
Thoughts on Recent Market Volatility

Equities:
After a year of record low volatility with very strong and steady market returns, 2018 has seen a return to more ‘normal’ market 
behavior.  Last year was the abnormal event.  In fact, the S&P 500 has seen 5% declines on average 3 times per year since 
1930. Larger pullbacks are normal as well: 10% corrections have occurred 1 time per year on average for the S&P 500, and 15% 
corrections every two years on average.  The question to ask is has anything changed fundamentally to support a more prolonged 
decline?  We don’t believe so; while valuations have been above average for some time, earnings growth is strong.  In fact, 4th 
quarter earnings are tracking +13% year over year for the S&P 500, with support from strong sales growth (+8%).  Economic data 
in the U.S. remains strong and in sync with global growth. While the increase in volatility and pull back in stock prices may seem 
concerning, especially after the long low volatility environment we’ve grown accustomed to, it is in fact normal, and investors 
should focus on the long term and not react to short term moves.

Fixed Income:
What is unusual in the recent bout of volatility in the markets is the breakdown in the normal historical correlations between risk 
assets (stocks and credit) and Treasuries. Stocks, credit, and Treasuries have all been producing negative returns in recent weeks. 
Over longer time periods, the correlations between risk assets and Treasuries have been strongly negative as government bonds 
have traditionally been a safe haven when stocks and credit have underperformed. However, there have been shorter time periods 
in the past where this relationship has not held, especially when there has been uncertainty about Fed policy. This seems to be 
the case recently as investors have been focused on the potential for wage pressure to produce inflation. Because of this, the 
consensus outlook for three rate hikes from the Fed during 2018 is in flux, which has created a repricing of all asset classes. Over 
longer periods of time, bouts of volatility like this are not uncommon as investors often overreact to short-term news, especially 
when that news conflicts with their benign outlook. Although volatility may remain high for some time, investors will ultimately 
adjust their expectations to this new environment and it is likely the normal historical relationships among asset classes will 
ultimately be reestablished. 
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