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S&P 500 Technical Status

In last month’s newsletter, I showed how the S&P 

500 has rallied in the second half of the month for 

most of the months in 2022. The latest rally has fol-

lowed the same pattern, starting in the second half 

of July and has continued into the early August. This 

has been a large rally, but the volume has been ane-

mic. 

Ideally, you want to see rising volume at the same 

time prices are rising. This shows commitment from 

investors as money moves from the sidelines. A lot 

of this rally has been short sellers reluctantly cov-

ering their short positions. The S&P 500 is now at 

resistance, just below 4200. A break above 4200 on 

increasing volume would be bullish for the stock 

market.

It is important to remember that the S&P 500 is now 

in its worst two month contiguous period on average 

over the long-term: August and September.  This is a 

strong head-wind for the markets. At this point, odds 

do not favor an extended rally unless there is signifi -

cant good news to push the market higher.

This organization has retroactively defi ned periods of re-

cession based upon the economy slowing using  a number 

of criteria. NBER “calls” a recession well after the fact, 

which makes it pointless to wait for a NBER recession.

Analysts and investors can argue all they want about 

whether the US in a recession, the point is whether the 

US economy is not on a strong footing. Powell, in his 

recession denial speech, pointed to the low unemploy-

ment rate as proof of a strong economy. Going back to 

the economic textbook, the number one example of a lag-

ging indicator in unemployment. Using employment as 

an economic indicator is like driving using the review 

mirror – not very useful.

Market Update

It’s Offi  cial - The US is in a recession!

After two successive quarters of negative growth (Q1 

-1.6% and Q2 -0.9%), the US economic conditions meet 

the “offi  cial” defi nition of a recession that has been in 

every economics textbook since the beginning of time. 

There is another method of classifying a recession, de-

fi ned by National Bureau Economic Research (NBER). 

In July and August, I will be reducing the amount of content in my publications, as I will be focusing on fi nishing 

my next book.
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Horizons Seasonal Rotation ETF (HAC : TSX)

Portfolio Exposure as of July 31, 2022

Symbol

Holdings % of NAV

United States Dollar Exposed Assets

Bonds

HTB Horizons US 7-10 Year Treasury Bond ETF 13.4%

Commodities

HUG Horizons Gold ETF 7.8%

Equities

IBB iShares Biotechnology ETF 6.6%
XLP Consumer Staples Select Sector SPDR Fund 8.5%
XLV Health Care Select Sector SPDR Fund 3.1%

FHH First Trust AlphaDEX U.S. Health Care Sector Index 2.3%

XLU Utilities Select Sector SPDR Fund 6.3%

GDX VanEck Gold Miners ETF 1.0%

US Dollar Forwards (August 2022) - Currency Hedge ** 0.6%

Cash, Cash Equivalents, Margin & Other 50.4%

Total ( NAV $206,457,905) 100.0%

** Refl ects gain / loss on currency hedge (Notional exposure equals 48.44% 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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Yes, it is strange that the US has entered into a recession 

with a low unemployment rate, but the unemployment 

numbers are yesterday’s news and do not refl ect the cur-

rent economic conditions.

On Friday, August 5, 2022, the Nonfarm payroll report 

came in at a staggering 528 thousand jobs being created 

in June versus an expected 250 thousand jobs. In addi-

tion, the unemployment rate dropped from 3.6% to 3.5%. 

There is no question these are strong numbers. However, 

are we at peak unemployment?

In the past, when the unemployment rate has reached a 

level below 4%, it has tended not to stay low for a long 

time and his risen as a recession has started. In the 1990’s 

and 2007, unemployment touched low levels and quickly 

bounced. Are we in the same predicament today?

Back in the 50’s and 60’s, unemployment did reach and 

stay at very low levels for a while. The situation is very 

diff erent today. In the 50’s and 60’s the US economy was 

going through a huge productivity gain cycle after WWII. 

This is defi nitely not the case today. Productivity has been 

falling and there is no signs of the situation getting better.

The Nonfarm Payroll report is widely followed by ana-

lysts and the media. However, the BLS also publishes an-

other employment measure, the Household Survey. Since 

March of 2022, the Household Survey has painted a very 

diff erent employment picture compared to the Nonfarm 

Payroll report (Zerohedge, August 5, 2022). 

According to the Household Survey, since March, the 

employment numbers have been well below average and 

have twice been negative. Is it possible that the House-

hold Survey is picking up something that the Nonfarm 

Payroll report is not? 

It would take a few pages to describe the diff erences in 

methodology between the two surveys: Nonfarm Payroll 

and Household Survey. The point is that it is possible that 

the Nonfarm Payroll report, despite being hugely positive 

for July, may not be as good as it appears and employment 

may be in worse shape than the consensus.

Recently a growing number of companies have been ei-

ther slowing hiring or laying-off  employees. Amazon has 

announced that it is reducing its workforce by 100,000. 

