
By Jeffrey A. Hirsch
Chief Market Strategist

Money flows from harvesting made
August a great stock market month
in the first half of the Twentieth
Century. It was the best month from
1901 to 1951. In 1900, 37.5% of the
population was farming. Now that
less than 2% farm, August is
amongst the worst months of the
year. It is the worst DJIA, S&P 500
and NASDAQ month over the last
31 years, 1988-2018 with average
declines ranging from 0.1% by
NASDAQ to 1.1% by DJIA. In pre-
election years since 1950, Augusts’
rankings improve modestly: 
#7 DJIA, #8 S&P 500 and 
#10 NASDAQ (since 1971).
Average performance in pre-
election years is positive across 
the board.

Contributing to this poor
performance since 1987; the
shortest bear market in history
(45 days) caused by turmoil in
Russia, the Asian currency crisis
and the Long-Term Capital

Management hedge fund debacle
ending August 31, 1998 with the
DJIA shedding
6.4% that day. DJIA
dropped a record
1344.22 points for
the month, off 15.1%
— which is the
second worst
monthly percentage
DJIA loss since

1950. Saddam Hussein triggered a
10.0% slide in August 1990. The
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Major U.S. stock market indices continue to track
historic seasonal patterns and the historical seasonal
pattern for Pre-Election Years quite closely this year
and that suggests it is likely to continue to do so. The
Dow, S&P 500 and NASDAQ have just logged new all-
time highs and while that is bullish for the year as a hole
and the second half in general it does indicate that we
are ripe for a
seasonal pullback.

As you can see in the
accompanying chart
mid-July in Pre-
Election Years is
frequently a point
where the market
begins its seasonal
retreat after hitting
new highs. Then after
choppy, sideways,
backing and filling
action over the
“Worst Four Months”
J u l y - O c t o b e r,

additional new highs are usually reached in December and
often at yearend, even on the last trading day of the year.

Frankly, the market is really getting everything it wants.
At least a quarter point Fed rate cut is likely at the end
of July. President Trump and the Democrats have just
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best DJIA gains occurred in 1982 (11.5%) and 1984
(9.8%) as bear markets ended. Sizeable losses in 2010,
2011 and 2013 of over 4% on DJIA have widened
Augusts’ average decline. A strong August in 2014 of
S&P 3.8% and NASDAQ 4.8% preceded corrections of
7.4% and 8.4% respectively from mid-September to
mid-October.

The first nine trading days of the month have exhibited
weakness while mid-month is better. Note the bullish
cluster from August 15-19. The end of August tends to
get whacked as traders evacuate Wall Street for the
summer finale. The last five days have suffered in 13 of
the last 23 years with the S&P 500 up only six times on

the penultimate day in the past 23 years. In the last 
23 years, the last five days of August have averaged
losses of: Dow Jones Industrials, –0.9%; S&P 500,
–0.7% and NASDAQ, –0.3%.

On Monday of expiration the Dow has been up 16 of the

last 24 years with four up more than 1%, while on

expiration Friday it has dropped in 13 of those 24 years,

down seven of the last nine years. Expiration week is

down slightly more than half the time since 1990, but

some of the losses have been steep (–2.6% in 1990, 

–2.3% in 1992, –4.2% in 1997, –4.0% in 2011, –2.2% in

2013 and –5.8% in 2015). The week after expiration is

mildly stronger up 18 of the last 29.
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worked out a new budget and debt ceiling deal that
should be signed into law shortly. The trade battles and
negotiations continue crawling along and every time
things look a little shaky the Trump administration sends
top officials for high level talks with China. Up until
recently, economic readings and corporate results have
been solid. This has all been a boon for stocks. 

But now as economic data and earnings season has
not been exceedingly firm, seasonal weakness,
technical resistance and elevated sentiment have
created an environment where the market is likely to
retreat toward recent support levels around the March
and June 2019 lows near Dow 25000, S&P 2725 and
NASDAQ 7333 over the next three months — in the 
8-12% correction area. 

However, our longer term outlook for yearend and
Election Year 2020 remains bullish. So here’s a little
preview of our outlook for 2020 from the Stock Trader’s
Almanac 2020 that we just sent to the press for you, our
loyal Seasonal Strategist Newsletter readers.

For 2020, we could easily join the throng of skeptics
and bears that are forecasting recession and a down
market for 2020 and stoke investor’s fears, but we have
three main observations that have guided us toward a
more bullish outlook for Election Year 2020.

1. The Power of Incumbency. As you can see in
the accompanying chart the stock market has
performed much better in election years when a
sitting president is running for reelection. Since
1949 the Dow is up 10.1% in election years
when a sitting president is running for reelection
vs. 5.3% in all election years and –1.6% in
election years with an open field and no
incumbent commander-in-chief running for a
second term.

2. Fiscal and Monetary Policy Synchronicity. After
several years of conflicting policy the Federal
Reserve and the U.S. Federal government are
finally getting in synch. Interest rates are
historically low and the Fed is on the brink 
of lowering rates at the same time as fiscal
policy has been lowering taxes and 
increasing spending. These dual pro-growth
policies should continue to propel the stock
market higher.

