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Why to Expect More Volatility in 2018 

 

By Mitch Zacks 

Senior Portfolio Manager 

 

2017 was a year of solid double digit 

returns and subdued volatility for the 

S&P 500; a welcome outcome that may 

bring fresh optimism for 2018. 

 

But, high returns and low volatility is 

somewhat unusual. Take a look at the 

S&P 500 returns and intra-year 

drawdown figures (maximum pull-back) 

since 2009 below. 

 
 

Year 

Intra-Year 

Drawdown 

Total Return 

for the Year 

 

2009 

 

-28% 

 

+23% 

 

2010 

 

-16% 

 

+13% 

 

2011 

 

-19% 

 

0% 

 

2012 

 

-10% 

 

+13% 

 

2013 

 

-6% 

 

+30% 

 

2014 

 

-7% 

 

+11% 

 

2015 

 

-12% 

 

-1% 

 

2016 

 

-11% 

 

+10% 

 

2017 

 

-3% 

 

+19% 
Source: J.P. Morgan  

 

 

 

Notice the magnitude of the S&P 500 

intra-year drawdowns the market 

experienced in any given year – some 

are pretty high. You’ll see that 2017 

stands apart with little downside 

volatility. 

 

2017 looks somewhat like 2013, a year 

when the market surged 30% and only 

pulled back a modest 6%. Every other 

year (except 2014) experienced a 

double-digit correction, which is 

actually quite normal for equity 

markets. Downside volatility is a 

normal, natural part of equity investing 

which is why 2018 is poised for a 

healthy, cyclical correction of 10% or 

more. 

 

The technicals appear to argue for more 

downside volatility in 2018, but I think 

the fundamentals do too. The 

combination of steep valuations, rising 

expectations for corporate earnings 

growth, and tightening at the Federal 

Reserve could be a formula for volatility. 

Optimistic market sentiment is also 

more widespread, which tends to make 

investors less risk averse and drive up 

risk asset prices. Additionally, the 
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output gap in the United States has 

closed for the first time in 10 years, and 

there is very little economic slack to 

spare. 

 

Bottom Line for Your Clients 

 

I can’t tell you when a correction will 

occur, how long it will last, or how large 

it will be. If any analyst or pundit 

attempts to time a short-term market 

pull-back, I’d ignore the forecast - it 

simply can’t be done. 

 

What we do know is that in only two of 

the last 37 years (1995 and 2017), the 

market did not pull back more than 5% 

at some point during the year. Bull 

market years like 2017 are rare, and 

equity investors should not get too 

comfortable with low volatility/high 

return investing. Markets tend to revert 

to the mean, and while I think 2018 will 

be another good year for stocks, I also 

think volatility is poised to return. 

Investors should keep that in mind as 

the year unfolds. 

 

Mitch  

 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
Disclosure: 

Past performance is no guarantee of future results. Inherent 

in any investment is the potential for loss. 

 

Zacks Investment Management, Inc. is a wholly-owned 

subsidiary of Zacks Investment Research. Zacks Investment 

Management is an independent Registered Investment 

Advisory firm and acts an investment manager for 

individuals and institutions. Zacks Investment Research is a 

provider of earnings data and other financial data to 

institutions and to individuals. 

 

This  material  is  being  provided  for  informational  

purposes  only  and  nothing  herein constitutes investment, 

legal, accounting or tax advice, or a recommendation to buy, 

sell or hold a security. Do not act or rely upon the 

information and advice given in this publication without 

seeking the services of competent and professional legal, tax, 

or accounting counsel.  The information contained herein 

has been obtained from sources believed to be reliable but 

we do not guarantee accuracy or completeness.  Publication 

and distribution of this article is not intended to create, and 

the information contained herein does not constitute, an 

attorney-client relationship.  No recommendation or advice 

is being given as to whether any investment or strategy is 

suitable for a particular investor. It should not be assumed 

that any investments in securities, companies, sectors or 

markets identified and described were or will be profitable. 

All information is current as of the date of herein and is 

subject to change without notice.  Any views or opinions 

expressed may not reflect those of the firm as a whole. 

 

The S&P 500 Index is a well-known, unmanaged index of the 

prices of 500 large-company common stocks, mainly blue-

chip stocks, selected by Standard & Poor’s. The S&P 500 

Index assumes reinvestment of dividends but does not 

reflect advisory fees. An investor cannot invest directly in an 

index. The volatility of the benchmark may be materially 

different from the individual performance obtained by a 

specific investor. 
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