Apple has announced a slowing of hiring. So far, there 

are signs that companies are starting to anticipate slowing 

growth, but the layoff s have not been huge. If layoff s ac-

celerate, the employment number could crumble.

Although the employment number is a lagging indicator, 

it is important to the markets, because Powell is currently 

focusing on this number. With employment so low, ex-

pectations have now jumped for the Federal Reserve to 

raise its key interest rate by 75 bps at its next meeting on 

September 21.

Very few people believe that the economy is particularly 

strong. In this type of environment, rising rates will prob-

ably increase the expectations of an economic slowdown 

and thus put downward pressure on the stock market. The 

better than expected Nonfarm Payroll report is bad for the 

stock market because it increases the possibility of the 

Federal Reserve aggressively tightening monetary policy. 

Profi t Margins High and Turning Down

In the past, I have written about high profi t margins being 

a regressive time series. The problem occurs when profi t 

margins turn lower, which then feeds into lower corpo-

rate earnings. It currently looks profi t margins are turning 

lower as companies are having trouble passing on rising 

costs from higher infl ation. 
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Inventories at a high level - Companies will have to re-

duce prices to clear inventories

During COVID, many companies over ordered goods be-

cause of supply shortages and the fear of not being able to 

have enough goods on hand. As infl ation shot higher and 

real wages declined, consumers have been pulling back 

(at the same time companies have been receiving their 

back-ordered products).

The combination of higher inventories and declining prof-

it margins, spells trouble for corporate profi ts later this 

year. Corporate profi t expectations remain very high. If 

companies have to mark down their inventories, this will 

hurt profi ts.

Dead Zone

In my July newsletter, I discussed the concept of the 

“Dead Zone:” August and September, which are the two 

worst contiguous months of the year over the long-term. 

The graph below shows the average monthly gain of the 

S&P 500 since 1950. August has a very small % gain 

of 0.1% and September has an average loss of 0.5%. 

Some investors may look at the information and say that 

the numbers are small, so why not hold over these two 

months. For a multi-year long-term buy and hold investor, 

there is some validity to this statement. However, from 

a risk-reward basis in the shorter term, an investor must 

ask, does it make sense to hold risk, when there has been 

an average loss. The risk-reward seasonal basis of August 

and September provide a very poor return profi le. 

The poor average return profi le for August and September 

does not mean that the stock market will decrease this 

year. However, it is a time to be cautious.

In the past, the Federal Reserve has used it’s August Jack-

son Hole Symposium (August 25-27 in 2022) to make 

comments on the economy and its longer-term prognosis. 

They have also used the symposium to introduce or “leak” 

information about loose monetary policy to help push 

the stock market higher. This has typically been done to 

help boost the stock market when it has been struggling. 

In other words, the Federal Reserve has been working 

against the natural process of a weaker stock market in 

the summer and autumn months.

“This time is diff erent.” Famous last words. But really 

this time is diff erent. The Federal Reserve has to fi ght in-

fl ation and is on a tightening cycle. It is diffi  cult to fi ght 

the Fed in good times, but in August and September this is 

particularly true. Investors should not expect the Federal 

Reserve to make a large dovish statement to support the 

markets at it Jackson Hole Symposium.

Opportunity Ahead- Good News!

The good news is that a decline in the stock market in Au-

gust and September could lead to a good opportunity for 

the stock market. Typically, in a mid-term election year 

the stock market bottoms in late September. Investors 

typically “get over” their election anxiety before the ac-

tual election and the stock market rallies into the election. 

This year, there has been so much going on, that the mid-

term elections concerns have been put on the back burner. 

Maybe the mid-term election year eff ect is delayed this 

year? It is possible that we could see a bottom in the stock 

market in late September or in October. In other words, 

if a correction were to occur in August and September, it 

could be a pre-cursor to a buying opportunity in the stock 

market.
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Seasonal Opportunities

Biotech

The biotech sector has a strong seasonal period from 

June 23 to September 13.

The biotech sector has been performing well since late 

June, outperforming the S&P 500. On a technical basis, 

it had a double bottom breakout in late June and has not 

looked back. The sweet spot to biotech’s sector seasonal 

period is July, which is now fi nished. The closer that the 

biotech sector gets to the end date of its seasonal period, 

the strength of the seasonal trade diminishes. Investors 

should be monitoring the sector for weakness ahead of 

the end of its strong seasonal period and look to possibly 

exit the sector early.

My Call: The biotech sector will probably moderately 

outperform the S&P 500 in August before starting to 

underperform in September.

Health Care

The health care sector has a strong seasonal period from 

May 1 to August 2 and then from August 12 to October 24

The health care sector has been positive recently, but has 

lagged the stock market as investors have shifted to a risk-

on mode. The health care sector tends to take a “breather” 

on a seasonal basis at the beginning of August, before 

once again outperforming the S&P 500 into October.

My Call: The health care sector will probably start to 

outperform the S&P 500 in the near future.

Gold Bullion

Gold bullion has a strong seasonal period from July 12 

to October 9.

