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Investors should continue to expect stock market volatility as 
valuation levels rise and the Federal Reserve becomes 
increasingly likely to raise rates. In this type of environment,  
it is even more important to distinguish between volatility  
that results from short-term news rather than long-term 
fundamentals, and to stay focused on the latter. Exhibit 3 
summarizes the frequency of drawdowns of various sizes that 
investors have experienced over the course of the average year.

Small stock market pullbacks are normal
EXHIBIT 3: FREQUENCY BY SIZE OF DRAWDOWN, THRESHOLDS 
ANALYZED INDEPENDENTLY*

Drawdown 
Threshold

Historical  
Frequency

Typical # 
per Year

Typical  
Recovery Time

20% Once per Market Cycle 0 20 Months
10% Once per Year 1 8 Months
5% Once per Quarter 4 2 to 3 Months
3% Once per Month 11 2 to 6 Weeks
2% Often 18 1 to 4 Weeks

Source: Standard & Poor’s, FactSet, J.P. Morgan Asset Management. Returns are 
based on price index only and do not include dividends. For illustrative purposes 
only. *Analysis based on each type (size) of drawdown being independent. For 
example, the market does not typically see four 5% drawdowns and one 10% 
drawdown in the same year, but rather those 5% drawdowns may compound into a 
single 10% drawdown for the year. Data are as of 1/31/15. 

Market corrections of 20% or more have historically occurred 
at the end of market cycles. But how volatile can markets be in 
the short run? Historically, the market has pulled back 5% an 
average of four times a year, or about once a quarter. In fact, as 
shown in Exhibit 4, every year since 19952 has seen at least one 
5% pullback, with periods of elevated uncertainty, such as the 
euro area crisis in 2011, experiencing several. Despite this, the 
market has tended to fully recover within three months.

Drawdowns between 2% and 3% occur far more often, at least 
monthly on average, and have historically fully recovered within 
weeks. Thus, short-term pullbacks occur frequently and should 
not in and of themselves be reasons for panic. In addition, while 
Exhibit 3 shows roughly how often pullbacks occur, the 
frequency can vary significantly depending on market 
conditions. Consequently, these statistics are not a reason to 
“wait for a pullback,” since markets can do very well in the 
interim. Instead, investors should focus on underlying market 
fundamentals and the economic outlook when deciding whether 
to adjust their long-term portfolio allocations.

Keep an eye on the long-term horizon
Although volatility is unavoidable, it is a reason for investors to 
maintain a long-term perspective rather than a reason for 
pessimism. After all, an investor’s sensitivity to market volatility 
is largely determined by his or her investment time horizon, and 
U.S. equity markets have rewarded those who have stayed 
invested over longer periods of time.

Broad market returns behave differently over daily, monthly and 
annual periods. This is summarized in Exhibit 5. For S&P 500 
daily returns, the median historical return is -52 basis points 
(bps) on down days and +51 bps on up days. In other words, 
daily market returns and volatility are asymmetric; negative 
days are worse than positive days are good. This makes intuitive 
sense; although it takes a long time for the market to climb 
higher, it can fall quickly.

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

4 4 4
7
5

8

2
3
1 2

10

5

1

6
4
2
0
2
0 1

4
6 6

1211

14

4 3
2 2

4

24

11

5

10

2 1 2

35

30

25

20

15

10

5

0

19
28

19
30

19
32

19
34

19
36

19
38

19
40

19
42

19
44

19
46

19
48

19
50

19
52

19
54

19
56

19
58

19
60

19
62

19
64

19
66

19
68

19
70

19
72

19
74

19
76

19
78

19
80

19
82

19
84

19
86

19
88

19
90

19
92

19
94

19
96

19
98

20
00

20
02

20
04

20
06

20
08

20
10

20
12

20
14

Moderate pullbacks happen frequently even in normal times
EXHIBIT 4: NUMBER OF 5% DRAWDOWNS EXPERIENCED 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 1/31/15.

2   Similar to 2013, 1995 was an exceptional year for the U.S. stock market, which gained 34% with a maximum drawdown of only 2.5%.
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