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SEPTEMBER: THE WORST MONTH FOR STOCK MARKETS

When analyzing historical trends in the U.S.
stock market, one peculiar pattern stands out:
September has earned a reputation as the worst
month for stock market performance. Known
as the “September Effect,” this phenomenon
has puzzled investors, financial analysts, and
economists for decades. While various theories
have been proposed to explain this consistent
underperformance, no single cause has been
universally accepted. However, the data shows
that September, on average, has delivered
poorer returns compared to other months, and
investors are wise to consider this historical
pattern when developing strategies for this
critical period.

HISTORICAL
UNDERPERFORMANCE

Sincetheinception of the Dow Jones Industrial
Average in the late 19th century, September has
consistently lagged in performance. Data from
the S&P 500 shows that, over the past century,
the average return for September is negative.
This trend is not a recent anomaly but rather
one that has persisted over time. Between 1950
and 2020, for example, the S&P 500's average
monthly return for September was around
- 0.7%, while most other months exhibited
positive returns. Moreover, the frequency of
September declines is also notable, with the
month posting a negative return nearly 50% of
the time during this period.

The September Effect is not limited to the
U.S. stock market; international markets often
experience similar underperformance during
this month. However, it is most pronounced and
widely discussed in the context of U.S. equities.
This persistent anomaly raises the question:
Why is September such a challenging month
for investors?

THEORIES BEHIND THE
SEPTEMBER EFFECT

Numerous theories have been proposed to
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explain the September Effect, though none provide a
definitive answer. Some of the more widely accepted
explanations include:

Seasonal Portfolio Adjustments: One
of the more commonly accepted theories is that
September marks a period of portfolio rebalancing
for large institutional investors. Many mutual
funds and hedge funds have fiscal years ending in
September, leading to increased selling as they lock
in profits and adjust portfolios ahead of the final
quarter. This selling pressure can lead to downward
momentum in stock prices, contributing to the
negative performance of the broader market.

Post-Summer Market Sentiment: Another
theory relates to investor sentiment following the
summer months. Historically, trading volumes
tend to be lower during the summer as investors
take vacations, and markets can experience a
lack of liquidity. When traders and investors return
in September, they reassess market conditions,
sometimes leading to selloffs if they believe
valuations are stretched or risks have accumulated
during the quieter months.

Macroeconomic  Concerns: September
often coincides with heightened concern about
macroeconomic conditions. Investors may react to
economic data, such as second-quarter earnings
results, revised GDP numbers, or upcoming Federal
Reserve policy decisions. The combination of fiscal
and monetary policy uncertainties, as well as
corporate earnings announcements, can exacerbate
volatility during this month.

TaxConsiderationsand Year-End Planning:
September can also be a period when individual
investors begin tax-loss selling in preparation for
the year-end. By selling underperforming stocks,
investors aim to offset capital gains elsewhere in
their portfolios. While tax-loss harvesting is more
common in November and December, September
can serve as a preliminary period for such activity,
leading to additional selling pressure.

Psychological Factors: Some theories point to
psychological factors that affect investor behavior.
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The idea of a self—fulfilling prophecy suggests
that if enough investors believe September will
be a bad month for the markets, their actions —
such as preemptively selling or reducing exposure
— can indeed cause prices to fall. The repeated
underperformance of September may have
conditioned market participants to behave more
cautiously during this month, thereby exacerbating
the trend.

STRATEGIES FOR INVESTORS

While September’s historical underperformance
may raise concerns, it doesn’t necessarily spell
disaster for all investors. There are several
strategies that can help mitigate the risks
associated with this period and potentially take
advantage of market opportunities.

Review and Rebalance Portfolios:
September presents a prime opportunity for
investors to review their portfolios and ensure
they are aligned with long-term objectives. Rather
than reacting emotionally to short term volatility,
investors should focus on maintaining a diversified
portfolio that reflects their risk tolerance and time
horizon. Rebalancing, or adjusting the allocation
of assets, can help investors reduce exposure to
overly concentrated positions and ensure proper
diversification across sectors and asset classes.

Focus on Quality Stocks and Defensive
Sectors: Defensive sectors, such as utilities,
consumer staples, and healthcare, tend to perform
better during periods of market volatility, including
in September. These sectors provide essential goods
and services that are less sensitive to economic
cycles, making them more resilient to market
downturns. Focusing on high-quality stocks —
companies with strong balance sheets, stable cash
flows, and reliable dividends — can also provide a
buffer during turbulent times.

Avoid Timing the Market: While September’s
historical trends are notable, investors should resist
the temptation to engage in market timing — selling
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before the month starts and buying back after it
ends. Timing the market is notoriously difficult
and missing just a few of the best performing
days can significantly impact long-term returns.
Instead, a disciplined approach of staying
invested, particularly for long-term investors,
tends to yield better outcomes over time.

Take Advantage of Opportunities: While
September may present challenges, it can also
offer buying opportunities for investors who
are prepared. Periods of market volatility often
create attractive entry points for high-quality
stocks that may be temporarily undervalued.
Investors with a long-term perspective should
look for opportunities to buy strong companies
at a discount during market pullbacks.

IT'S YOUR MONEY

The September Effect remains a fascinating
and enduring feature of the U.S. stock market’s
historical performance. While the reasons for
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this phenomenon are still debated, the data
clearly shows that September tends to be a
challenging month for investors.

However, by maintaining a disciplined,
long-term approach and employing sound risk
management strategies, investors can navigate
this tricky period and potentially capitalize on
market opportunities.

Rather than fearing September, investors
should view it as an opportunity to reassess,
rebalance, and prepare for the final quarter of
the year with a well-structured portfolio.

WE HOPE YOU AND YOUR FAMILIES ARE

ENJOYING A BEAUTIFUL FALL!




