it 
means for the stock market.

The defensive sectors (consumer staples, utilities, health 
care and REITs) have been performing well, despite the 
headwinds of rising interest rates and being outside of 
their strong seasonal  period. This should not happen. So, 
what is going on? 

Investors want to stay invested in the stock market and not 
want miss out on large potential gains. After all, the S&P 
500 produced a gain of 26.9% in 2021. Who wants to miss 
out on 26.9%? Investors are concerned and worried about  
market valuations, a slowing economy, rising interest 
rates, the Russia-Ukraine war and other factors. Rather 
than leave the stock market, investors have been moving 
into the defensive sectors of the stock market. They are 
still invested and rationalize that they can always rotate 
into higher beta sectors if the stock market starts to rally. 
It is always easier to rotate in between sectors than make 

Market Update

The Big Shift
There is a shift taking place in the stock market and 
very few investors notice or understand what is tak-
ing place. For years, investors counted on the tech sec-
tor outperforming, backing off  a bit, then resuming its 
outperformance. In 2021, the cyclical sectors took the 
lead for a bit and in the fi rst couple of months in 2022 
the commodity stocks have been the leaders. What few 
investors are noticing is the strong performance of the 
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Horizons Seasonal Rotation ETF (HAC : TSX)
Portfolio Exposure as of March 31, 2022

Symbol

Holdings % of NAV

Canadian Dollar Exposed Assets
Equities

HCRE Horizons Equal Weight Canada REIT Index ETF 5.2%
HXCN Horizons S&P/TSX Capped Composite Index ETF 29.7%

United States Dollar Exposed Assets

Equities
XLB Materials Select Sector SPDR Fund 3.9%
XLI Industrial Select Sector SPDR Fund 6.5%
XLY Consumer Discretionary Select Sector SPDR Fund 1.0%
HXS Horizons S&P 500 Index ETF 41.7%
HSU BetaPro S&P 500 2x Daily Bull ETF 9.9%

US Dollar Forwards (April  2022) - Currency Hedge ** 0.5%

Cash, Cash Equivalents, Margin & Other 1.6%

Total ( NAV $230,778,523) 100.0%

** Refl ects gain / loss on currency hedge (Notional exposure equals 64.75% 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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a cash call.

When investors rotate into the defensive sectors of the 
market, as interest rates are rising, it is not typically a pre-
cursor to a strong rally in the near term. In fact, the situa-
tion typically unfolds with the stock market heading low-
er. In December 2021, the defensive sectors outperformed 
the S&P 500. At the same time, the S&P 500 was moving 
higher and interest rates were moving higher. See graph 
below. This is not normal and indicates that the stock mar-
ket was becoming susceptible to a correction.

What happened next? The S&P 500 peaked on January 3 
at 4797, headed lower.

A bit later, the stock market managed to rally for most of 
March, but towards the end of the month, it turned lower. 
It is interesting that once again the defensive sectors be-
came  the outperformers. The stock market subsequently 
headed lower in April.

It should be noted that after outperforming in December, 
the defensive sectors performed at approximately “mar-
ket” for most of January as the S&P 500 headed lower. 
Often, the defensive sectors outperform the market when 
it is headed lower. It is possible that the defensive sectors 
got ahead of themselves in December. However, inves-
tors did not have to wait for a long time, as the defensive 
sectors once again started to outperform in mid-February.

We are just at the start of the period when some of the 
defensive sectors begin their strong seasonal periods. Dif-
ferent defensive sectors benefi t from diff erent macro situ-
ations. The one sector that is a quasi defensive sector is 
the REIT sector. Although it pays out a high distribution, 
it is linked to the economy. In economic slowdowns the 
REIT sector tends to underperform. If the economy starts 

to slow down rapidly, consideration should be given to 
exiting the sector substantially before the end of its strong 
seasonal period.

