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S&P 500 Technical Status

The S&P 500 has broken its neckline (support) in a 
head and shoulders pattern. This is typically consid-
ered to be a bearish event.

The next level of support is at 3600, which would 
mean that investors would have wiped out the gains 
from 2021.

What is particularly worrying is the increasing vol-
ume that has occurred while the markets have been 
falling. This indicates that investors are becoming 
increasingly convinced of possible further downside 
in the markets. 

Despite the stock market having corrected substan-
tially in the last few months, there are not a lot of 
signs that the stock market has reached a bottoming 
process and the technical picture for the stock mar-
ket continues to be weak.

Market Update
Talk Soft (Landing) — Act “Soft-ish”

By now, everyone knows that the Federal Reserve pumped 
too much liquidity into the system for too long, Now the 
Federal Reserve has changed direction and is tightening 
monetary policy. Powell claims a “softish” landing is pos-
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Horizons Seasonal Rotation ETF (HAC : TSX)
Portfolio Exposure as of April 30, 2022

Symbol

Holdings % of NAV

Canadian Dollar Exposed Assets
Equities

HCRE Horizons Equal Weight Canada REIT Index ETF 5.3%
HXE Horizons S&P/TSX Capped Composite Index ETF 35.5%

United States Dollar Exposed Assets

Equities
XLB Materials Select Sector SPDR Fund 2.0%
XLP Consumer Staples Select Sector SPDR Fund 10.6%
XLV Health Care Select Sector SPDR Fund 3.0%
HXS Horizons S&P 500 Index ETF 20.9%
FHH First Trust AlphaDEX U.S. Health Care Secutor Index 2.2%

XLRE Real Estate Select Sector SPDR Fund 2.1%

US Dollar Forwards (April  2022) - Currency Hedge ** -1.2%

Cash, Cash Equivalents, Margin & Other 19.7%

Total ( NAV $215,801,516) 100.0%

** Refl ects gain / loss on currency hedge (Notional exposure equals 46.81% 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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sible for the economy.

On Wednesday May 4, the Federal Reserve made a com-
munications error. Powell took 75 bps rate hikes off  the 
table in the near term. The market was expecting a 75 bps 
hike in June and as a result the S&P 500 rallied 3.0% on 
the day. This was the largest rate increase in forty-four 
years on a Fed hike. 

The Federal Reserve knows they have to act to clean up 
the infl ation problem in which they have been a major 
contributor, but they decided to take the go slow (talk 
soft-ish) approach. I fi nd this interesting and perhaps an 
error on their part.

The Federal Reserve has learnt that it is Go Big 
or Go Home with an initial reaction to a problem - 
But Not This Time
The Federal Reserve used to work on an incremental ap-
proach. As Bernanke tried to navigate the American econ-
omy out of the GFC in 2008, the Federal Reserve con-
tinually ratcheted up its easy monetary policies in steps. 
It tried to be judicious in determining what it thought was 
the correct amount of stimulus for the market given the 
situation. This tended to drag out the recovery phase as in-
vestors needed to be convinced over time that the Federal 
Reserve was going to continue to take the “appropriate 
action.”

The ECB took a diff erent tack. Initially, the ECB rode 
on the coattails of the Federal Reserve’s actions coming 
out of the GFC. When it looked like the European econ-
omy was going to stall, the chairperson of the ECB Ma-
rio Draghi, uttered his famous words that the ECB “will 
do whatever it takes,” to support the economy. The stock 
market roared ahead and didn’t look back. Ironically, the 
ECB didn’t add any substantive stimulus for two years, 
but Dhraghi’s words carried the market. The lesson for 
central banks, including the Federal Reserve was to act 
big and convince investors that you will do “whatever it 
takes” to bring the situation under control.

Fast forward to 2020, the Federal Reserve used Draghi’s 
approach and used a giant club right out of the gate 
(pumped the market full of liquidity) and convinced in-
vestors they meant business. The Go Big or Go Home ap-
proach worked. The problem is that they kept dumping 
too much liquidity for too long into the markets. Never-
theless, they realized that their Draghi approach worked: 
convincing investors that the Federal Reserve will do 
whatever it takes to support the markets and the markets 
responded accordingly, rocketing higher.

Now in 2022, the opposite condition exists. Infl ation has 

been out of control and is hurting everyone. The Federal 
Reserve has to try to fi x the infl ation problem. It has a 
choice, do it slowly (the old way), or act fast and convince 
investors that you mean business and get the markets to 
help you bring infl ation under control. 

