Thackray Newsletter
— Know Your Buy & Sells a Month in Advance —
Published the 10th Calendar Day of Every Month
Volume 16, Number 9, September 2022

Market Update
Boring utilities —
Indicating the current rally cannot be trusted?

Written by Brooke Thackray

Utilities are generally considered a boring sector of the
stock market. Very few investors talk about them and
they are rarely in the financial media. Nevertheless, all
investors should be following the sector, even if they
have no intention of investing in utilities. The same is
true for bonds. Both the bond market and utilities sector
can send important messages about the state of the stock
market.
Recently, the utilities sector has been performing particularly well in a variety of diﬀerent market conditions.
Investors typically expect utilities to perform well when
the economy is slowing down and interest rates are falling. Utility company’s provide a stable earnings stream
due to the regulated or long-term contract nature of their
business, compared to most other companies in the S&P
500. They also generally perform well in an environment
of falling interest rates. The utilities sector steady stream
of higher than market dividends get a higher valuation as
interest rates fall.

S&P 500 Technical Status
The S&P 500 peaked in early January and has been
forming a pattern of lower highs and lower lows. For
it to have a breakout, the S&P 500 would have to get
to 4300, preferably on strong volume.
At this point, the technical pattern for the S&P 500
is bearish until a breakout occurs above the top trend
line.
When the S&P 500 was rallying in 2021, the RSI
(Relative Strength Index) traded in the range from
50 to 70. This is typical for a strong bull market,
short-term buying opportunities existed when the
RSI dipped to the bottom of the range.
When the S&P 500 was trading lower in 2022, the
RSI has generally traded in a range of 30 to 55 (there
were a couple of exceptions). Bear markets generally
trade in the 55 to 30 level for RSI. Short-term buying
opportunities tend to occur at the 30 level. Currently,
the S&P 500 is at the top of the RSI range. The weak
seasonal backdrop does not support a higher move in
the RSI and the S&P 500.
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Horizons Seasonal Rotation ETF (HAC : TSX)
Portfolio Exposure as of August 31, 2022
Symbol
Holdings

% of NAV

United States Dollar Exposed Assets
HTB

Bonds
Horizons US 7-10 Year Treasury Bond ETF

HUG

Commodities
Horizons Gold ETF

15.4%
9.7%

Equities
IBB
XLP
XLV
FHH
XLU
GDX
XLY

iShares Biotechnology ETF
Consumer Staples Select Sector SPDR Fund
Health Care Select Sector SPDR Fund
First Trust AlphaDEX U.S. Health Care Sector Index
Utilities Select Sector SPDR Fund
VanEck Gold Miners ETF
Consumer Discretionary Select Sector SPDR Fund

3.2%
8.7%
3.1%
2.2%
6.6%
0.9%
-2.9%

US Dollar Forwards (September 2022) - Currency Hedge **

-1.5%

Cash, Cash Equivalents, Margin & Other

54.6%

Total ( NAV $203,520,113)

100.0%

** Reflects gain / loss on currency hedge (Notional exposure equals 54.58% of current NAV)

The objective of HAC is long-term capital appreciation in all market cycles by tactically allocating its exposure
amongst equities, fixed income, commodities and currencies during periods that have historically demonstrated seasonal 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 table below shows the typical relationship between
the utilities sector and the S&P 500. Of course, there are
exceptions. This table represents general tendencies.

Economy 
Economy 

Utilities Sector vs S&P 500
Typical Expected Performance*
Interest Rates  Interest Rates 





have not capitulated and the VIX has remained at subdued levels (currently at 23). Nevertheless, investors are
concerned. There is a lot going on in the economy and in
geopolitics. Instead of leaving the stock market, investors
have shifted their investments to the some of the defensive sectors, including the utilities sector.

* represents a faster growing economy than average
/ increasing interest rates
represents a slower growing economy than average
and does not necessarily represent a contracting economy
/ decreasing interest rates
When the economy is expanding and interest rates are
moving higher, the utilities sector is less attractive than
other sectors of the stock market. Increasing economic
conditions ultimately translates into increasing earnings,
which makes the utilities sector stable earnings less attractive. Higher interest rates also make the stable dividends
of the utilities sector less attractive. Generally speaking,
this scenario is the worst performing environment for the
utilities sector.
When the economy is growing at a faster rate than average, this generally decreases the relative performance
of the utilities sector compared to the S&P 500. Declining
interest rates, help to boost the performance of the utilities
sector. The relative performance of the utilities sector is
dependent on which force is stronger.