Mid-term election- 
Not good for the markets- starting now

The stock market on average peaks in early May. How-
ever, in mid-term election years, the stock market tends to 
peak in mid-April. Why? Investors do not like the uncer-
tainty of an election. In the current environment of “more 
government spending the better” (which is not true), the 
prospect of political grid-lock can provide uncertainty. 
Investors push down the market in an uncertain environ-
ment. The stock market tends to rally starting in Octo-
ber, before the actual election, as investors anticipate the 
election fi nally taking place and the uncertainty is already 
baked into the price of the market.

In this mid-term election, it looks like the Republi-
cans are going to take the House and the Senate. If that 
happens, investors should expect political grid-lock.

Recession - Don’t wait for it!
A lot of investors want to get a clear recession signal be-
fore making an investment decision. Sorry, too late. The 
stock market tends to move lower six months before a 
recession starts. Graph compliments of Credit Suisse.
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Zombie farm (Russell 2000) - Not performing well

I call the Russell 2000 (small caps) the Zombie farm be-
cause over 20% of the companies cannot eff ectively ser-
vice their interest payments from their profi ts (zombies). 
With such a large number of zombie’s the Russell 2000 
is highly levered to growth. If the economy is heading 
into a recession, the small cap sector is not a good place 
to be. On the other hand, when the economy is about to 
bottom out of a recession, the small cap sector tends to 
outperform. 

The small cap sector has been underperforming the S&P 
500 since late March 2021. Note that the small cap sector 
outperformed the S&P 500 in its strong seasonal period in 
2020/21 and again in 2021/22, despite a bigger trend of 
underperformance.

The fact that the small cap sector is underperforming at 
this time is not a strong sentiment indicator for the over-
all stock market. Sure, the stock market can perform well 
when the small cap sector is lagging. But it is rare that 
the small cap sector performs well and the S&P 500 loses 
ground. 

Government bond yield curve - Portends “not 
good” things 
Like an inverted umbrella, the stock market does not work 
well when the bond market inverts. 

There has been a lot of media attention to the fact that 
the US government bond yield curve has inverted. In 
early April, the 10Y-2Y (10YR yield minus 2YR yield) 
inverted. In other words, the yield on the 2YR bond be-
came greater than the 10YR bond. This is not normal 
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and indicates that bond investors are expecting a slowing 
economy.

Although the 10Y-2Y curve is the most commonly re-
ferred to as the recession barometer, many other points 
along the curve have also inverted. For example, the 30Y-
3Y curve has also inverted (graph below).

As the 10Y-2Y curve fl attens, the rest of the yield curve 
also tends to fl atten. The result is a compression of the 
yield curve before recessions (narrowing of diff erent 
yield curves as they get closer to inversion).

A lot of investors question why the yield curve steepens 
after it has inverted and then a recession typically follows. 
In a normal business cycle, the economy expands, capac-
ity utilization increases, the economy becomes too hot, 
the central bank continues to raise interest rates as the 
economy continues to expand. At the same time, interest 
rates at the long end of the curve head higher because of 
economic growth and because of rising infl ation from an 
overheated economy. Eventually, the high interest rates 
slow the economy down. As the economy cools, long 
bond yields decrease to refl ect the slowing economy and 
reduced infl ation expectations. Falling long bond yields, 
start to fl atten the curve. Eventually, the central bank 
starts to lower interest rates at the short end of the curve, 
but long bond yields tend to fall faster and the curve con-
tinues to fl atten. 

The process of curve fl attening starts at a level of high in-
terest rates. Today, we are in a very diff erent circumstance. 
The Federal Reserve is tightening rates as the economy is 
slowing. It is being forced to do so because of rapidly ris-
ing infl ation rates. Normally, the Federal Reserve would 
be reducing rates as the economy is slowing. Hence, we 
are on the verge of stagfl ation, a stagnant economy with 
high infl ation.

When we enter into a recession, at whatever point that 
may be, maybe sometime next year, investors should not 
expect the Federal Reserve to be dramatically cutting 
its interest rate and steepening the yield curve. In other 
words, we could see a longer than normal recession.

