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Get invested, stay invested: 
Preparing for market volatility
In brief

• Though it is impossible to predict the future, expecting volatility in the 
coming years is a safe bet. Market volatility is normal.

• It is especially important to be mindful about how to dampen portfolio 
volatility in the later stages of the business cycle. 

• Investing with a long time horizon and through a diversified portfolio are 
the best ways to batten down the hatches against volatility and avoid 
emotional investing errors like selling the market at the bottom. 

“A smooth sea never made a skilled sailor”

A market without volatility would be unnatural, like an ocean without waves. 
The free market, like the open ocean, is constantly churning. For some 
investors, market-moving waves can be exciting, providing a buying 
opportunity for mispriced securities. For other investors, the waves might 
feel violent; but truthfully, for long-term investors, market volatility should 
be irrelevant. 

The degree of market volatility varies from small ripples, to rolling waves, to 
a financial crisis-sized tsunami. While all volatility feels uncomfortable in the 
near term, the important question for long-term investors is how to respond 
to it. In this bulletin we outline four principles that will help investors 
navigate a choppy market.
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Expect bigger waves

We are entering the later stages of a long economic expansion. While we expect a healthy, growing economy in 
the coming year, it is important to acknowledge that volatility tends to be elevated in the second half of the 
business cycle. To expand upon our nautical metaphor, we liken the cyclical nature of volatility to the ocean tide. 
Volatility ebbs with the positive and steadfast economic news that characterizes the beginning of the business 
cycle, and it flows when the market is mired by slowing economic momentum and fears of recession. Exhibit 1
illustrates this concept over the previous three business cycles.

Skittish investors who are skeptical of the prospects of future economic growth are the main cause of the bigger 
waves at the end of the cycle. When there are fears of a recession, investors’ “edge of seat” mentality causes quick 
and sometimes irrational decision making, and the subsequent herd behavior can amplify the market drawdown 
and ultimately cause tsunami-magnitude volatility. 

Volatility tends to be higher in the later stages of the business cycle

EXHIBIT 1: BUSINESS CYCLE TROUGH-TO-TROUGH ANALYSIS
30-DAY REALIZED S&P 500 VOLATILITY

Source: Standard & Poor’s, J.P. Morgan Asset Management; data are as of December 31, 2016. For illustrative purposes only. 

Grab an oar! Here is what you will need to do…

Actually, as a long-term investor you’ll need to do less than you think. Your diversified portfolio was built to feel 
steady in rough seas.

1. Remember that volatility is normal.

Volatility in the market is normal, and feeling uneasy about a lower portfolio value is normal too. Illustrating how 
often investors experience moderate pullbacks is simple enough. Exhibit 2 depicts the number of 5% pullbacks 
experienced each year. The chart reminds us that even in years with outstanding equity returns, there are rolling 
waves of volatility in the market. What we cannot show in a chart is the seasickness an investor feels while riding 
these waves to a lower portfolio value.

Historical analysis shows that pullbacks of 5% have occurred about once a quarter, and pullbacks of 10% are likely 
to occur once per year. Large pullbacks greater than 20% tend to occur just once per market cycle. A savvy 
investor will recognize the high frequency of equity market volatility, and will determine the source of the volatility 
before reacting to it. 

PRINCIPLES FOR NAVIGATING VOLATILITY
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Moderate pullbacks happen frequently, even in normal times

EXHIBIT 2: NUMBER OF 5% PULLBACKS EXPERIENCED IN THE S&P 500, PER YEAR

Source: Standard & Poor’s, FactSet, J.P. Morgan Asset Management. For Illustrative purposes only. Returns are based on price index only and do not 
include dividends. Data are as of December 31, 2016.

2. Do not jump ship at the bottom: Markets tend to rebound after bouts of volatility.

Focusing on the long-term trends of the market rather than the short-term gyrations should give investors the 
confidence to ride the waves of volatility. When examining historic equity market data, we see a trend of rebounds 
following equity market pullbacks. That means that investors who jump ship after a big wave may have broken the 
cardinal rule of investing by “selling low.” 

