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COMMENTARY
M A R K E T
W E E K L Y

LPL RESEARCH

October was one of the 
worst months for stocks 
in years.

Stocks have historically 
turned bullish into 
year-end following 
midterm elections.

Within the four-year 
presidential cycle, this 
quarter and the 
following two quarters 
next year are historically 
the best for stocks.

—“It is always darkest just before the day dawneth.”— 
Thomas Fuller | English theologian and historian

The quote above is better known today as “It is always the darkest just before 
dawn.” Well, October was one of the worst months we’ve seen in years for 
stocks, but we see a much brighter future. The next two months could have a 
nice year-end rally thanks to historically bullish seasonal patterns during midterm 
years and the extreme buying strength we saw last week. 

Yes, there is a potential bright side to what could happen next!

GOOD RIDDANCE
After a six-month win streak, the S&P 500 Index came crashing down, losing 
nearly 10% from the recent peak and closing 6.9% lower in October. This was 
the worst month since September 2011. The action was even worse for the 
Nasdaq and Russell 2000 Index (small caps). 

What really caused the October turbulence? Well, first things first: The S&P 500 
was up six straight months and was heading into what has historically been the 
most volatile month of the year. Add in the continued worries over the Federal 
Reserve (Fed), the global economy, and trade tensions with China, and the 
market finally broke. In the end, we think it was Fed Chair Jay Powell’s comment 
on October 3 that we’re a “long way” from neutral that sparked much of the 
volatility. This statement made it appear the Fed was intent on continuing to 
increase interest rates, and it led to a reevaluation of risk assets.

Two takeaways stand out that sum up how bad October was for equities. First 
off, the S&P 500 closed down 16 days last month, tying October 2008 for the 
most red days for any month in 10 years. Secondly, it took until the final two 
trading days of the month before the S&P 500 was up back-to-back days during 
the month. 
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Think about it like this: The S&P 500 just went  
28 trading days without back-to-back up days. As 
Figure 1 shows, that makes it tied (with several 
other times) for the longest streak without back-to-
back gains since the Great Depression! 

This helps to show just how persistent the 
weakness has been. There are some months 
that had larger drops, but few have ever seen the 
constant selling that October 2018 saw.

THE BRIGHT SIDE #1
As bad as October was, there is a bright side to 
things. The S&P 500 closing low in October took 
place on October 29, at 2641.25, and history tells 
us lows in October tend to take place ahead of nice 
rallies, especially during midterm election years.

As Figure 2 shows, from the October closing low 
until the end of the year, the S&P 500 historically 
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Source: LPL Research, FactSet   10/31/18
The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through changes in 
the aggregate market value of 500 stocks representing all major industries. The modern design of the S&P 500 stock index was �rst launched in 1957. Performance 
back to 1928 incorporates the performance of predecessor index, the S&P 90.
All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not re�ect fees, expenses, or sales charges. Index performance is not 
indicative of the performance of any investment. All performance referenced is historical and is no guarantee of future results. Estimates may not develop as predicted.
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S&P 500 Index, Log Scale (Left Scale) Days Without Back-to-Back Gains (Right Scale)

1 THIS TIED THE LONGEST STREAK WITHOUT BACK-TO-BACK UP DAYS SINCE THE GREAT DEPRESSION

Source: LPL Research, FactSet   10/31/18
The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through changes in 
the aggregate market value of 500 stocks representing all major industries. The modern design of the S&P 500 stock index was �rst launched in 1957. Performance 
back to 1950 incorporates the performance of predecessor index, the S&P 90.
All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not re�ect fees, expenses, or sales charges. Index performance is not 
indicative of the performance of any investment. All performance referenced is historical and is no guarantee of future results. Estimates may not develop as predicted.
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2 A BIG YEAR-END BOUNCE IS POSSIBLE FOR STOCKS



WMC

03
Member FINRA/SIPC

has been higher 18 out of 18 times, and is up a very 
impressive 10.7% on average. Given the average 
year since 1950 is up 7.4% from the October low 
until year-end, midterm years tend to have even 
more of a bullish bias. Things look brighter indeed.

THE BRIGHT SIDE #2
Looking at the entire four-year presidential cycle 
hints at more potential good news. As Figure 
3 shows, the current quarter is historically the 
strongest quarter out of the entire cycle, while the 
next two quarters are quite strong as well. A closer 
look shows the fourth quarter of a midterm year 
hasn’t been lower since 1994, and even then it was 
down less than 1%. Additionally, since 1950, this 
quarter of a midterm year has been higher 15 out of 
17 times. 
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Source: LPL Research, FactSet   10/31/18
The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all major industries. The modern design of the S&P 500 stock index was �rst 
launched in 1957. Performance back to 1950 incorporates the performance of predecessor index, the S&P 90.
All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not re�ect fees, expenses, or sales charges. Index 
performance is not indicative of the performance of any investment. All performance referenced is historical and is no guarantee of future results. 
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S&P 500 Index Quarterly Returns Based on the Presidential Cycle (1950–2017) 

THE CALENDAR IS A BULL’S BEST FRIEND

The bottom line is October was a very rough month, 
but the quarter isn’t over yet and history would 
indicate a rally is quite possible heading into year-end.

THE BRIGHT SIDE #3
Something happened last week that was extremely 
rare, yet potentially quite bullish. The S&P 500 
gained more than 1% on three consecutive days for 
the first time since right after the Brexit vote in June 
2016. Other times this rare event took place were 
in February 2016 and October 2011. All of those 
times marked major lows for stocks. We like to call 
this blast of short-term strength a buying thrust. It 
simply means a large amount of strength in a short 
time frame. We tend to see these take place after 
extended periods of selling, and they can mark a 
change in trend.
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This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial LLC is not an affiliate of and 
makes no representation with respect to such entity.

Taking things a step further, the S&P 500 closed at 
a five-month low on October 29 and then gained 
1% on three consecutive days. We found this 
rare event has happened only seven other times 
since 1950, and the near-term results are indeed 
quite strong. In fact, three months after the third 
consecutive 1% gain, the S&P 500 was higher 
every single time and up a median of 6.2%. Six 
months and 12 months later are strong as well, 
with median returns of 13.0% and 21.9%. Please 
read this recent blog for more thoughts on this 
bullish development. 

CONCLUSION
October was a rough month for equities, but it’s 
important to remember that pullbacks are part 
of investing. Fortunately, the overall economic 
backdrop remains solid and earnings are stellar. 
Valuations are at multi-year lows and the calendar 
could be a nice tailwind for the bulls in the near 
term. As F. Scott Fitzgerald wrote in Tender Is the 
Night, “In any case you mustn’t confuse a single 
failure with a final defeat.” We don’t think this bull 
market is over, and although October feels like a 
failure, don’t confuse it with a final defeat. n

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. 

All performance referenced is historical and is no guarantee of future results.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful.

Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal, and potential liquidity of the investment in a falling market.

All investing involves risk including loss of principal.

INDEX DESCRIPTIONS

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major industries.

https://lplresearch.com/2018/11/05/what-has-happened-last-week-has-bulls-smiling/