Bond seasonality is supportive of lower yields at the lon-
ger end of the curve. Typically, government bonds perform 
well from early May to early October. There is a lot go-
ing on this year and as the Federal Reserve gets going on 
its rate hiking cycle and quantitative tightening, we could 
see a delay or muted fi rst part of the seasonal period of 
strength for government bonds. The strongest part of the 
government bond seasonal period takes place in August.

Seasonal Trends
The stock market has been stumbling as it has been ap-
proaching the start of its six-month unfavorable period 
that lasts from May 6 to October 27. In mid-term election 
years (this year), the stock market tends to peak earlier, in 
mid-April. 

Given that the stock market has declined 8% from its high 
on January 3 of 2022, it is possible that we could see a 
bounce higher in the short-term. If this were to happen, 
the “Great Shift” to defensive sectors could be muted in 
the short-term. However, it is expected that the defensive 
sectors could still outperform the S&P 500 over the next 
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few months. The big take away from the performance of 
the defensive sectors relative to the S&P 500 is that there 
is a low probability of a strong extended rally in the stock 
market in the near future.

Seasonal Opportunities
Energy
The energy sector has a strong seasonal period from Feb-
ruary 25 to May 9. 

The energy sector has been on fi re since the beginning of 
the year. Recently, the sector has become more volatile, 
but it is still in an upward trend. Investors should note that 
the strong seasonal period ends on May 9. Some years, the 
energy sector can maintain strong momentum into June. 
There is a strong case for the energy sector to perform 
well based upon fundamentals, but the seasonal trend 
tends to turn lower shortly. Investors need to be careful.

My Call: The energy sector will probably continue to 
perform well for the remainder of April before starting 
to turn lower.

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

The materials sector tends to be one of the strongest sec-
tors of the market in April. The sector has been perform-
ing well, and outperforming the S&P 500 since early Feb-
ruary. On an absolute basis, the materials sector has just 
started to turn lower. The sector fi nishes its strong sea-
sonal period in a few weeks. Investors should be looking 

for this sector to start to underperform the market in the 
not so distant future.

My Call: The materials sector will probably continue 
to outperform the S&P 500 for the remainder of April, 
before starting to underperform.

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

The industrial sector managed to outperform from Febru-
ary into March, but has since turned lower. As interest 
rates have been moving higher, investors are becoming 
increasingly concerned of a slowing economy. The indus-
trials sector is one of the fi rst sectors to react to concerns 
of a slowing economy.
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My Call: The industrials sector will probably continue 
to underperform the S&P 500 despite being in its strong 
seasonal period.

Technology–
The technology sector has a strong seasonal period from 
December 15 to January 17

The technology sector is currently not in its strong sea-
sonal period, but its performance is a good barometer for 
investor sentiment. The technology sector has been per-
forming poorly in 2022 as interest rates have been ris-
ing. If interest rates move lower and the technology sector 
starts to outperform, this could help the stock market rally 
for an extended period.

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

After outperforming at the beginning of 2022, the fi nan-
cial sector has been underperforming the S&P 500. Some 
investors have been wondering why the fi nancials sector 
has been underperforming while interest rates have been 
rising. The problem is that yield curves have been fl atten-
ing, which hurts bank profi ts.

The US fi nancial sector has just fi nished its strong sea-
sonal period.

My Call: The fi nancial sector will probably continue to 
underperform the S&P 500.

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

The Canadian banks performed well at the beginning 
of the year compared to the Canadian stock market. In 
March, the sector started to underperform as interest rate 
yield curves fl attened. 

The Canadian banking sector is sensitive to economic 
growth. Although the high dividend yields of the Cana-
dian banks can help to buoy the sector initially, if fears 
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of an economic slowdown increase, Canadian banks will 
likely underperform.

My Call: The Canadian banking sector will probably 
continue to underperform in the near future.

Gold Bullion
Gold bullion has a strong seasonal period from Decem-
ber 27 to January 26. Gold can perform well into March.

Gold bullion has been performing very well despite not 
really moving in the last month.