The Federal Reserve is substantially behind the curve and 
has some room to talk and act tough. In its May 4 meet-
ing, it chose the traditional Go Slow approach and took a 
75 bps hike off  the table.

The Federal Reserve is clinging to the hope that infl ation 
is transitory. They really do not want to raise rates. They 
have tentatively committed to potentially hiking rates by 
50 bps hikes at a time. The stock market was expecting 
more. The big question is if the slow start to rate hikes and 
quantitative hiking will mean that the Federal Reserve 
will have to do raise rates higher in the longer term.

Powell will move the goal posts - guaranteed !

The Federal Reserve is notorious for changing its mind. 
In the past the Federal Reserve has claimed that it is data 
dependent. However, when the Federal Reserve does not 
like the data, it changes the objectives. Yellen did this 
constantly and she dragged her feet in tightening mon-
etary policy. She constantly changed the goal posts of 
when the Federal Reserve would take action. At fi rst it 
was infl ation, then employment, then a diff erent measure 
of employment. In other words, Yellen moved the goal 
posts constantly to justify her inaction. She eventually did 
raise the federal funds rate, but she was way behind the 
curve.

If infl ation remains high and the economy really suff ers, 
expect Powell to move the goal posts for the Federal Re-
serve action in order to ease up on tightening policy.  This 
will not happen in the near term, but could take place late 
this year.
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Soft Landing – Who can Do This?
Probably Not the Fed

The Holy Grail for the Federal Reserve is to engineer a 
soft landing for the economy coming out a rate hiking cy-
cle. It is a very diffi  cult task and is almost never done. 
A soft landing occurs when the Federal Reserve exits its 
tight monetary policy before a recession takes place. The 
Federal Reserve tightens just enough to slow the economy 
before the economy overheats and then backs off  on its 
tightening as the economy is slowing. In theory, it can be 
done, but in practice it almost never works. 

A soft landing may not be possible. The Federal Reserve 
is in a tough spot: rising infl ation and a slowing econo-
my. Typically, a strong economy starts to overheat and 
can lead to infl ation. The Federal Reserve increases rates 
to purposely slow the economy down to cap infl ation. 
The key is to get ahead of infl ation before it becomes a 
problem. Today, infl ation is already a problem, requiring 
greater action than it would normally, and the economy is 
showing signs of slowing down.

Normally, trying to execute a soft landing is akin to trying 
to land a plane on a truck. Today’s situation is akin to try-
ing to land a plane on a truck while it is driving in reverse. 
Very diffi  cult!

Japan is a train wreck waiting to happen!
A few years ago, I stated that Japan is a train wreck wait-
ing to happen. They are currently one of the most indebted 
nations in the world, having a debt to GDP ratio of 266%. 
They have been able to get away with massive amounts 
of borrowing as they are a creditor nation (exporting more 
than they import) and because their population are huge 
savers and have been willing to accept low rates. But 
things are changing.

In the past, when investors moved to a risk-off  mode and 
stock markets corrected, investors went to the safe haven 
currencies: US dollar, Japanese yen and the Swiss franc. 

Recently, the situation has changed. As stock markets 
have been correcting, the Japanese yen has had its worst 
crash in twenty years.

The market is now holding the Japanese government and 
Bank of Japan to account. Japan has recently announced 
that it is going to take all actions possible to hold the 10-
year yield on its government bonds at 0.25%. The Japa-
neses government has also announced a number of “free 
money” programs to hand out money to help people cope 
with infl ation. On a side note, this is not how to combat 
infl ation. While most countries around the world have 
been raising interest rates, Japan has continued with its 
easy monetary policy. Investors have had enough and are 
now selling the yen and buying the US dollar. 

Why should it matter? If Japan’s currency crashes, China 
will lower the value of the yuan. China typically lowers 
the value of its yuan when the yen drops. If they don’t, 
they lose a strategic advantage. If the yuan drops in value, 
this will indirectly aff ect the US as it will lose a strategic 
advantage versus China. The point is that the system is 
fragile and if the yen train does crash, the “supply chain of 
currency” could cause economic problems for everyone.

At some point, the Japanese economic train is going to 
crash. Maybe it is a few years out, but if Japan keeps 
growing its debt, investors will fl ee the currency and in-
fl ation will skyrocket as more money is printed.
Seasonal Trends - Sell in May
May is the transition month from favorable six-month pe-
riod (October 28 to May 5) to the unfavorable six-month 
period (May 6 to October 27). Recently, I wrote a report 
on “Sell in May.” If you missed it, please access on al-
phamountain.com. In case you did not notice, I changed 
the color of my banner for the report from blue to red in 
order to highlight the importance of this seasonal trend 
this year. I don’t do this often.
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This is a friendly reminder that the mid-term election is 
fast approaching. Typically, the uncertainty of a mid-term 
election has a negative aff ect on the stock market. So far, 
the mid-term election has not been on the radar in the me-
dia, but it will be sometime soon.

