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Mitch on the Markets

Beware of the September Market Myth

By Mitch Zacks
Senior Portfolio Manager

When it comes to stocks in September,
history has a simple message—sell. Since
the inception of the Dow Jones Industrial
Average (DJIA) in the late 1890’s, the
month that brings us the season of fall has
also brought us a pattern of fall, as
September has delivered an average loss
of -1.1%. Compare this to the other eleven
months of the year over that same time
frame, and you see an average gain of
+0.8%. What's the deal, September?

The statistics can also be looked at in
different ways to suggest the same
conclusion. One study looked at
performance over decade-long periods
since the late 1800’s and found that in
more than half of those decades
September ranked in either 11t or 12th
place in terms of monthly average
performance (according to
HubertRatings.com). For those keeping
score out there, there are 12 months in a
year, so coming in 11th or 12th place is not
good.

September performance gets even
worse—and the probability of negative
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performance even higher—when August
is a weak month for stocks. Sam Stovall,
the U.S. equity strategist at S&P Capital IQ,
studied the correlation between August
and September regarding S&P 500
performance. His research revealed that if
the S&P 500 fell more than -5% in August,
then stocks would fall or be flat in
September over 80% of the time. He also
found that the average market drop
during September months following a
down August is -4%.

Ok one more historical fact: if you look at
the S&P 500 going back to 1945,
September is lackluster a majority of the
time—stocks have fallen 55% of the time,
which is notably more than other months.

So again we ask, what’s the deal
September? The answer: nothing. Look at
my last stat one more time: September is
negative 55% of the time going back to
1945. If we look at the glass half full, this
also means it is positive 45% of the time.
And, since we know that every other
month has a higher probability of being
positive than September (at least since
1945), to me it's a weak argument to sell
in September just to get back in the
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market in October. The transaction costs
likely aren’t worth it, and there’s nearly a
50% chance you’ll be wrong.

Beware of Market Myths and Focus on
Time Tested Probabilities

Selling in September is just like the
“January Effect” and “Sell in May and Go
Away”—they’re all not powerful enough
(statistically) to influence investment
decisions in a meaningful way. They’re too
short-term in nature and don’t give
investors the right kind of insight to be
successful over the long-term, which is
what's important. Here are the only two
market mantras that investors should
focus on instead:

1. Diversification is key to
managing risk

2. The only calendar on which
stocks are highly predictable is a
20-year calendar - there is no 20-
year period in history where the
performance of stocks in negative.

Bottom Line for Investors

An investor may be tempted to sell after
seeing the September statistics at the
beginning of this post. The concern that a
stock market downturn is around the
corner might be further influenced by
September’s shoddy performance last
year (-2.15%), and the year before that (-
1.55%). But go back a few more years to
2012 and 2013, and September fared
much better (+2.42% and +2.97%,

respectively). The point is, there is no way
to know whether it will be up or down,
and for long-term investors, it doesn’t
make sense to try and market time.

What does make sense, in my view, is to
adequately diversify your portfolio, so you
do not have to worry as much about the
actual outcome this September. Zacks has
several strategies that invest in different
asset classes and styles - like small-cap,
large-cap, mid-cap, dividends, and bonds -
that can be used to build a portfolio of
non-correlated assets. When I said earlier
that diversification is key to managing
risk, | meant it.

-Mitch
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Disclosure:
Past performance is no guarantee of future results. Inherent in any
investment is the potential for loss.

This material is being provided for informational purposes only and
nothing herein constitutes investment, legal, accounting or tax
advice, or a recommendation to buy, sell or hold a security. No
recommendation or advice is being given as to whether any
investment or strategy is suitable for a particular investor. It should
not be assumed that any investments in securities, companies,
sectors or markets identified and described were or will be
profitable. All information is current as of the date of herein and is
subject to change without notice.

Any views or opinions expressed may not reflect those of the firm
as a whole. Third-party economic or market estimates discussed
herein may or may not be realized and no opinion or
representation is being given regarding such estimates. This
material has been prepared by Zacks Investment Research (ZIR) an
affiliate of Zacks Investment Management, Inc. (ZIM) on the basis of
publicly available information, internally developed data and other
third party sources believed to be reliable. Neither ZIR nor ZIM has
sought to independently verify information taken from public and
third party sources and does not make any representation or

warranty as to the accuracy, completeness or reliability of the
information contained herein. Indexes are unmanaged and are not
available for direct investment. Investing entails risks, including
possible loss of principal.

Returns for each strategy and the corresponding Morningstar
Universe reflect the annualized returns for the periods indicated.
The Morningstar Universes used for comparative analysis are
constructed by Morningstar (median performance) and data is
provided to Zacks by Zephyr Style Advisor. The percentile ranking
for each Zacks Strategy is based on the gross comparison for Zacks
Strategies vs. the indicated universe rounded up to the nearest
whole percentile. Other managers included in universe by
Morningstar may exhibit style drift when compared to Zacks
Investment Management portfolio. Neither Zacks Investment
Management nor Zacks Investment Research has any affiliation
with Morningstar. Neither Zacks Investment Management nor
Zacks Investment Research had any influence of the process
Morningstar used to determine this ranking.

Indexes:

The S&P 500 Index is a well-known, unmanaged index of the prices
of 500 large company stocks, mainly blue-chip stocks, selected by
Standard & Poor’s. The S&P 500 Index assumes reinvestment of
dividends but does not reflect advisory fees or other expenses. The
volatility of the index is materially different from the individual
performance obtained by a specific investor. An investor cannot
invest directly in this Index.
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