If the utilities sector starts to underperform the S&P 500,
particularly if interest rates are falling, this could be a sign
that investors are more comfortable with a higher beta position in the stock market. Given that the utilities sector is
at the top end of its trading range, it would not be surprising to see utilities pull-back in the short-term.

When the economy is decreasing and interest rates are
increasing (not a normal scenario historically), the outcome for the utilities sector’s relative performance is similar to scenario  and depends on which force is stronger,
the declining economy or rising interest rates.

At this time, the utilities sector continues to perform well
and is still in an up trend relative to the S&P 500. If the
utilities sector were to break below its upward trend line
relative to the S&P 500, this would be a good indication
that investors are more comfortable with the prospects
for the stock market and increases the probability that the
stock market is set for an extended move to the upside.

 When the economy is slowing and interest rates are
heading lower, this is typically the best environment for
the utilities sector.

One of the most important short-term variables to
watch – US dollar

Why are utilities outperforming the stock market, even on
some days when interest rates are increasing and the S&P
500 is also increasing? When interest rates are increasing
at the same time as the stock market is rallying, the utilities sector tends to perform poorly and underperform the
S&P 500. What’s up?
Despite the stock market peaking in January, investors
still want to be invested in the stock market. Investors

A rising US dollar has had devastating eﬀects on emerging markets around the world and has helped to vacuum
up liquidity in the stock markets around the world and
bring it back to the US. The US has been raising interest rates faster than most developed countries, which
increases foreign investor appetite for US government
bonds and the US dollar. In addition, the US dollar is one
of the three traditional safe haven currencies. When risk
increases, investors shift to safe haven currencies. Traditionally, the US dollar, the Swiss Franc and the Japanese
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yen have been considered safe have currencies. In more
recent times, investors have avoided the Japanese yen due
to high government debt levels and the Bank of Japan
commitment to yield curve control. This has made the US
dollar even more attractive.
Recently, the combination of rising interest rates and a
lack of risk appetite has helped to push the US dollar
higher. The falling S&P 500 has played a major role in
the strengthening of the US dollar.

unemployment matters.
The problem with rising unemployment is that it changes
the psyche of the population. When people have a job,
the consequences of higher prices can be pushed into the
future, at least that can be the perception. When people do
not have a job, they cannot spend, period. When people
start to see their friends and family lose their jobs, they
start to cut their spending just in case they lose their own
jobs. It is a vicious cycle and can have dire consequences
for the economy.
When unemployment starts to rise, the economy will be
in trouble. If the economy is stuttering at very low levels
of unemployment (3.7%), what will happen when unemployment rises to 5.7%?
Unemployment rate- longer-term
Over the long-term, the current rate is very low and probably has only one way to go – higher.

The correlation between the US dollar and the S&P 500
started to turn lower in early 2020 and went sharply negative later in the year.
Generally speaking, when the US dollar is underperforming world currencies, this is positive for world stock
markets as investors are more likely to invest in foreign
stock markets with less fear of seeing their holdings being
eroded as the result of local currency declines.
The US dollar’s value is aﬀected by a lot of diﬀerent variables. The ECB is starting to show that they need to at
least make an eﬀort to fight inflation. Rising interest rates
in the Eurozone could help to boost the falling Euro. This
will not necessarily boost foreign stock markets. There
are a lot of cross currents and diﬀerent eﬀects have to be
measured against each other.
If the US dollar were to head lower, this would indicate an
increasing risk appetite and would probably help to boost
stock markets around the world. Investors should be following the US dollar, it could be one of the first indicators
to potentially issue an all-clear for the equity market.

Unemployment rate - shorter-term
Below is a closer look at the unemployment rate. Is it
turning higher?

One of the most important medium-term variables to
watch – Unemployment
The unemployment number is so good that it is bad! If
there is one economic report that keeps me awake at night
it is unemployment.
In my last newsletter, I discussed how the employment
numbers are strong, but that they were a lagging indicator. Nevertheless, investors should pay attention, because
— 4 —
alphaMountain Investments - alphamountain.com

Soft economic indicators are showing signs of a slowing economy

ISM leading the stock market lower?

