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KEY TAKEAWAYS

Last week’s stock
market slide begs the
question whether this
August will fit its
historical pattern of
seasonal weakness.

With the latest
escalation of trade
tensions, investors
should be prepared for
more market volatility
this month.

Other keys for stocks this
month include the Fed
and earnings, although
the impacts of both are
likely to be drowned out
by trade concerns.
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August has been one of the worst months for the stock market historically.
In fact, it has been the worst month on average for the past 10 years, with the
S&P 500 Index down an average of 0.78% for that month [Figure 1]. Last week's
3.1% slide for the index certainly fit that pattern, which begs the question whether
investors should buckle up for more seasonal losses this month. Despite last
week's losses, 2019 has been a good year for stocks—the S&P 500 is up 17%
year to date through August 2 and, excluding any losses Monday, still stands

just 3% from its all-time closing high on July 26. Here we summarize August'’s
lackluster track record and discuss whether this August will fit the pattern.
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The modern design of the S&P 500 stock index was first 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.
Past performance is no guarantee of future results.

Thank you for subscribing to LPL Research’s Weekly Market Commentary. To make sure you have the market and economic insights
you need in the timeliest manner, we're consolidating the Weekly Market Commentary and Weekly Economic Commentary into a new
LPL Research Weekly Market Commentary starting August 12. Additional economic-specific content will be added each week to the
daily LPL Research blogs; you can subscribe to the blog at LPLResearch.com. Thank you again for your support, and we hope you
enjoy the new formats.
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LATE SUMMER LULL

We have some painful August market memories:
most recently, the Chinese yuan crisis in August
2015, which sent the Dow Jones Industrial Average
down 1,000 points in one day. Prior to that, rating
agency Standard & Poor’s downgraded its credit
rating on U.S. debt in August of 2011, sending the
S&P 500 down 5.7%.

And this is not just a recent phenomenon. Since 1950,

the S&P 500’s average monthly move in August has

been a decline of 0.05%. Perhaps just as worrisome,
the only month that's worse over that time is the one
coming next: September.

As if that's not enough bad news, when August

is down, it has been down quite a bit. Since 1990,
when the S&P 500 has fallen in August, it has fallen
4.6% on average, again the worst of all months.
Some of the lowlights include:

= August 1990: Irag invaded Kuwait and the S&P
500 fell 9.4%.

= August 1997: The Asian currency crisis—known as
Asian contagion—drove the S&P 500 down 5.7%.

= August 1998: The Russian debt crisis and
collapse of the hedge fund Long-Term Capital
Management pummeled stocks to the tune of a
nearly 15% S&P 500 decline, the worst August in
the S&P 500's history.

Of course we don't know why so many significant
negative events have occurred in August, but some
of the long-term historical weakness can perhaps be
explained by summer vacations and fewer market
participants. Regardless of the reasons for it, the
key takeaway is to be prepared for more volatility.

THREE KEYS FOR MARKETS THIS MONTH

Short-term market movements are always very
difficult—if not impossible—to predict, but we
would not be surprised if stocks pulled back a bit
more from where they are now. Here are our three
keys for markets this month:
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Trade

Tariffs and trade risk, though not new, will be a very
important factor driving stocks in August. U.S. and
China negotiators have a meeting scheduled for
September, which takes on greater importance after
President Trump’s latest tariff threat. On September

1, a 10% tariff will be placed on the remaining roughly
$300 billion in U.S. imports from China. That tariff

could be removed, as President Trump noted last week,
though that is unlikely to happen before formal talks.

Our take: We expect progress on trade and
reductions in tariffs in the coming months, but the
dispute could drag well into 2020 and lead to more
market volatility in the interim.

The Federal Reserve (Fed)

The rally to new highs in late July was driven in
large part by expectations for a series of Fed rate
cuts. After the expected 25 basis point (0.25%) cut
July 31, Fed Chair Jerome Powell’'s comments in
his post-meeting press conference left bond market
participants questioning whether another cut was

in the cards. (This probably had something to do
with the timing of the president’s latest tariff threat,
as he may have been trying to push the Fed to cut
more and weaken the U.S. dollar).

Our take: Expect at least one more Fed rate cut
this year as trade tensions continue to simmer,
which may help support stock and bond markets.
However, bouts of volatility around shifting rate
cut expectations would not surprise us, with three
additional cuts mostly priced in by March of 2020.

Earnings

Earnings season is winding down, but it could still
move markets this month, especially given that
threatened tariffs impact many consumer goods,
and many retailers report results late in the season.
S&P 500 earnings for the second quarter are
tracking to a fractional gain, according to FactSet.
However, given some sizable headwinds (trade,
slower global growth, strong U.S. dollar, Boeing’s
losses, and Apple’s earnings decline), earnings
under the surface have been pretty good in our
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opinion. With 110 S&P 500 companies remaining to to date suggest risks of a pullback (5-9%) or a
report, we hope to learn more about the potential correction (10-19%) have risen. Corrections tend to
impact of the latest proposed tariffs. occur this time of year, so even though we expect
stocks to move higher between now and year-end,
some bumps can be expected. If we do see some
volatility, then tariffs, the Fed, and earnings will
likely be the culprits. We expect the Fed to generally
support markets, earnings probably won't hurt,

and trade will still be a wildcard. Given a still solid

Our take: The market impact of the rest of earnings
season may be mixed amid tariffs and other headwinds.
However, we expect earnings to improve later this year
and into 2020 as trade risks potentially abate.

[] [] N [] |_U S | []N fundamental backdrop overall with steady economic

growth, our belief that earnings will improve, and
August has historically been a rough month for low interest rates with support from the Fed, buying
stocks. That track record and the strong gains year dips may be rewarded. m

Thank you to Ryan Detrick for his contributions to this report.

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 and are
subject to change at any time based on market and other conditions. 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.

Economic forecasts set forth may not develop as predicted, and there can be no guarantee that strategies promoted will be successful.

Investing involves risks including possible loss of principal. No investment strategy or risk management technique can guarantee return or eliminate risk in all
market environments.

All indexes are unmanaged and cannot be invested into directly. Unmanaged index returns do not reflect fees, expenses, or sales charges. Index performance is
not indicative of the performance of any investment.

All'information is believed to be from reliable sources; however LPL Financial makes no representation as to its completeness or accuracy.

All company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products or services.
LPL Financial doesn't provide research on individual equities.

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. The modern design of the S&P 500 stock index was first launched in 1957.
Performance back to 1950 incorporates the performance of predecessor index, the S&P 90.

This Research material was prepared by LPL Financial, LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (nember FINRA/SIPC).
Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice from a separately registered independent
investment advisor, please note that LPL is not an affiliate of and makes no representation with respect to such entity.

If your advisor is located at a bank or credit union, please note that the bank/credit union is not registered as a broker-dealer or investment advisor.
Registered representatives of LPL may also be employees of the bank/credit union. These products and services are being offered through LPL or its affiliates,
which are separate entities from, and not affiliates of, the bank/credit union. Securities and insurance offered through LPL or its affiliates are:

Not Insured by FDIC/NCUA or Any Other Government Agency | Not Bank/Credit Union Guaranteed | Not Bank/Credit Union Deposits or Obligations | May Lose Value ‘
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