Get ready for volatility. On a seasonal basis, volatility 
tends to increase in July. It is possible that the season-
al trend has started early. Investors should get ready for 
some violent rallies to the upside and downside. Recently, 
one or two really strong days in the market has not been 
able to hold and the market has continued lower. This is 
typically a sign of a bearish market.

Seasonal Opportunities
US Government Bonds
US government bonds have a strong seasonal period from 
May 6 to October 3. The sweet spot of the seasonal period 
is August.

US government bonds is a hold your nose trade. I hate 
government bonds - but they could perform well over the 
summer months.

So far in 2022, government bonds have been absolutely 
hammered. Will they continue to go lower?

Government bonds have been falling in value as their 
interest rates have been rising because of increasing in-
fl ation expectations. At the middle and long end of the 
curve, interest rates move up for three reasons: increasing 

growth expectations, expected higher infl ation and Feder-
al Reserve manipulation. It should be noted that the Fed-
eral Reserve has less and less control the further out the 
yield curve. Through QE or QT, the Federal Reserve can 
buy and sell bonds aff ecting yields at diff erent points on 
the curve, but it becomes increasingly diffi  cult for them to 
aff ect interest rates further out on the curve.

Economic growth expectations have been decreasing, so 
interest rates have not been rising because of a growing 
economy. They have been rising because of rising infl a-
tion rates. Currently, the CPI on a year-over-year basis 
is 8.5%. It has risen the last 7 months. Bond holders are 
looking to get paid for money invested that is becoming 
worth less over time. 

Currently, investors are expecting the Federal Reserve to 
raise its federal funds rate to 3.0% by the end of 2022.  
This is already “baked into the price of bonds.” What mat-
ters at this point is if the Federal Reserve becomes more 
hawkish or dovish in its runway to the end of the year. 

If the Federal Reserve becomes more hawkish, it will 
pressure yields higher and vice versa. If economic growth 
expectations increase, it will pressure yields higher and 
vice versa.

Interest Rate Movement
Depending on Growth & Infl ation

Growth  Growth 
Infl ation   ?
Infl ation  ? 

The table above shows the general trend of interest rate 
movement being dependent on growth and infl ation. If 
growth and infl ation are higher than expected, this tends 
to put upwards pressure on interest rates. If infl ation and 
growth are lower than expected, this tends to put down-
ward pressure on interest rates. In determining interest 
rate movement, the grey area is when infl ation and growth 
are moving in diff erent directions. The direction of inter-
est rate movement really depends on the magnitude on the 
expected movement infl ation and growth. 

It is totally possible for interest rates to move lower at the  
same time that the Federal Reserve is raising rates. 

Although infl ation has risen the last seven months in a 
row; it is possible that infl ation could peak in the short 
term. This would help lower interest rates. At this time, 
it is diffi  cult to determine when infl ation will peak. Mon-
etary policy tends to have a delay. With the government 
and central bank increasing the money supply over 40% 
over the last two years, it takes time for the nasty eff ects 
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to work through the system.

Central banks are trying to mitigate the damage of ris-
ing infl ation, by raising rates and slowing demand. It is 
possible for infl ation to continue to move higher as the 
central banks try to calibrate their actions.

What is easier to determine is the direction of the econ-
omy. Economic growth is slowing down. The last GDP 
quarter-over-quarter showed a decline of 1.4%. It is pos-
sible that we are heading into a recession. If we get one 
more negative quarter, by some measurements we would 
be in a recession. 

Currently, the US unemployment rate is 3.6%, which is 
considered to be extremely low. If the economy does con-
tinue to slow, investors should expect the unemployment 
rate to start to move higher.

The ISM (PMI) is often a leading indicator of economic 
growth. It is a diff usion index. A number above 50 in-
dicates growth and below 50 a contraction. It tends to 
oscillate with the high levels being around 60. When it 
hits this level, the rate of growth tends to contract and the 
ISM moves lower. Recently, the ISM(PMI) hit 60 and has 
turned lower.

With liquidity being removed out of the markets, it is like-
ly that growth in the economy will be challenged.