Soft economics indicators are defined as secondary indicators often not produced by the government, but rather
by business and associations.
There are a lot of soft-indicators pointing to a slowing
economy. I could go on for pages and pages showing
graphs of a slowing economy, but these variables are
largely ignored as economic and stock market determinates. Nevertheless, in aggregate these soft economic indicators are flashing a warning signal.
The below graphs are only samples of the many soft indicators that are showing a weakening economy.
Ocean freight (Shanghai to Los Angeles) prices have
been falling

Inventory levels are rising

Inflation adjusted wages are falling

In general, soft economic indicators can show poor prospects for the economy for an extended period of time,
but the economy can still perform acceptably. In theory,
the “alligator jaws” between positive hard economic data
such as unemployment and soft economic data have to
close sometime. In this case, either the soft numbers could
get better, or unemployment could deteriorate. History
shows that the “alligator jaws” can stay open for a long
time. In other words, soft economic data is not a good
timing indicator. It can indicate deteriorating economic
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conditions which could indicate that caution is warranted,
but in isolation it is typically not a good idea to have a
major allocation adjustment based on soft economic data.
Wait for it — Pause Not Pivot !
The word pivot will be banned from the Federal Reserve’s
vernacular. The Federal Reserve will contact Mark Zuckerberg and other social media leaders to shadow ban the
concept of a pivot on their platforms (kidding). The last
thing that the Federal Reserve will want is for investors to
think that they are going to “pivot.”

work in fighting inflation by the Federal Reserve will be
undone. This is not desirable.
The Federal Reserve, after hiking its federal funds rate a
few more times will probably talk about a slowing and
then a “pause.” They will justify their actions by the necessity to wait for more data before taking further action.
They will also banter about the term “data dependent.”
When the Federal Reserve does pause, expect the discussion to be around a “long pause.”

In order to fight inflation, Powell needs to make sure that
investors do not get too far “ahead of what the Federal
Reserve wants.” Investors are really hoping that the Federal Reserve capitulates and pivots. The Federal Reserve
has communicated that a pivot is not in the books.
On December 19, 2018, Powell pivoted, and announced
that the Federal Reserve was backing of its tight monetary
policy and would move to a loose monetary policy in the
near future if necessary. Shortly afterwards, the Federal
Reserve lowered its federal funds rate. The move quickly
earned the moniker “Powell Pivot.”

The above concept graph illustrates the current disconnect between investor expectations of Federal Reserve
action on its federal funds rate and what the Federal Reserve is expecting, or at least projecting to the public. As
the gap between the two lines shifts with economic data
and announcements, the stock market is “twisting.” Investors are betting that the Federal Reserve is wrong and
hence any data that pushes the Federal Reserve to be more
hawkish is having a large negative impact on the stock
market (i.e. higher than expected inflation).

Mid-term elections - Not a factor yet - Soon?
Typically, mid-term election years bring some pain to the
markets ahead of the elections and then rally starting in
late September.
The decrease before the elections is usually the result
of investors being concerned about the uncertainty surrounding the election.
Investors are trying to anticipate when Powell will pivot
once again; hence the stock market rallying oﬀ the June
bottom.
Powell knows the value of semantics. I will bet he will
not use the word “pivot.” If investors anticipate a Federal
Reserve moving to a pivot in the near term, a lot of the

With so much going on in the world, it is if everyone has
forgotten that a mid-term election is taking place in early
November. Maybe once we get past the election, the market will have a relief rally.
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Volatility ahead?

Good News – Opportunity ahead

Most investors would admit that the stock market has
been volatile, and yet the VIX which measures implied
volatility is rather sanguine. In other words, investors
have not capitulated. Normally, when the stock market
corrects sharply, the VIX rises to levels above 40. So far
in this bear market, the VIX has not touched 40. In addition, volatility tends to rise at this time of the year.

When the stock market corrects sharply in September, the
stock market can stabilize late in the month and start the
initial stages of a rally. Sometimes, the process takes a
month to work itself out. In which case, the seasonal opportunity to increase beta can take place in late October.

What does this mean for the stock market now?

Seasonal Opportunities

Investors are still fairly complacent and if a large negative
shock were to occur, volatility could increase substantially along with a stock market correction. In other words,
from a low VIX level, there is room for the stock market
to have a substantial correction.

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 mid-2020. Of course there were some bumps along the
way, but the biotech sector setup well for its strong seasonal period in 2022. It started its trend of outperformance
in April, before the start of its strong seasonal period. In
its strong seasonal period the biotech sector produced a
gain of 8.5% versus the S&P 500, which produced a gain
of 4.6%.
The seasonal period for the biotech is now over. On a
seasonal basis, it is best to start looking elsewhere in the
markets.

So far, there has not been a large exit from the stock market. If the VIX hits 40, this will change.
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Transportation
The transportation sector has a strong seasonal period
from October 10 to November 13
Now that almost every country in the world has dropped
all of their COVID mandates, travelling has been getting
back to normal. During the COVID pandemic, people
were afraid to fly, but that is no longer the case. This summer was busy as travellers were finally able to fly without
restrictions. This past summer was a release of pent-up
demand. Many travellers were just not willing to consider
flying during the COVID pandemic.

the S&P 500 as the stock market has stuttered. Given that
the sector has broken its up trend line relative to the S&P
500, investors should be considering a seasonal exit if the
sector starts to underperform in the near future.