Exhibit 3 shows the largest intra-year decline and the calendar year return every year since 1980. Despite an 
average intra-year drop of 14.2%, the market ended the year higher than it began it 76% of the time. That is why it 
is important for investors to ride the wave of volatility through its full cycle.

Despite average intra-year drops of 14.2%, annual returns are positive in 28 of 37 years

EXHIBIT 3: S&P 500 INTRA-YEAR DECLINES AND CALENDAR YEAR RETURNS

Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management. Returns are based on price index only and do not include dividends. Intra-year drops 
refers to the largest market drops from a peak to a trough during the year. For illustrative purposes only. Returns shown are calendar year returns from 
1980 to 2016. Data are as of December 31, 2016.

JANUARY 27, 2017

3

17
14

29
32

22

13

6 5

18
17

109
7

3
5

2 2

11

6 5
2 3 2 2 3

0

4
6 7

0 1

5

0

9

1 0 1

6

2 2
5

7
4

1

11

17

5

1
444

7
5

8

2 3
1 2

10

5

1

6
4

2
0

2
0 1

4
66

12
11

14

43 2 2
4

24

11

5

10

2 1 2 3 3

0

5

10

15

20

25

30

35

'28 '32 '36 '40 '44 '48 '52 '56 '60 '64 '68 '72 '76 '80 '84 '88 '92 '96 '00 '04 '08 '12 '16

26

-10

15
17

1

26

15

2

12

27

-7

26

4
7

-2

34

20

31
27

20

-10
-13

-23

26

9
3

14

4

-38

23

13

0

13

30

11

-1

10

-17 -18 -17

-7

-13
-8 -9

-34

-8 -8

-20

-6 -6 -5
-9

-3
-8 -11

-19

-12
-17

-30
-34

-14
-8 -7 -8 -10

-49

-28

-16
-19

-10
-6 -7

-12 -11

-60%

-50%

-40%

-30%

-20%

-10%

%

10%

20%

30%

40%

'80 '85 '90 '95 '00 '05 '10 '15



4

MARKET BULLETIN |

We recognize some of the deep market pullbacks in Exhibit 3. The pullback of nearly 50% in 2008, for example, 
occurred in the wake of the global financial crisis. And the three consecutive years of negative returns in the early 
2000s were the devastation left after the tech bubble burst. These tsunamis of volatility occurred because of 
massive market dislocations, a fundamental swing and the end of a business cycle. However, for many of the 
smaller pullbacks over the past 40 years, there is no coincident fundamental trend. Much of the volatility in the 
market represents noise that is irrelevant to the economic bedrock and fundamental landscape for equities. 

An extreme example of equity market noise occurred in 1987 on Black Monday, when the stock market 
experienced its worst day to date, losing over 20% of its value. Black Monday occurred as a result of numerous 
interconnected causes that led to an intense global sell-off. Remarkably, the market finished the year up 2% 
because, despite the volatility, economic growth continued and equity market fundamentals remained intact. 
Investors with the fortitude to stay invested through Black Monday would have experienced a positive return in 
1987.

Frequent pullbacks in the market can be unsettling, and can encourage market timing, but investors should not 
jump ship. Being fully invested is particularly important when there is market volatility, because the best and the 
worst days in the market tend to be clustered together. If you were lucky enough to miss the worst days, you also 
were likely to have missed the best days.

Examining your quarterly statement, it is difficult to synthesize the portfolio impact of missing the best days in the 
market. However, Exhibit 4 shows that missing these days has a real impact on investment performance. A fully 
invested portfolio would have returned nearly double one that missed the 10 best days in the market. Additionally, 
as the majority of the best days occur within two weeks of the 10 worst days in the market, it is likely that investors 
who sold equity because of seasickness after a bad day often also missed a big rebound.