From a fundamental standpoint, government bonds have 
some headwinds and it seems that all investors believe 
they are going to “zero.” Although it is not a popular trade 
at the current time, a small position in government bonds 
could provide value in the current seasonal period. From 
1990 to 2021 in the period from May 6 to October 3, US 
7-10 Treasury Notes have been positive 83% of the time. 

Maybe the trade starts late this year. The sweet spot of the 
trade is in August. It is possible that the Federal Reserve 
could be backing of its rate path by this time. This is par-
ticularly true this year as the US heads into the mid-term 
election. On the other hand, the trade could start soon if 
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the economy continues to slow down. The bottom line is 
that the next four to fi ve months tend to be favorable for 
government bonds.

If nothing changes and the Federal Reserve continues to 
increase its federal funds rate as expected, it is possible 
for the yield on the 10-Year to stay fl at or even head low-
er. Given that we have started the strong seasonal period 
for government bonds, the probability of success has in-
creased that bonds will perform well over the next few 
months.

My Call: US government bonds will have minor ap-
preciation in May and June, but ramp up performance 
in July and August.

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, up until early May. The sector has just fi nished 
its strong seasonal period. Sometimes it is good to hold 
a sector past the end of its strong seasonal period when 
it has strong momentum. However, it is possible that the 
sector may be starting to fade at this time, despite favor-
able fundamentals.

My Call: The energy sector will underperform the S&P 
500 over the next two months.

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

The materials sector is one of the strongest sectors of the 
stock market on a seasonal basis in April. The trend held 
true in this year. In May, the materials sector tends to be 
one of the weaker seasonal sectors. The sector has been 
performing well recently, but investors should be on the 
lookout for the materials sector starting to underperform.

My Call: The materials sector will probably start to un-
derperform the S&P 500 in the near future

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

The industrials sector performed well in April, but ends 
its strong seasonal period in early May. Technically, the 
sector appears to be rolling over.
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My Call: The industrials sector will probably underper-
form in May and June.

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

The technology sector has long fi nished its seasonal pe-
riod of strength. The sector continues to underperform. 
In a rising rate environment, when the stock market has 
moved to a risk-on environment the technology sector has 
outperformed. Unfortunately, these burts have not lasted 

long. If interest start to move lower, the bursts of outper-
formance may last longer, but the overall trend for the 
sector is still lower.

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

The US fi nancial sector has been underperforming the 
S&P 500 despite rising rates. Relative to the S&P 500, the 
sector has been consolidating since early 2021. Slower 
growth could hurt this sector.

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

The Canadian banking sector is out of its strong seasonal 
period, but is showing signs of breaking down. On large 
down days the sector can show some stability relative to 
the market. As the economy slows, this sector will prob-
ably perform poorly.
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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 July 12 
to October 9.

Gold has been performing well given the headwinds that 
it is facing. It should be much lower given that the toxic 
combination of rising interest rates and US dollar. This 
combination usually pushes the price of gold much lower. 
This has not happened. When an investment shows rel-
ative strength outside of its strong seasonal period and 
against strong headwinds this is a “good thing.”

If either the yield on the 10-year Treasury Note were to 
move lower or the USD moved lower, this could provide 
fuel for gold to move higher. If both moved lower, this 
could push gold substantially higher. This is particularly 
true as we get closer to the strong seasonal period for gold. 

It is important to note that even though the strong sea-
sonal period starts in early July, volatility in June can pro-
vide good entry opportunities (June tends to be a volatile 
month). Under ideal circumstances, May can provide a 
good opportunity to establish a base.

My Call: Gold bullion will probably start to perform 
well ahead of its strong seasonal period, even as early 
as May.

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 poorly relative to 
gold. Compared to the stock market, they are performing 
approximately equal.

In sharp market declines, gold miners tend to sell off  
unless gold is moving is higher. Gold miners are often 
bought on margin and margin gets called in declines. 

Watch for gold to stabilize and start to turn higher as a 
good setup for gold miners to perform well.
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My Call: The gold miners sector will probably start to 
perform well in June.

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

US REITS have been trending down on an absolute ba-
sis since the beginning of the year. Relative to the S&P 
500, the REIT sector has been rising. However, the sector 
has recently been underperforming the S&P 500 as signs 

of economic growth is slowing down. REITS tend not to 
perform well in an economic environment that is slowing.

My Call: The US REIT sector will start to moderately 
underperform the S&P 500 in the near future.

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 performing well 
relative to the stock market. Investors are not excited 
about the sector, but rather they see very little opportuni-
ties in other parts of the market. 

