
 
 

The market’s recent volatility has caused anxiety in many investors. While the sudden onset of volatility is unsettling, it’s certainly 

not unexpected. To help allay your concerns, I’d like to share my perspective on the reasons for the recent market volatility. 

 

A summary of the market  

Global equities turned in a greater than 20% return in 2017. The momentum carried over into 2018 with a continuation of the 

advance. Then February brought a quick and powerful reversal. In just a few days, the impressive gains of January were largely 

erased, essentially leaving markets where they began. After the market close on February 5th, media outlets called the decline the 

“biggest drop” in history. While this may be true of intraday trading on a point drop in the DJIA, it isn’t particularly helpful in 

assessing the decline.  

When viewed on a percentage change basis, the story is considerably different. It was far from the biggest drop ever: on August 24, 

2015 the market fell intraday 6.6%, and in May of 2010, it dropped a staggering 9%. As time and markets advanced, those days are 

now largely forgotten. To state it more accurately, the February 5th decline was the largest drop in 30 months, and only the 99th 

largest drop in the last 120 years. 

This is not to say that I am dismissive or unconcerned about the decline. As an advisor and steward of capital, I am concerned about 

anything that affects my clients, their portfolios, and their goals. This situation continues to develop and the short-term direction of 

markets remains unclear. A case in point: On February 6th, equity markets oscillated wildly between losses and gains throughout the 

day, and ultimately ended up 567 points. Rest assured, I will continue to monitor the market with an eye toward prudent 

management of your capital.  

 

A historical perspective 

While the equity markets have enjoyed several years of low volatility, market downturns are not uncommon over time. It is 

important to note that the market tends to move in a “two steps forward, one step back” fashion.  

A History of Declines (1900-February 2018) 

Type of Decline Average Frequency* 
Average 

Length** 

Last 

Occurrence 

-5% or more About 3 times a year 47 February 2018 

-10% or more About once a year 115 days August 2015 

-15% or more About once every 2 years 215 days October 2011 

-20% or more About once every 3½ years 341 days March 2009 

Source: Capital Research and Management Company 
Past performance is no guarantee of future results. 
*Assumes 50% recovery rate of lost value     **Measures market high to market low 

 

Until recently, volatility in the markets had been uncharacteristically muted. As unsettling as it is, this may merely be a return to a 

more normal market environment. Over the past two years, the markets marched steadily forward. Importantly, through January 

2018, the S&P 500 advanced 15 straight months on a total return basis. It is a typical human trait to become less accustomed to 

events when they become less frequent. The recent declines in the markets become more painful to many because they seem less 

common. These perceptions, however, don’t alter the fact that periodic declines are both common and unavoidable. 

 

What happens now? 

I follow a mathematically-based investment process. Even though no one can predict the short term for equities, the process does 

anticipate inevitable events such as this market decline, and the anticipated returns are adjusted accordingly.  

I consider risk tolerance, expected volatility, and several mathematical tools when I design investment portfolios, and I use standard 

deviation and Monte Carlo simulation to “stress test” portfolios in advance of volatility, not in reaction to it.  

I realize that market declines are unnerving to even the most disciplined investor and will continue to monitor market movements. 

Most importantly, though, I will review these movements as they affect you and your portfolio and am always happy to answer any 

questions you may have. 
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