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Beyond the double-digit 
gains and series of record 
highs, the absence of 
pullbacks is perhaps the 
biggest story for the S&P 
500 in 2017.

What may cause pullbacks 
is extremely difficult to 
predict, but we are mindful 
of the risks across central 
bank policy, policymaking 
in Washington D.C.,  
and geopolitics.

Historical technical analysis 
tells us that buying the dip 
is often the right move in 
bullish trending markets.

Buy the dip? What dip? Beyond the double-digit gains in stocks this year1 and all of 
the all-time highs (29 for the S&P 500 Index already this year), perhaps the biggest 
story for the S&P 500 in 2017 is the absence of pullbacks. Here we discuss the lack 
of pullbacks, what could cause the next one, and how technical analysis could help 
us decide whether to buy the dip. 

Whether you look at the number of trading days since the S&P 500 has pulled back 
5% (279 days), or just 3% (187 days), it has been an unusually calm and steady 
advance. The streak without a 3% pullback, pictured in Figure 1, is particularly 
noteworthy as it has only been matched once since 1950. From January 1995 
through January 1996, the S&P 500 went 241 trading days (about two weeks short 
of a full calendar year) without a 3% pullback. The early stages of the technology 
boom, Federal Reserve (Fed) rate cuts, falling market interest rates, and low (at 
least for that period) and stable inflation all played a role in the stock market’s 
steady move higher during that period. 

August 7 2017

Burt White  Chief Investment Officer, LPL Financial
Jeffrey Buchbinder, CFA  Market Strategist, LPL Financial

BUY THE DIP? WHAT DIP?

K E Y TA K E AWAY S

LATEST STRETCH WITHOUT A 3% PULLBACK IS ONE OF THE LONGEST EVER1

Source: LPL Research, FactSet   08/04/17

Please note: 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.

Indexes are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results.
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S&P 500 Log Scale (Left Scale) Streak Without a 3% Pullback, Years (Right Scale)

1 As of 08/07/17, the S&P 500 index has generated a 12.1% total return year-to-date.
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WHAT COULD DRIVE A PULLBACK
Pullbacks often come from unexpected events, so 
it is very difficult to predict what will cause them. 
But today we see several areas to watch that could 
potentially drive the next pullback:

1. Central bank policy. A potential policy mistake 
by the Fed, or other major global central bank, 
carries the potential to cause the next stock 
market pullback. The Fed is about to begin 
reducing its massive balance sheet, while a 
rate hike surprise, though unlikely, is possible 
should inflation pick up in the fall. The market’s 
expectations for Fed rate hikes are low, setting 
up a potential negative surprise.

2. Washington, D.C. developments. A number 
of political risks could potentially drive stocks 
down 5% or more. If Congress cannot pass a 
budget resolution for 2018, tax reform is almost 
certainly dead. Disagreements about spending 
cuts could throw a wrench in the budget process. 
The federal debt limit will have to be raised in 
September and may have other provisions tacked 
on that could make passage more difficult. The 
ongoing Russia investigation accelerated last 
week with the convening of a grand jury, and 
brings at least potential distractions, if not worse. 

3. Geopolitical tensions. Escalating global 
conflicts could drive stocks lower. North Korea is 
the latest threat while relations with China have 
been fraying. Tariffs on Chinese goods still carry 
the potential to start a trade war.

A CASE FOR BUYING THE DIP
Although it has taken longer than most expected for 
the much anticipated market dip to arrive, we can 
analyze the likelihood that buying the dip — when 
it eventually comes — may end up being the right 
move. Specifically, we can use technical analysis 
to identify whether the long-term trend may be 
bullish and then assess the odds that a stock market 
pullback is shallow and should be bought.

Since 1950, the S&P 500 has pulled back  
3% or more 4.3 times per year, on average,  
and 5% or more 2.5 times per year. 

First, we define a bullish trending market as starting 
when the S&P 500 moves above an upwardly 
sloping 200-day moving average and ending when 
the S&P 500 moves below a negatively sloping 
200-day moving average. By this definition, the 
S&P 500 has been operating in a bullish trend since 
June 2016, around the time of the last 5% pullback, 
which occurred right after the Brexit vote (for the 
record, we do not count the overnight drop in S&P 
futures the night of the election as a 5% pullback).

Now, let’s look back at pullbacks during bullish 
trending markets. Since 1950, there were 21 periods 
when the S&P 500 was considered to be operating 
in a bullish trend. On average, those bullish periods 
have lasted 866 days, or about 28 calendar months. 
The average magnitude of those pullbacks is 6.8%, 
although during the current bull market, since March 
2009, the pullbacks have been shallower, averaging 
just 6.1%. Over this very long time horizon stocks, 
on average, have pulled back 3% or more 4.3 times 
per year, and 5% or more 2.5 times per year.

So, how do stocks perform after a 3% dip in a 
bullish trending market? Over 203 instances, after 
a 3% pullback, S&P 500 returns were higher 77% 
of the time over the next year, with an average gain 
of 9.9% [Figure 2]. This is higher than the average 

3 Months 6 Months 12 Months

Average S&P 500 Gain 5.2% 7.1% 9.9%

Percent Positive (%) 80% 77% 77%

Source: LPL Research, Bloomberg   08/04/17

Date Range: 1950 – 2017

Indexes are unmanaged and cannot be invested in directly. Past 
performance is no guarantee of future results.

SUBSEQUENT CHANGE IN S&P 500 FOLLOWING  
3% PULLBACKS IN BULLISH TRENDING MARKET
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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.

annual return (8.9%) and the batting average (73%)
for the S&P 500 for the entire period. The figure 
also shows that buying dips in a bullish trending 
market tends to work over shorter time periods.

CONCLUSION
It has been a great year for the stock market thus 
far, but perhaps more impressive (or surprising) than 
the double-digit gains is the calm with which those 
gains have come. The length of time since stocks 

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.

International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors. These risks are often 
heightened for investments in emerging markets.

Because of its narrow focus, specialty sector investing, such as healthcare, financials, or energy, will be subject to greater volatility than investing more broadly 
across many sectors and companies.

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.

have pulled back is historic, but we all know that this 
will not last forever. We will continue to watch central 
banks, policy developments out of Washington, D.C., 
and geopolitical tensions to attempt to get at least 
some warning of when the next pullback may arrive. 
And when it does arrive, buying the dip may end up 
being a good strategy. We remain comfortable with 
near-benchmark exposure to equities, consistent with 
your risk tolerance. n

Thank you to Dave Tonaszuck and Ryan Detrick for 
their contributions to this report.


