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Stocks Suffer Worst Day in Nearly Three Months 

 

• The S&P 500 has rallied over 50% since its March 23 low. 

• This rally has been driven by stimulus and optimism around the economic recovery. 

• Today’s decline was not surprising as equities were overbought, and recent data has 

moderated. 

After posting gains in nine out of the last 10 trading days, leading to an all-time high, a sharp drop 
in technology stocks led to a broad market selloff, sending the S&P 500 down over 3.5%. While 
there were not any specific catalysts for the sharp drop, we can point to two likely causes that led 
to investor jitters – an overbought stock market and growing concerns about the global economic 
recovery. As we have noted numerous times, optimism about the economic recovery and the 
strong momentum in the stock market had stretched valuations to levels not seen since the early 
2000s. With valuations so high, equities are pricing in near-perfection.  
 
One possible reason for the market weakness was the fact that U.S. equities were simply 
overbought. Just like the proverb, “trees don’t grow to the sky,” neither do stocks. The S&P 500 
has rallied over 50% since its March 23 low and has been positive in 19 of the past 24 trading 
days. As we noted in this tweet yesterday, this index traded 16% above its 200-day moving 
average. Whenever the S&P 500 trades 11% or more above its 200-day moving average, it has 
struggled. Couple this with the well-documented narrowness of the index, as investors have 
primarily focused on the technology sector, the rally was not very healthy in our opinion. It was 
due for a pullback as investors take profits and review their investment theses.   
 
The other reason that likely pressured equities was the growing uncertainty about the current 
economic recovery. The sharp rally in equities since March 23 lows was primarily based on the 
optimism around the strength of the economy. Though the initial data portrayed an aggressive, 
V-shaped growth, recent data suggests some of it may be waning. Today, for example, we saw 
readings that suggest U.S. and Eurozone service activity moderated in August, a sign of the 
diminishing recovery from the coronavirus pandemic. As these reports and the high-frequency 
data that we track in our Social Distancing Recovery Dashboard suggest a V-shaped recovery is 
less likely, it is no surprise that markets succumbed to weakness today. Also, today’s weakness 
may have been in anticipation of tomorrow’s widely followed employment report. While we do 
anticipate a large gain in jobs created in August, the unemployment rate may remain elevated. 
With over 1 in 5 American workers receiving some type of unemployment benefit, an uncertain 
job market could further pressure the current economic recovery.  
 
Since August 18, when the S&P 500 first reclaimed its February 19 high, the index made nine 
new all-time highs. The combination of unprecedented fiscal and monetary stimulus and optimism 
around the economic recovery drove this sharp momentum. With resulting valuations hitting frothy 
levels combined with growing worries about moderating economic data and the virus, U.S. stocks 
were due for a pullback and today’s decline was not that surprising. While we do not expect a 
pullback to March 23 lows, we continue to expect elevated levels of volatility and a possible low 
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double-digit market correction. While the stock market continues to price in a rapid, quick 
economic recovery, we think this will instead be a slow recovery and we are watching the virus 
news and our social distancing measures closely. The sooner the virus dissipates, and social 
distancing measures are eased, the faster the recovery. 
 
We feel investors will need to reassess the speed of the economic recovery and this could cause 
volatility in markets. There are risks in both stocks and bonds, so we recommend sticking to risk 
tolerances consistent with your long-term goals and objectives and being diversified among 
sectors and asset classes. Your financial professional can help you stay focused on your own 
individual goals. 
 

This report was created by Cetera Investment Management LLC. 
 
 
About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial 
Group®. Cetera Investment Management provides market perspectives, portfolio guidance, model 
management, and other investment advice to its affiliated broker-dealers, dually registered broker-dealers 
and registered investment advisers. 
 
About Cetera Financial Group 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, 
Cetera Advisors LLC, Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera 
Financial Institutions or Cetera Investors), Cetera Financial Specialists LLC, and First Allied Securities, Inc. 
All firms are members FINRA / SIPC. Located at 200 N. Pacific Coast Highway, Suite 1200 El Segundo, 
CA 90245-5670 
 
Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage 
services and receive transaction-based compensation (commissions), Investment Adviser Representatives 
who offer only investment advisory services and receive fees based on assets, or both Registered 
Representatives and Investment Adviser Representatives, who can offer both types of services. 

The material contained in this document was authored by and is the property of Cetera Investment 
Management LLC. Cetera Investment Management provides investment management and advisory 
services to a number of programs sponsored by affiliated and non-affiliated registered investment advisers. 
Your registered representative or investment adviser representative is not registered with Cetera 
Investment Management and did not take part in the creation of this material. He or she may not be able to 
offer Cetera Investment Management portfolio management services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or 
legal advice to any individual without the benefit of direct and specific consultation with an investment 
adviser representative authorized to offer Cetera Investment Management services. Information contained 
herein shall not constitute an offer or a solicitation of any services. Past performance is not a guarantee of 
future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment 
Management LLC Form ADV disclosure brochure and the disclosure brochure for the registered investment 
adviser your investment adviser representative is registered with. Please consult with your investment 
adviser representative for their specific firm registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment 
advice. Investment decisions should not be based on this material since the information contained here is 
a singular update, and prudent investment decisions require the analysis of a much broader collection of 
facts and context. All information is believed to be from reliable sources; however, we make no 
representation as to its completeness or accuracy. The opinions expressed are as of the date published 
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and may change without notice. Any forward-looking statements are based on assumptions, may not 
materialize, and are subject to revision. 

All economic and performance information is historical and not indicative of future results. The market 
indices discussed are not actively managed. Investors cannot directly invest in unmanaged indices. Please 
consult your financial professional for more information. 

Additional risks are associated with international investing, such as currency fluctuations, political and 
economic instability, and differences in accounting standards. 
 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 

 
Glossary 
The S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping (among 
other factors) designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return 
characteristics of the large cap universe. 
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