Six of the 10 best days occurred within two weeks of the 10 worst days

EXHIBIT 4: RETURNS OF S&P 500
PERFORMANCE OF A $10,000 INVESTMENT BETWEEN JANUARY 1, 1997 AND DECEMBER 30, 2016

This chart is for illustrative purposes only and does not represent the performance of any investment or group of investments. 
Source: J.P. Morgan Asset Management analysis using data from Bloomberg. Returns are based on the S&P 500 Total Return Index, an unmanaged, 
capitalization-weighted index that measures the performance of 500 large capitalization domestic stocks representing all major industries. Past 
performance is not indicative of future returns. An individual cannot invest directly in an index. Data as of December 31, 2016. 
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3. Focus on the destination: Investors with a long time horizon experience less volatile returns.

While volatility can cause major deviations in the near term for equity markets, investors should focus on their 
destination. Examining rolling returns for equities in Exhibit 5 shows that, while historic annual returns have 
varied from -38% to +47% in a single year, rolling annualized returns, over a 20-year period, have been positive 
for the past 60 years. 

Unfortunately, short-term investors are much more likely to realize the waves of volatility that occur over the one-
year investment horizon. Investors with long-term goals, who are able to shift their focus to the long-term return 
potential of equity investments, have the luxury of realizing infrequent negative equity market returns. 

The range of annualized returns becomes less volatile with an extended investment horizon

EXHIBIT 5: ANNUAL TOTAL RETURNS, 1956-2016

Source: Barclays, FactSet, Federal Reserve, Robert Shiller, Strategas/Ibbotson, J.P. Morgan Asset Management. Returns shown are based on calendar 
year returns from 1950 to 2016. Stocks represent the S&P 500 Shiller Composite and Bonds represent Strategas/Ibbotson for periods from 1950 to 2010 
and Barclays Aggregate thereafter. Growth of $100,000 is based on annual average total returns from 1950 to 2016. Data are as of December 31, 2016.

4. Batten down the hatches with diversification.

We live in a headline-driven world, where media often impacts equity prices in the near term. But your portfolio 
should not be a dinghy tossed and turned by market churn; it is possible to gain portfolio stability through 
diversification. While equities tend to perform better with economic growth and moderate levels of inflation, rate-
sensitive fixed income is important to portfolios when economic growth falters. Although we have a positive 
outlook on U.S. equities in the coming year, other developed market equities can give your portfolio both 
exposure to risk factors outside the U.S. economy and to faster-growing emerging market economies that may 
help boost portfolio returns. Small cap stocks provide a pro-cyclical tilt to a portfolio compared to large cap 
stocks, though they can also be more sensitive to growth scares. 

While a combination of various asset classes should improve portfolio returns, diversification is most valuable for 
keeping a portfolio on an even keel. Exhibit 6 illustrates how diversification has improved the risk/return profile 
of an asset allocation portfolio relative to equities over the past 20 years. This means investors in a diversified 
asset allocation portfolio cruised past market volatility feeling the fewest waves possible. A key to achieving more 
portfolio stability is to batten down the hatches with diversification before a storm hits.  
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Diversification gives your portfolio stability, enhancing the risk/return trade-off

EXHIBIT 6: ANNUALIZED RETURNS, VOLATILITY AND SHARPE RATIO FROM 12/31/1996 – 12/31/2016

Source: Barclays, Bloomberg, FactSet, MSCI, NAREIT, Russell, Standard & Poor’s, J.P. Morgan Asset Management. Large cap: S&P 500, Small cap: Russell 
2000, EM Equity: MSCI EME, DM Equity: MSCI EAFE, The “Asset Allocation” portfolio assumes the following weights: 25% in the S&P 500, 10% in the 
Russell 2000, 15% in the MSCI EAFE, 5% in the MSCI EME, 25% in the Barclays Aggregate, 5% in the Barclays 1-3m Treasury, 5% in the Barclays Global 
High Yield Index, 5% in the Bloomberg Commodity Index and 5% in the NAREIT Equity REIT Index. Balanced portfolio assumes annual rebalancing. 
Annualized (Ann.) return and volatility (Vol.) represents period of 12/31/96 – 12/31/16. All data represent total return for stated period. Excess return is 
calculated using the Barclays 1-3m Treasury as a proxy for the risk-free rate. Data are as of December 31, 2016.