The question is, how long will this travel trend last. If the
economy continues to slip, consumers will continue to cut
back their discretionary spending, including travel.
The transportation sector has a strong seasonal period that
starts very shortly. If the market were to have a severe
correction heading into the transportation strong seasonal
period. It is possible that the transportation sector could
outperform briefly on a stock market bounce, but investors should be cautious, as this trend may not last long.
My Call: The health care sector will probably slightly outperform the S&P 500 in the very near term, but
could start to underperform in the not-so-distant future.

Gold Bullion
Gold bullion has a strong seasonal period from July 12
to October 9.
Gold has suﬀered since early in the year as a stronger US
dollar and higher interest rates have taken their toll. Gold
is now just above its support level at $1650.

My Call: The transportation sector will probably start
to outperform the S&P 500 starting late in October to
mid-November.

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 started to underperform the S&P
500 in July. Recently, the sector has started to outperform
— 8 —
alphaMountain Investments - alphamountain.com

It is possible that gold could have a pullback in the near
future. The next seasonal period for gold starts in late December.
My Call: Gold bullion will probably perform moderately well over the next few weeks and then start to underperform the S&P 500.

Agriculture
The agriculture sector has a strong seasonal period from
September 26 to November 11
Recently, the agriculture sector broke its downward trend
line, which is a good sign. The sector has been performing
at market lately.
The best scenario for the agriculture sector to perform
well in its strong seasonal period is for the stock market to rally at the same time. If the stock market were to
stabilize in late September, this could be bullish for the
agriculture sector.

My Call: Uranium will probably outperform the S&P
500 into the new year.

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

My Call: The agriculture sector will probably start to
outperform the S&P 500 in early October.

Uranium
The uranium sector has a strong seasonal period from
October 4 to January 24
Recently, many countries have been waking up to the fact
that nuclear energy is a part of a green energy solution
for the future. As a result, countries have been making
announcements of starting and/or building nuclear power
plants, which has helped to push up the uranium sector.
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Gold miners have performed poorly since April. They
have also underperformed the S&P 500 and gold. This
poor performance is not an ideal condition for gold miners so late in their seasonal period. The next strong seasonal period for gold miners starts in late December.
My Call: The gold miners sector will probably underperform the S&P 500 in the near future.

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 bonds performed poorly for most of 2022,
bounced in June, into July and has since pulled back. So
far, government bonds have been negative in their strong
seasonal period.

My Call: The energy sector will probably start to underperform the S&P 500, starting in late September.

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 at market recently. It should be noted that on a seasonal basis,
consumer staples is one of the best performing sectors in
October. If the market increases in volatility, the consumer staples would probably outperform the S&P 500.

My Call: US government bonds will probably have mediocre performance in September and perform poorly
in October.

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 rising recently, but it should
be noted that the strong seasonal period finishes in just
over two weeks.

My Call: The consumer staples sector will probably
outperform the S&P 500 into late October.
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Rants

Rant #1
Bank of Canada - Spreading Disinformation

The Bank of Canada clearly believes in magic. During the
COVID pandemic, Canada’s money supply increased by
40%. I wonder where this came from? The Bank of Canada makes no attempt to explain how the money supply
increased by such a large amount during the pandemic.

The Bank of Canada has a credibility issue after its poor
handling of its operations during the COVID-19 pandemic. You would think that the Bank of Canada would
do everything possible to gain back its credibility. Nope.
They doubled down with a statement to the public that
was disinformation or at the very least disingenuous.
The Bank of Canada’s very unusual tweet claimed that the
Bank of Canada was not printing money.
“#YouAskedUs if we printed cash to finance the federal gov’t.
We didn’t”

What would Powell think of the Bank of Canada’s claim
that it does not print money - BS! On national TV, Powell
admitted that the Federal Reserve was printing money.

Powell was interviewed by the TV show 60 Minutes in
May 2020. Powell says that the Federal Reserve printed
money to support the economy.