The strong seasonal period for the sector fi nishes shortly, 
but the sector can perform well in the summer months.

My Call: The consumer staples sector will probably 
perform relative to the S&P 500 until late September.

Consumer Discretionary 
The consumer discretionary sector tends to underperform 
the market in the summer months.

The consumer discretionary sector has been underper-
forming the S&P 500 since the autumn of 2021. Poor re-
sults by Amazon and a weaker performance by Tesla (the 
two largest companies in the sector) have put downward 
pressure on the sector’s performance. 
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My Call: The consumer discretionary sector will prob-
ably continue to underperform the s&P 500 into late 
June.

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

The health care sector tends to perform well from early 
May to early August. The sector has been consolidating 
on an absolute basis and has been outperforming the S&P 
500 since the beginning of 2022. Look for moderate per-
formance compared to the S&P 500 into July.

My Call: The health care sector will probably moder-
ately outperform the S&P 500 into July.

Utilities
The utilities sector has a strong seasonal period in the 
summer months.

The utilities sector has been rising as interest rates have 
been rising. This has been caused by investors fl eeing 
growth sectors of the market, but wanting to stay in the 
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market. As a result, the utilities sector has been a recipient 
of money fl ows. 

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

Rants

Rant #1
I “Ape” You Not
The world is going to the apes. If we keep up this stupid-
ity, at some point the earth will become  the Planet of the 
Apes. In September 2021, A set of NFT pixel drawings of 
Apes was sold for $24 million. Compared to some of the 
very basic NFTs of just a few pixels, these pixel drawings 
are more involved. But come on, $24 million for jpegs.

NFT’s will provide a great benefi t one day, but the non-
sense of buying jpegs of pixels is a refl ection of specula-
tive bubble. 

The number of NFTs being sold online has dropped pre-
cipitously since the autumn of 2021. Did the sale of NFTs 
call the top of the market?

Rant #2
Bank of Canada - Spreading Disinformation

WARNING  
Government / Central Bank Disinformation 

This is not a political statement. I avoid using politi-
cians pictures and names where possible. However, 
central banks are fair game. Regarding house prices, 
politicians and the Bank of Canada have been spreading 
disinformation- blaming rising house prices on a lack of 
supply and on immigrants. 
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Canada should be proud
Regardless of the political party in power in Canada, the 
country has done an excellent job with immigration over 
the long-term. Canada probably has one of the best immi-
gration systems in the world. Canadians should be proud, 
and they are. 

Rising house prices has been a hot topic recently. Every-
one is blaming someone else. Recently, the Senior Deputy 
Governor of the Bank of Canada Carolyn Rogers stated 
that a lack of supply has caused a rapid rise in the price 
of houses. She is a smart person, she knows better. Sure, 
over the longer term immigration has put upward pressure 
on housing prices in certain parts of Canada. However, 
house prices went up by over 30% last year. Immigration 
did not rise by 30% last year. In fact, it went down.

Certain high level politicians in Canada blamed high im-
migration levels for Canada’s housing bubble. One stated 
that “its just a mathematical thing, Canada has the fastest 
growing population in the G7.” Sorry. The correct simple 
math is that dramatically increased government spending 
and overly aggressive stimulus that was poorly targeted, 
combined with reckless interest rate and quantitative eas-
ing policies by the Bank of Canada fueled the housing 
bubble. Once again, immigration was lower than it has 
been in previous years and Canada increased its money 
supply increased by over 30%. So why did house prices 
go up by over 30%? It is just a mathematical thing.

Rant #3
Supply Chain Weaponization

There is no way that China is shutting is cities down for 
Covid. There are so few cases and deaths and the damage 
to China’s economy is huge. Ask Australia, severe lock-
downs do not work. 

The pic below shows the number of ships waiting outside 
of China to dock (and leaving). 

So why is China apparently committing economic sui-
cide? The only rational explanation is that China must 
believe that what they are doing will be more damaging  
ultimately to the western nations compared to themselves. 
Over the last two years China has been increasing its in-
ventories in food and commodities and recommending to 
its citizens to increase their food storage. They have been 
preparing for something.

Shutting down large swaths of China will eventually 
cause huge supply problems in the US and other west-
ern nations. It takes time for the supply chain issues to 
ripple through to western countries. You might ask your-
self, why would China take such action if it hurts their 
own country. They must be calculating that the pain for 
the west is greater in the long term than it is for China in 
the short term. There is no other explanation. I could be 
wrong about this, but nothing else makes sense.
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