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Market correction or start of a downturn?  So far, so average… 

 

If you blinked during the recent increase in volatility and the accompanying stock market pullback, you 

probably missed this week’s resurgence as well.  Volatility measures more than doubled in the last 

several weeks as investors fretted over whether this was a typical, temporary pullback, the long-awaited 

10% plus correction, or the start of the next downturn. 

 

Labels and semantics are important in a whipsawing market as it is natural for edgy investors to question 

their investment strategies.  The nature of the markets is to move up and down over the short-term, so 

attempting to time the market is nearly impossible.  But we can look to history as some guide. 

 

If you’ve been ruminating over the recent downdraft that started in earnest on Sept. 18
th

, you certainly 

were in good company.  But so far this has been a text book correction typical of those we have seen 

over the past three years.  And, fortunately or unfortunately, this is just a normal part of how the markets 

work.  Yes, it can be uncomfortable at times, but taking any kind of extreme action based on these types 

of movements is often the worst thing you can do.   

 

Since the markets’ last big swoon, when the S&P 500 fell by 19.4% in October 2011, we have had five 

corrections of more than 5% (six now including this current one).  In general, as stock prices fall, 

volatility picks up, and Treasury rates rally as investors flock to safety.  So how has the recent turmoil 

compared to these previous rolling corrections? 

 

The average of these five most recent rolling corrections found the S&P’s to fall, on average, 7.8% on a 

closing day basis.  They ranged from a -9.9% to -5.8%.  And it took 13 to 42 trading days to occur with 

an average time of 28 days.  This correction has seen the market fall 7.4%, bottoming on Thursday, 

October 16.  It took 20 trading days.   

 

Volatility (and thus potential risk in terms of price swings) increased during these five previous 

corrections, too.  We can measure this with the “VIX” index scale with higher measures indicating 
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higher volatility.  On average the VIX increased to 24% with a range of 18% to 34%.  Our recent 

pullback was no exception and the VIX peaked at 26% the day prior to the Oct. 16
 
market bottom.  

As for Treasury rates, previous corrections saw the 10-year Treasury rally (fall) by 45 basis points, or 

nearly half a percent.  Amazingly, 10-year treasuries fell from 2.61% to 2.15%, or 46 basis points, spot 

on these recent averages. 

 

But is the market’s swoon over?  We think so.  Each of the last previous corrections ended with 

extremes in market pessimism that abruptly reverses.  Ned Davis Research publishes a daily crowd 

sentiment indicator.  The range of investor sentiment could vary from 100% bullish to zero percent 

bullish.  Since 2011, sentiment has ranged from a low of 12.5% to highs approaching 90%.  Sentiment at 

the trough of the last five corrections bottomed at an average of 26% and a low of 16%.  This past 

correction fell into an even more extreme pessimistic camp, bottoming at just above 11%.  But it has 

already shown a significant reversal in just the past few days very similar to other “v” shaped bottoms.  

And incidentally, it’s when pessimism is low that your opportunity to make money in the stock market is 

at its greatest. 

 

So no one can guarantee we are out of the woods just yet.  We are still about 3% off our highs in the 

stock market.  But this appears to us a very typical downturn, one that has likely already bottomed and 

creates the breathing room necessary for valuations to open up and clear excesses out of the market.  

And the U.S. economy still enjoys ultra-low interest rates, we have an improving and accelerating job 

market, and leading economic indicators continue to point upwards despite the anxiety associated with 

all the recent global weakness, Middle East turmoil, and now even Ebola.   

 

But from our perspective, as long as a recession continues to appear unlikely, these market gyrations 

have proven to be opportunities for long-term investors.  Even the government’s ending of its bond-buy-

back stimulus program later this month (third round of Quantitative Easing) is rapidly getting digested 

by a growing U.S. economy, one that is capable of withstanding both market shocks and global 

pessimism.   

 

As an investor, focus on what you can control, empower yourself through education and limit the media 

noise, recognizing that corrections are always coming along as the normal course of activity.   

 
Past performance is no guarantee of future results, and the opinions and other information in the investment commentary are as of Oct. 24, 

2014.  This summary is intended to provide general information only and is reflective of the opinions of the senior investment management 

committee.   

This material is not a recommendation of any particular security, is not based on any particular financial situation or needs, and is not 

intended to replace the advice of a qualified attorney, tax advisor or investment professional.  Diversification does not guarantee a profit or 

protect against all risk. 

Commerce does not provide tax advice or legal advice to customers.  Consult a tax specialist regarding tax implications related to any 

product and specific financial situations. 
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