I responded to the Bank of Canada’s tweet on Twitter,
briefly stating that the Bank of Canada was indeed printing money. It was not just myself that responded.
The Fed Guy (former Federal Reserve trader, Joseph
Wang), also called out the Bank of Canada, stating that
the Bank of Canada was printing money and was spreading misinformation. If you would like to understand how
quantitative easing works, the link below from the Fed
Guy outlines the process.
https://fedguy.com/two-tiered-monetary-system/

Interviewer - “You simply flooded the system with
money”
Powell - “Yes, we did, that is another way to think
about it, we did.
Interviewer - “Where does it come from, you just print
it?”
Powell - “We print it digitally, so we as a central bank
have the ability to create money, digitally and we do
that by buying Treasury Bills or bonds or other government guaranteed securities that actually increases
the money supply. We also print actual currency and
distribute that through the Federal Reserve banks.”
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Macklem is the Driver of a Getaway car for a
Gang of Bank Robbers

ing way too much money and lowering interest rates too
low for too long.” Why would anyone trust the Bank of
Canada in the future, when they have been less than honest in the past.

Rant #2
Money for me and not for thee!
In 2020 and 2021, the Bank of Canada shelled out $45 million in bonuses and pay raises This works out to be $3000
for each employee that received a raise and $10,000 for
each employee that received a bonus.
But wait....Macklem is recommending that companies do
not adjust wages to inflation.
Do I need to say more!
Pic of Getaway Driver in Movie Baby Driver 2017
Macklem (Bank of Canada) in his Twitter thread is trying to claim that the Bank of Canada’s purchase of bonds
ends up on the books of the commercial bank’s reserves,
so the bank of Canada is not “printing money.” Without
getting into the plumbing of the bank system, it depends
on whom the bonds were purchased from.
Regardless, even if you take Macklem’s claim at face
value, the Bank of Canada is still complicit in printing
money. The Bank of Canada’s actions of facilitating the
governments spending makes them just as guilty as the
government. They acted as a team. Despite Macklem’s
attempt to distance himself from the government’s role
in printing money, in this process, Macklem (Bank of
Canada) is akin to the driver of a getaway car in a bank
robbery. Although the driver does not actually enter the
bank and take the money, they are just as guilty because
they are part of the team.
Nobody is saying that the government and the Bank of
Canada should not have provided support in the initial
stages of the COVID pandemic. It has become clear to
most that the government acted recklessly by spending
too much for too long (most western governments did). It
has also become clear to most that the central bank acted
recklessly by keeping its interest rate too low for too long
and by buying too many bonds for too long.

Why this matters to the market.
If the Bank of Canada is purposely disseminating disinformation, how can they be trusted in the future? They
are planning on launching a Central Bank Digital Currency (CBDC) at some point in the future. They lost a lot
of credibility during the COVID-19 pandemic by “print-

Rant #3
Macron – “Let them eat cake”
Actually, the above words were uttered by the out of touch
Marie Antoinette Queen of France, as the peasants were
storming the palace during the French Revolution.
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Rant #4
Governments implementing inflationary spending
policies
Western governments have implemented policies that
have put their countries in a tight spot.
I will agree, that it is a very diﬃcult situation. Yes, if governments had acted more responsibly in the past, they
would not be in such a diﬃcult spot (water under the
bridge).

Recently, Macron said that the “age of abundance is
over.” What he is saying is that the average French person
should accept a reduction in their lifestyles.
This obviously does not apply to Macron. I have to ask
if his makeup budget will be reduced. In the first three
months of 2017, Macron spent $31,000 on makeup and
haircuts
(https://www.theguardian.com/world/2017/
aug/25/emmanuel-macron-under-fire-26000-eurosmakeup-bill). That works out to over $100,000 a year.
Maybe Macron should do his part and cut back, perhaps
only spend $50,000 per year on makeup and haircuts?
The age of abundance is not over for Macron, just the
people he rules over.

Based upon governments response to COVID-19, spending too much money for too long, it is reasonable to assume that government programs to fight inflation will be
anything but measured and proportionate. It should be
remembered that any additional government spending is
always inflationary in the short-term.
Most western countries have introduced spending programs to fight inflation. I am not going to list them here.
The simple fact is that any new government spending by
definition is inflationary. Period.
I am not going to argue the merits of the programs, but
my request is that politicians stop claiming that they are
fighting inflation by creating more inflation. If the public
is fooled into believing such claims, the government will
keep increasing their spending.

Why it matters to the markets
People are tired of out of touch leaders who are willing to
sacrifice everyone else’s lifestyle, but not their own. Expect more division in society and more protests and riots.
Longer term, this will be disruptive to supply chains, particularly for emerging markets. Longer-term, the geopolitical consequences and the possible negative outcomes
are not supportive of strong markets.
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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 Thackray is a Research Analyst with Horizons ETFs Management (Canada) Inc. (“Horizons 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, including the Horizons
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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. Commissions, 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 volatility risk Such risks are described in the prospectus. The prospectus contains
important detailed information about the ETF. Please read the prospectus before investing.
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not investment advice. Historical results do not guarantee future results
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