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Is This the End of a Low Volatility Regime?
SAMANTHA T. GRANT, CFA, CAIA, SENIOR RESEARCH ANALYST, U.S. EQUITIES

For most of 2017, we were fixated on the unusually low volatility environment. Despite a number of geopolitical 
challenges, markets continued their sanguine march to higher heights. A month ago, we reviewed the latest 
U.S. equity market correction (defined as a market decline of at least 10%). At the beginning of the year, 
the S&P 500 Index had not had a negative month since October 2016 and January 2018 was already off to a 
strong start. However, cracks started to appear at the end of January as generally positive news (i.e. higher 
wage growth and low unemployment) precipitated February’s market decline and the first U.S. equity market 
correction since January 2016. 

Periods of higher volatility and market corrections are not unusual at all. In the chart above, we have plotted 
the CBOE Volatility Index, also known as the VIX. The VIX shows the market’s expectation of 30-day volatility 
for the S&P 500 Index. Twenty is the average level of the VIX. Since the VIX’s inception, there have been 
vacillations between periods of high and low volatility, as noted in the chart. Coming off a period of extended 
low volatility, it is not surprising that current signals suggest elevated volatility in the near future. First, volatility 
regimes have lasted a little over five years on average; the current period is at the end of its sixth year. Second, 
the Federal Reserve is embarking on an interest rate normalization process and investors are afraid that 
the Fed may have to tighten faster due to stronger economic growth and inflation pressures. Excessive Fed 
tightening could constrain growth and thus equity markets, which explains the market drop in February. 
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Sources: Bloomberg, Capital Group. S&P 500 Return is cumulative.

The CBOE Volatility Index (VIX) may be signaling a change in trend
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However, higher volatility does not necessarily mean markets will be negative. From December 1996 through 
January 2003 and from July 2007 through June 2012 — the last two periods of higher volatility — the market 
posted positive returns. The former period included the bursting of the Tech Bubble and two U.S. recessions 
while the latter period encompassed the Global Financial Crisis. So while market volatility has risen from 
extremely low levels over the past six weeks, volatility is part of a functioning and healthy equity market.