Navigating volatility

Though it is impossible to predict the future, expecting market volatility in the coming years is a safe bet. Just as 
the last 20 years have favored the diversified investor, we expect the next 20 years to do the same. Investors need 
risk assets in their portfolios to reach long-term investment goals, and staying invested throughout that time 
horizon can be investors’ biggest challenge. History shows that diversification and rebalancing are the best tools 
for reducing portfolio volatility and providing a gentler ride through sometimes difficult seas. 

JANUARY 27, 2017

0.55 

0.41 

0.36 

0.17 0.18 

 0

 0.1

 0.2

 0.3

 0.4

 0.5

 0.6

0%

5%

10%

15%

20%

25%

30%

Asset
allocation

Large cap Small cap DM equity EM equity

Excess return Volatility Sharpe ratio

Annualized excess 
return and volatility

Sharpe ratio

PRINCIPLES FOR NAVIGATING VOLATILITY



The Market Insights program provides comprehensive data and commentary on global markets without reference to products. It is designed to help 
investors understand the financial markets and support their investment decision making (or process). The program explores the implications of 
economic data and changing market conditions for the referenced period and should not be taken as advice or recommendation.

The views contained herein are not to be taken as an advice or a recommendation to buy or sell any investment in any jurisdiction, nor is it a 
commitment from J.P. Morgan Asset Management or any of its subsidiaries to participate in any of the transactions mentioned herein. Any forecasts, 
figures, opinions or investment techniques and strategies set out are for information purposes only, based on certain assumptions and current market 
conditions and are subject to change without prior notice. All information presented herein is considered to be accurate at the time of production, but 
no warranty of accuracy is given and no liability in respect of any error or omission is accepted. This material does not contain sufficient information to 
support an investment decision and it should not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, 
users should make an independent assessment of the legal, regulatory, tax, credit and accounting implications and determine, together with their own 
professional advisers, if any investment mentioned herein is believed to be suitable to their personal goals. Investors should ensure that they obtain all 
available relevant information before making any investment. It should be noted that investment involves risks, the value of investments and the 
income from them may fluctuate in accordance with market conditions and taxation agreements and investors may not get back the full amount 
invested. Both past performance and yield may not be a reliable guide to future performance.

J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide. This 
communication is issued by the following entities: in the United Kingdom by JPMorgan Asset Management (UK) Limited, which is authorized and 
regulated by the Financial Conduct Authority; in other EU jurisdictions by JPMorgan Asset Management (Europe) S.à r.l.; in Hong Kong by JF Asset 
Management Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets (Asia) Limited; in Singapore by JPMorgan Asset 
Management (Singapore) Limited, or JPMorgan Asset Management Real Assets (Singapore) Pte Ltd; in Taiwan by JPMorgan Asset Management (Taiwan) 
Limited; in Japan by JPMorgan Asset Management (Japan) Limited which is a member of the Investment Trusts Association, Japan, the Japan Investment 
Advisers Association, Type II Financial Instruments Firms Association and the Japan Securities Dealers Association and is regulated by the Financial 
Services Agency (registration number “Kanto Local Finance Bureau (Financial Instruments Firm) No. 330”); in Korea by JPMorgan Asset Management 
(Korea) Company Limited; in Australia to wholesale clients only as defined in section 761A and 761G of the Corporations Act 2001 (Cth) by JPMorgan 
Asset Management (Australia) Limited (ABN 55143832080) (AFSL 376919); in Brazil by Banco J.P. Morgan S.A.; in Canada for institutional clients’ use 
only by JPMorgan Asset Management (Canada) Inc., and in the United States by JPMorgan Distribution Services Inc. and J.P. Morgan Institutional 
Investments, Inc., both members of FINRA/SIPC.; and J.P. Morgan Investment Management Inc. 

In APAC, distribution is for Hong Kong, Taiwan, Japan and Singapore. For all other countries in APAC, to intended recipients only.

Copyright 2017 JPMorgan Chase & Co. All rights reserved.

MI-MB-Market_Volatility_1Q17

0903c02a81c6f3a5


