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The Silver Lining in This Market Pullback 
 
This past week U.S. equities fell sharply as concerns about the global economy, in particular China, 
weighed on investor minds.  Downbeat data from China led to a rout in global equity markets along with 
renewed selling pressure on oil prices.  Despite the growing investor pessimism, there are still some 
positive market fundamentals that remain intact, including low interest rates, tame inflation, solid U.S. 
economic data, and comfortable valuations.  In times of market pessimism, investors tend to forget the 
positives and overreact to the negatives. 
 
This past week, the major U.S. equity indices experienced their biggest weekly declines since mid-2011.  
U.S. stocks took their cue from Asian and European markets which dropped on a disappointing reading of 
Chinese manufacturing.  In particular, the preliminary Caixin China Manufacturing Purchasing Managers' 
Index, a gauge of nationwide manufacturing activity for China, fell to a 77-month low in August of 47.1, 
compared with a final reading of 47.8 in July.  A reading above 50 indicates expansion from the previous 
month, while a reading below 50 indicates contraction.  Within this index, readings on new orders, new 
export orders, output and employment fell at a faster pace in August.  This disappointing report, along 
with the country’s surprise move to devalue its currency, have wreaked havoc in the global equity markets.  
Signs of a weak global economy and a sharp rise in crude oil inventory levels have also sent oil prices to 
levels not seen since the Great Recession.   
 
The events over the past week have hurt equity prices and have driven the VIX volatility index, which is a 
common measure of investor fear, to a four-year high.   
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However, within this pessimism, there are some positives that investors need to be reminded of.  First, we 
remain in a very attractive interest rate environment.  With the 10-year Treasury yield hovering around 
2%, borrowing rates remain solidly stimulative.  Second, inflation remains very tame.  Without the fear of 
a sharp jump in inflation, the silver lining is that the events in China may allow the Federal Reserve to 
delay any interest rate hikes.  Third, the weak Chinese data may push the Chinese government to enact 
additional stimulus measures, which are likely to reignite growth. Fourth, most of the recent readings on 
U.S. economic activity suggest that domestic economy is on a solid, if not better-than-solid, foundation.  
Recent reports on the housing and labor markets continue to point to a positive outlook.  Lastly, equity 
valuations are not frothy right now especially when you factor in tame inflation and a low interest rate 
environment.  In fact, the recent selloff even suggests that we may be in an oversold condition.  In the first 
chart below, on the far right-hand side, the S&P 500 has dramatically fallen relative to its 50-day moving 
average (blue line). 
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In this next chart, you can see that the S&P 500 has breached the low end of its Bollinger Band(far right 
hand side), suggesting that the index is now 2 standard deviations below its moving average and 
potentially in an oversold condition. 
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According to J.P. Morgan, the market is down -5.8% on the week, representing a new intra-year decline 
from recent highs of -7.5%. In reality, intra-year declines of 5% or worse are not unusual at all. In fact, it’s 
been 20 years since we experienced a year without at least a 5% decline.  So at the end of the day, while 
investor pessimism is very high, none of this is unusual.   
 
The combination of the Chinese weakening their currency and poor economic data suggested to investors 
that the current seven-year bull market should end. While there are valid concerns about economic 
growth in China, there are many positives that investors should also remember.  From an investment 
standpoint, we do believe volatility will continue to ramp up.  However at the same time, we believe there 
are some potential investment opportunities.  In our more tactical portfolios, we have used the current 
weakness to increase overall equity exposure.  In all of our portfolios, we have braced ourselves against 
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elevated levels of volatility – including increased diversification and, in some cases, the use of alternative 
investments.   

This report is created by Tower Square Investment Management LLC 
 
 
About Tower Square Investment Management 
Tower Square Investment Management LLC is an SEC registered investment adviser owned by Cetera 
Financial Group®. It provides investment research, portfolio and model management, and investment 
advice to its affiliated broker-dealers, dually-registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group 
Cetera Financial Group® is the retail investment advice platform of RCS Capital Corporation (NYSE: 
RCAP) that delivers the benefits of scale to its family of independent broker-dealer firms and registered 
investment advisers while providing a framework that nurtures relationships, unique cultures and 
unbiased objectivity. As the second largest independent financial advisor network in the nation by 
number of advisors and a leading provider of investment programs to financial institutions, Cetera 
Financial Group® provides award-winning wealth management and advisory platforms, comprehensive 
broker-dealer and registered investment adviser services, and innovative technology to its family of 
broker-dealer firms nationwide. 
 
Through those firms, Cetera Financial Group® offers the stability of a large, established broker-dealer and 
registered investment adviser, while serving independent and institutions-based financial advisors in a 
way that is customized to their individual needs. Cetera Financial Group® is committed to helping 
advisors grow their businesses and strengthen their relationships with their investor clients. All of the 
Cetera Financial Group® broker-dealer firms are members of FINRA/SIPC. For more information, visit 
ceterafinancialgroup.com. 
 
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 
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 unmanaged. Investors cannot directly invest in unmanaged indices. Please consult 
your financial advisor for more information. 
 
Additional risks are associated with international investing, such as currency fluctuations, political and 
economic instability, and differences in accounting standards. 
 
While diversification may help reduce volatility and risk, it does not guarantee future performance. 
 
The Caixin Flash China General Manufacturing Purchasing Managers’ Index™ (PMI™) is published on 
a monthly basis ahead of final PMI data, making the Caixin PMI the earliest available indicator of 
manufacturing sector operating conditions in China. The estimate is typically based on approximately 
85%–90% of total PMI survey responses each month and is designed to provide an accurate indication 
of the final PMI data. 
 
The Purchasing Managers’ Index™ (PMI™) is a composite index based on five of the individual indexes 
with the following weights: New Orders - 0.3, Output - 0.25, Employment - 0.2, Suppliers’ Delivery 
Times - 0.15, Stock of Items Purchased - 0.1, with the Delivery Times index inverted so that it moves in a 
comparable direction. 
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The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatility 
conveyed by S&P 500 stock index option prices.  
The S&P 500 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. 
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