3. Recent Pattern of 50% Moves Following
Extended Consolidations. An interesting pattern
has materialized following the past few market
consolidation phases. After bouncing around a
base for 2-3 years the DJIA has rallied 50%
higher. Following the 2009 secular bear market

(continued from page 2)
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low the market rose to the 12,000 level on the
Dow in February 2011 and then moved
sideways for about 2 years up and down and
around 12,000. Then it took off at the end of
Election Year 2012 rising 50% to 18,000 at the
end of 2014. DJIA stayed close to 18,000 until
just after the election in 2016. Then it jumped up

another 50% near 27,000 in January 2018. Until
July 2019 DJIA had been unable to
breakthrough 27,000. If this pattern continues,

the next 50% move higher may gain momentum
in 2020.

These gains will of course not come without pause and
correction. The world stage will continue to feature some
challenging geopolitical, diplomatic, trade-related and
economic storylines. U.S. presidential campaign 
politics will increasingly focus on domestic political

disputes, standoffs
and unfinished
business. But when
all is said and done
we expect 2020 to
be an up year
based on the
historical patterns
and cycles and
current favorable
policies, relatively
healthy economics,
a dovish Fed and
positive market
behavior. This all
points to the
likelihood that our
May 2010 Super

Boom Forecast when the Dow was around 10,000 for the
Dow to reach 38,820 by the year 2025 may be ahead 
of schedule.
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(continued from page 3)

Index Definitions: The S&P 500 Index is an unmanaged composite of 500 large capitalization companies. This index is widely used by 
professional investors as a performance benchmark for large-cap stocks. The Dow Jones Industrial Average (‘DJIA’) is an unmanaged 
composite of 30 widely held stocks. The NASDAQ Index is an unmanaged composite of the common stocks and similar securities listed on
the NASDAQ Stock Market. The Russell 2000 Index is an unmanaged composite of the bottom 2,000 stocks in the Russell 3000 Index. The
Russell 3000 Index is an unmanaged composite of the 3,000 largest publicly held companies incorporated in America as measured by total
market capitalization. The Russell 2000 index is widely used by professional investors as a performance benchmark for small-cap stocks.You
cannot invest directly in an index and unmanaged index returns do not reflect any fees, expenses or sales charges. Past performance does
not guarantee future results. 
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“fear has sent
Investors Intelligence

Advisors Sentiment
survey bulls to

62.3%, bears down 
to 15.1% and 

correction camp 
has shrunk to 

just 22.6%.”

Market at a Glance

For more information about our strategies, products
and services, including updated fact sheets, 
performance summary reports and prospectuses, 

visit our website: http://www.probabilitiesfund.com or call Advisor
Services today at (800) 519-0438.

The material provided herein has been provided by
Probabilities Fund Management, LLC and is for informational
purposes only. Probabilities Fund Management, LLC is the
adviser to one or more mutual funds distributed through
Northern Lights Distributors, LLC member FINRA/SIPC.
Northern Lights Distributors, LLC and Probabilities Fund
Management, LLC are not affiliated entities.

More
Information

Seasonal: Bearish. August is the worst DJIA, S&P
500, and NASDAQ month over the last 31 years,
1988-2018, with average declines ranging from
0.1% by NASDAQ to 1.1% by DJIA. In pre-election
years, August has been better with modest 
average gains.

Psychological: Complacent. According to
Investor’s Intelligence Advisors
Sentiment survey bulls are at
54.2%. Correction advisors are
at 29% and Bearish advisors
are 16.8%. Bulls did ease
slightly from their
previous level of 58.0%
which was the high 
of 2019. A rate cut
from the Fed, a 
debt-ceiling deal,
increasing possibility
of the ECB easing and
trade deal hopes have
all contributed to the
sense of ease and calm.
But what happens after 
the market seemingly gets
everything it wants? Year-to-date
gains would suggest a cooling-off
period with a period of consolidation and
perhaps a mild pullback during seasonally weak
August and September.

Fundamental: Soft Patches. Q2 GDP estimate from
Atlanta Fed GDPNow is at just 1.3% as of July 25. It
had been as high as 2.1% in June. Corporate

earnings are also currently forecast to decline for Q2
and Q3 according to latest S&P Capital IQ
consensus estimates. On the brighter side, the
economy added 224,000 net jobs in June and the
unemployment rate is a low 3.7% while inflation
remains subdued.

Technical: At resistance. DJIA, S&P 500 and
NASDAQ all broke out to new 

all-time highs but have run into
resistance and are struggling

to maintain momentum and
move higher. NASDAQ’s

Seasonal Sell was
triggered on the close
on July 19. DJIA 
and S&P 500 
technical indicators
are also negative and
trending lower. Major
indexes are likely to

struggle to make any
major move higher over

the next 2-3 months.

Monetary: 2.25-2.50%. Until
the end of July when the Fed is

expected to cut at least 0.25% and
possibly 0.50%. This “insurance” cut

maybe what the economy needs to alleviate some
trade dispute uncertainty and put growth back on a
positive and accelerating trajectory. Low rates have
been supportive of markets as companies can easily
and cheaply finance dividend increases and 
share buybacks.

“August is the worst DJIA, 

S&P 500, and NASDAQ month

over the last 31 years, 1988-2018,

with average declines ranging from 

0.1% by NASDAQ to 1.1% by DJIA. 

Year-to-date gains would suggest a 

cooling-off period with a period of 

consolidation and perhaps a mild 

pullback during seasonally weak

August and September.”
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