
INVESTMENT INSIGHTS

MARKET VOLATILITY IN PERSPECTIvE
Late last year, the Investment Insights newsletter 
titled Time To Prepare For Market Volatility urged 
investors to prepare for stock market volatility. Since 
the start of the year, the market conditions have 
become more volatile, with most major stock market 
averages declining more than 20%. In this issue of 
Investment Insights, we revisit the topic of market 
volatility to help investors navigate the challenging 
market conditions. 

WHAT is NORmal volatility?
Predicting market volatility and downturns is often very 
difficult. As an investor, you need to know that market volatility 
and downturns happen regularly. Thus, while it might be 
impossible to know when markets will experience difficulty, it 
can be wise to expect frequent periods of volatility. 

July 2022Analysis, Insights and a Different Perspective

KEY POINTS

• Keeping volatility 
in perspective and 
maintaining a long-term 
view can help many 
investors work toward their 
financial goals. 

• Based on historical data, the 
longer an investor stayed 
invested in the equity 
market, the more likely their 
realized return was positive.

• A good financial plan can 
help investors stick with 
their investments when 
they experience difficult 
markets.



The table below shows the frequency of stock market dips, corrections, severe corrections, and bear 
markets from 1951 to 2021. 

As reflected in the data, the stock market has experienced dips (a decline of 5% or more) and corrections (a 
decline of 10% or more) fairly regularly. Severe corrections and bear markets (declines of 15% and 20% or 
more, respectively) have been less frequent but still occur once every 3 to 6 years on average. 

Using history as a gauge of market volatility may not be accurate because stock markets may be more 
volatile in the future. Expecting at least the same level of market volatility to occur in the future can serve 
investors well. Without the right mindset about stock market volatility, it is possible to fall victim to recency 
bias, which is the tendency to overemphasize the importance of recent events. For example, investors 
recently have expired two bear markets in the last three years (2020 and 2022). Without a historical 
perspective, some individuals may expect that the stock market will experience a decline of 20% on a 
regular basis.  

By understanding the historical frequency of market declines, investors are less likely to worry about their 
investments when the market declines. As they move forward, planning for volatility in the stock market 
can help investors prepare their mindset and keep their emotions in check when they experience difficult 
markets. 

Stock Market Declines - Standard & Poor’s 500 Composite Index (1951-2021)

Size of 
decline

DIP
(-5% or 
more)

Correction
(-10% or more)

Severe Correction 
(15% or more)

Bear Market (-20% or more)

Average 
frequency

About three 
times per 

year

About once per 
year

About once every 
three years 

About once every six years

Assumes 50% recovery of lost value. Source: Capital Group, Standard & Poor’s.



Calculated using IA SBBI US Lrg Cap Index monthly rolling periods. For illustrative purposes only. Index is not available for direct investment; therefore, its performance does 
not reflect the expenses associated with the management of an actual portfolio. Past performance is no guarantee of future results.

LONG-TERM VIEW                                                                                                                                                                   

Our study of stock market history tells us that it declines frequently. Sometimes, losses can be fairly 
large. Although the stock market is highly unpredictable, it has historically rewarded patient investors 
who are able to endure periods of  short-term pain. The graphs below illustrate this and show variation 
in stock market return (blue line) relative to the average return (black line) over 1-year, 5-year, and 10-
year time periods between 1951 and 2021. 



STOCK MARKET REWARDS PATIENCE
By studying the historical frequency of stock market declines over the past 70 years, we observed that 
bear markets (a decline of 20% or more) have occurred about once every six years on average. Next, in 
a series of graphs, we noticed that the variation in the range of outcomes reduces as the time horizon 
increases. Combining these two insights, we know long-term investors have likely experienced a 
number of bear markets throughout the history of their investment journeys. Maintaining a long-term 
view, however, has rewarded investors who are able to ignore the short-term volatility.

According to our calculations, stock 
market returns between 1951 and 
2021 were positive only about 53% 
of the time on a daily basis.  Over 
very short time periods, the stock 
returns are like a coin flip. Thus, 
the probability of equity returns 
being positive increases over longer 
time periods compared to shorter 
periods. The chart below shows the 
percentage of time that the stock 
market was positive over different 
time periods dating back to 1951. 

PREPARE WITH A PLAN 
Understanding the frequency of market declines and the benefits of maintaining the long-term 
perspective are some of the core tenets of a successful investing plan. Incorporating these principles 
into your broad financial plan can help you stay on track and work toward your financial goals. Your 
advisor can help tailor your plan based on your personal needs. To develop or revisit your financial plan, 
contact your financial advisor today.

In the previous graphs, it’s clear that the range of outcomes varies vastly from their averages over any 
rolling one-year time period. As the time period increases in duration, the variation also reduces, coming 
closer to its average. 

Important Disclosures: The information contained in this report is as of June 24, 2022, and was taken from sources believed to be reliable. It is intended only for personal 
use. To obtain additional information, contact Cornerstone Wealth Management. This report was prepared by Cornerstone Wealth Management. 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. Investing involves risk including the potential loss of principal. No strategy can assure success 
or protection against loss. Past performance is no guarantee of future results. 

IA SBBI US Lrg Cap Index is represented by the S&P 500 Composite Index (S&P 500) from 1957 to present, and the S&P 90 from 1926 to 1956. The Standard & Poor’s 500 
Index is a capitalization-weighted index of 500 stocks designed to measure the performance of the broad domestic economy through changes in the aggregate market 
value of 500 stocks representing all major industries. S&P 90 was a value-weighted index based on 90 stocks.

Securities offered through LPL Financial, member FINRA/SIPC. Investment advice offered through Cornerstone Wealth Management LLC, a registered investment advisor 
and separate entity from LPL Financial.

Calculated using IA SBBI US Lrg Cap Index monthly rolling periods. For illustrative purposes only. Index is 
not available for direct investment; therefore, its performance does not reflect the expenses associated 
with the management of an actual portfolio. Past performance is no guarantee of future results.