Gold should have been declining in the last month in an 
environment of rising interest rates and rising dollar, but 
it has been holding its own. If the situation was reversed 
and interest rates started to fall, along side the US dollar, 
gold would probably have performed extremely well.

Gold could be setting up to perform well in its next sea-
sonal period or in the weeks leading into its next seasonal 
period.

Gold Miners
Gold miners have a strong seasonal period from Decem-
ber 23 to February 14. The seasonal period for gold min-
ers can last into March.

Gold miners have been performing particularly well since 
February. The miners are outperforming gold which is a 
positive sign for both the miners and gold. This has been 
happening while the S&P 500 has been heading lower, 
which makes the miner’s performance even more notable.

Homebuilders
Homebuilders have a strong seasonal period from Octo-
ber 28 to February 3

The homebuilders sector is not in its strong seasonal pe-
riod at the current time. However, I wanted to point out 
how poorly the sector is performing relative to the S&P 
500. The housing market (real estate) has been on fi re re-
cently. Nevertheless, the homebuilders sector has been 
underperforming the S&P 500 since December 2021. 

What does the homebuilders sector know? Sure, rising in-
terest rates has had an impact on homebuilders, but they 
also make housing less aff ordable. Is it possible that the 
homebuilders sector is anticipating a fall in housing pric-
es? Homebuilders are levered to the overall health of the 
housing market, especially in the US. Many new home 
builds have clauses in their contracts that allow the buyer 
to “walk away” if they cannot get a mortgage. If prices 
decline, it is possible to see home builders get stuck with 
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a large amount of inventory.

Consumer Discretionary
The period of seasonal strength for the consumer discre-
tionary sector ends mid-April. 

The consumer discretionary sector on average is the top 
performing sector in the month of March. This year, the 
consumer discretionary was once again one of the top per-
forming sectors in March. In April, the sector has started 
to underperform the S&P 500. The sector fi nishes its sea-
sonal period very shortly.

My Call: The consumer discretionary sector will prob-
ably continue to underperform.

Metals and Mining
The metals and mining sector has a strong seasonal pe-
riod from January 23 to May 5

The metals and mining sector consolidated for most of 
2021 and into early 2022. The metals and mining sector 
had a breakout of its consolidation pattern in February 
and has rocketed higher as a result of the Russia-Ukraine 
war. 

The metals and mining sector has benefi ted from rising 
infl ation. As such, if there is a reprieve in infl ation, the 
metals and mining sector could head lower. Longer term 
there are stronger fundamentals for metals and mining to 
perform well, but it is possible to see a temporary pull-
back, especially once the sector fi nishes its strong sea-
sonal period.

My Call: The metals and mining sector will probably 
start to underperform the market in May.

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

The US REIT sector has been performing well recently 
and has held support relative to the S&P 500. Investors 
have been attracted to the sector because of its high dis-
tributions. Yes, rising interest rates make the distributions 
worth less, but when investors are concerned about mar-
ket valuations and the economy is still performing reason-
ably well, investors are attracted to the REIT sector. RE-
ITS are more infl uenced by the business cycle than they 
are interest rate moves.
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If investors start to become very concerned about eco-
nomic growth, it is likely that the REIT sector will prob-
ably underperform the S&P 500.

My Call: The US REIT sector will probably continue 
to perform well in the short-term, but start to under-
perform the S&P 500 well before the end of its strong 
seasonal period.

Consumer Staples
The consumer staples sector has a strong seasonal period 
from April 25 to May 31 but can outperform into October.

 
The consumer staples sector has been outperforming the 
S&P 500 since late March. It is currently at the top end 

of its trading range on an absolute basis. It is possible 
to see the consumer staples sector breakout. However, if 
the stock market does move into a risk-on mode, the con-
sumer staples sector would probably underperform in the 
short-term. This does not detract from the sector’s possi-
bility of stronger performance in its seasonal period.

My Call: The consumer staples sector will probably 
perform at market in the near term, before resuming 
outperformance as the stock market becomes more 
volatile.