Recently, on an absolute basis, gold has been performing 

well as interest rates have been moving lower. In Q2, gold 

faltered as interest rates moved higher and the US dollar 

strengthened. The sweet spot to the gold trade is August 

and September. There has been a lack of interest in gold 

by investors. If gold does start to perform well, sentiment 

could shift quickly and gold could rally strongly. 
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My Call: Gold bullion will probably perform moder-

ately well in August and September and outperform the 

S&P 500.

Gold Miners

Gold miners have a strong seasonal period from July 27 

to September 25. 

Gold miners have performed poorly since April and have 

strongly underperformed the S&P 500. Gold miners have 

also underperformed gold bullion. Recently, gold miners 

after entering their strong seasonal period have been fi nd-

ing stability and could be setting up for a bounce from a 

oversold condition.

On a technical basis, gold miners are at support. This is 

typically a good setup at the start of a strong seasonal pe-

riod.

My Call: The gold miners sector will probably perform 

well for August and September, strongly outperforming 

the S&P 500.

US Government Bonds

US government bonds have a strong seasonal period from  

May 6 to October 3 with the sweet spot of the trade in 

August and September.

Government bond yields have been falling as investors 

have been betting that the Federal Reserve will reach its 

terminal rate earlier than previously expected. A higher 

than expected infl ation number (CPI) could cause inves-

tors to increase their interest rate expectations. Overall, 

bond yields have a strong tendency to perform well in 

August and September.

My Call: US government bonds will probably perform  

well in August and September.

Energy

The energy sector has a strong seasonal period from July  

24 to October 3. Please note, this is a minor seasonal 

period and typically works best if the sector has corrected 

sharply.

The energy sector has been pulling back from June, but 

can still be considered in a consolidation phase on an 

absolute basis. Given the large move in the energy sec-
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tor in the fi rst fi ve months of the year, the sector is still 

considered highly valued. The energy sector, which is in 

a minor period of seasonality may indeed have positive 

performance, but investors should be careful in October 

with the energy sector. On a seasonal basis, the energy 

sector tends to perform poorly in October.

My Call: The energy sector will probably perform at 

market in August.

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 positive recently, 

but has been lagging the S&P 500 as the stock market has 

moved to a risk-on mode. The sector is currently consoli-

dating. Relative to its trend line versus the S&P 500 the 

consumer staples sector is still in an uptrend, but is on the 

verge of breaking lower. 

My Call: The consumer staples sector will probably 

outperform the S&P 500 in August into October.

Utilities

The utilities sector has a strong seasonal period in the 

summer months.

The utilities sector has been consolidating relative to the 

S&P 500 from May into August. The sector has done par-

ticularly well given that investors have been in a risk-on 

mode. Yes, interest rates have moved lower, but the move 

does not account for the magnitude of in the upward move 

in the utilities sector.

The fact that the utilities sector has been performing rela-

tively well in a risk-on environment indicates that inves-

tors are not sold on the idea that the current market rally 

will last. Investors want to stay invested, but have been 

moving into the utilities sector, which is defensive sector.

My Call: The utilities sector will probably outperform 

the S&P 500 in August and September.

Volatility

Volatility tends to increase from July 3rd to October 9.

Volatility has been decreasing since June. In 2022, it has  

never really got out of hand, even when the stock market 

moved lower.

On a seasonal basis, volatility tends to increase at this 

time of the year. Currently, the VIX is down to its trend 

line and is set for a bounce higher. Recently, we have not 

seen a proportionate move higher in volatility when the 
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market has had  a couple of down days. If the VIX starts 

to move higher at the same time the S&P 500 starts to 

move lower, this will indicate that the stock market has 

“legs” to the downside.

My Call: Volatility will probably start to increase in late 

in mid-August.

Rants

Due to time constrains in writing my Thack-
ray’s 2023 book, there is only one rant in this 
newsletter. Next month, I will have more to 
rant about.

Rant #1

Infl ation Reduction Act - 

Why do politicians name their bills exactly the op-
posite of what they accomplish?

It is ironic that Bernie Sanders states that the “Infl ation 

Reduction Act” will not reduce infl ation.

Recently, the US government introduced a bill called the 

“Infl ation Reduction Act.” Everyone knows that it will 

not reduce infl ation, but somehow the government still 

gets away miss-naming their bill. I am not picking on the 

current US administration: it seems most western democ-

racies and are purposely miss-naming their bills.

I am not going to discuss the merits of the bill. That is a 

political discussion of which I have no interest.

All increased government spending increases infl ation in 

the short-term. This is not up for debate. It is simple eco-

nomics. The bill does include increases in taxes and tax 

collection, which will lower infl ation. Overall, the gov-

ernment spending overwhelms any impact lowing infl a-

tion. The net impact is that the “Infl ation Reduction Act” 

will cause infl ation.

All that I ask for is for governments to be honest and 

name their bills appropriately. I am not sure this will hap-

pen, at least as long as the media does not question the 

government.
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