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

The health care sector has been performing well after bot-
toming in March on an absolute basis and has been out-
performing the S&P 500 since late March. 

Investors are often attracted to the health care sector as 
volatility increases in the overall market. Given that the 
sector is at the top of its trading range, it is possible to see 
the sector pull back relative to the S&P 500, particularly 
if the stock market moves to a risk-on mode.

My Call: The health care sector will probably perform 
at market in the short-term before resuming its outper-
formance.
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Utilities
The utilities sector has a strong seasonal period in the 
summer months.

The utilities sector has been screaming higher as interest 
rates have moved higher. Normally, higher interest rates 
has a negative impact on the utilities sector. So what is 
going on? Investors have been concerned about market 
valuations and they have been shifting to defensive sec-
tors. The negative impact of rising interest rates has been 
less than investor’s preference for stable earnings. The re-
sult has been the utilities sector reaching an all time high. 

My Call: The utilities sector will probably perform at 
market until early May, and then resume its outperfor-
mance.

Rants

Rant #1

Federal Reserve  - does it have any has credibility?

James Bullard, the chief executive offi  cer and president of 
the Federal Reserve Bank of St. Louis, recently said “The 
diff erence between today and the 1970s is central bankers 
have a lot more credibility,”

Who is Bullard kidding? The credibility of the Federal 
Reserve has never been lower. They have made a total 
mess of the economy. The fact that Bullard does not real-
ize how much of a mess we are in, is an indication of how 
out of touch the Federal Reserve has become.

Rant #2
Lail Brainard - what happened?

It seems that all of the Federal Reserve governors are 
turning hawkish. There are no doves left. Lail Brainard, 
Vice Chair of the Federal Reserve, stated in July 2020 
that she supported letting infl ation run hot (above 2%), 
then in April 2021 said that infl ation was “extremely well 
anchored,” then in September 2021 she said that she ex-
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pected infl ation to decelerate. 

More recently, Brainard has gone on record as saying that 
“infl ation is much too high.” In addition, she was one of 
the fi rst supporters of quantitative tightening.

The fact that Brainard has switched sides and is now a 
hawk, indicates that the Federal Reserve is serious about 
fi ghting infl ation, at least for a short while. If the economy 
starts to slow, Brainard might switch sides again.

Rant #3

$53 Billion isn’t what it used to be! 
Canadian Federal Budget

Not a political statement: The statement below is in-
tended to illustrate how society has become desensitized 
to large numbers and the ever growing debt problem.

Canada is not alone, a lot of governments around the 
world have been spending money recklessly. The philos-
ophy has been spend more in bad times and spend more 
in good times (not Keynesian economics). Unfortunately, 
large government spending robs the economy productiv-
ity gains and future growth. A lot of the social programs 
that governments have put forward in western countries 
are good programs. The problem is that governments are 
creating policies to reduce growth and productivity, mak-
ing it hard to pay for social programs.

The Canadian federal government just released a budget 
that is projecting a $53 billion defi cit. This is a huge num-
ber. 

With the pandemic spending in the rear view mirror, what 
is the rationale for having a huge defi cit? In releasing 
the Canadian budget, Crystia Freeland, Canada’s fi nance 
minister, proclaimed that Canada’s economy was incred-
ibly strong. 

You can’t brag about how well the economy is doing and 
then slap down a $53 billion dollar defi cit. Well, I guess 
you can in today’s world. After the pandemic, everyone 
wants more government spending. They perceive it as 
“costless.” They fail to make the connection that overly 
aggressive government spending has been a major con-
tributor to the current infl ation problem and has hurt fu-
ture growth. There are many other problems with large 
government spending, including a growing debt.

Keynesian economics is dead. One of the maxims of 
Keynesian economics is that government should spend 
more in tough economic times to help stimulate the econ-
omy and then cut back its spending when the economy 
was performing well. Keynes believed that the govern-
ment should act as a stabilizing force. Keynes would roll 
over in his grave if he knew how politicians were apply-
ing his economic framework. Long live Keynes.
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