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Key  
takeaways 

• Equity market volatility is normal and recurring, with drawdowns — both frequent and 
unpredictable — an inherent feature of equity investing. 

• Despite periodic declines, equities have historically recovered and grown over time, supported 
by long-run earnings and economic expansion. 

• Although volatility has increased in recent years, investor outcomes remained strong, 
with higher equity returns than last decade’s low-volatility period. 

• The Federated Hermes Portfolio Construction Solutions Team believes that a structured 
investment approach, that includes diversification and risk management strategies, may help 
investors navigate volatility and avoid costly timing mistakes. 

The latest round of market volatility, if nothing else, has served as a reminder that market drawdowns can arrive with little 
warning — and can vary widely in depth and duration. 

The long, long term 
Looking back at close to 100 years of stock returns, it’s easy to make “long-run” arguments for staying invested in the stock market. The US  
experienced and recovered from the three significant bear market and recessionary periods that still shape how many investors construct 
their portfolios. While known by various names, these are: the stock market Crash of 1929, and the Great Depression; the Oil Shock of 
1973-74 and resulting stagflation; and the Global Financial Crisis (GFC)/Great Recession, which came on the heels of the Dotcom bust. While 
historical performance offers no guarantees for the future, the stock market recovered from each of these episodes, as well as from the many 
unnamed drawdowns, often with renewed strength. 

In general, the stock market will track earnings per share (EPS) growth, and as the US economy expanded in the 20th century into the 
21st century, the major stock market indexes grew with it. 

Exhibit 1: History of Bull and Bear Markets: S&P 500® returns 1927 through 2025 
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■ Bull Market ■ Bear Market ■ Recessions — S&P 500® 

Source: Federated Hermes as of 12/31/25. Note: Y-axis is shown on a logarithmic scale. 
Past performance is no guarantee of future results. 

•  • 



 

 
 

 
 

  
  

2 Perspectives on market volatility 

A closer look 
For investors with a shorter time horizon, 1980 to the present may be a better reflection of investor experience than the continuously 
rising line in Exhibit 1. 

This era contains three major periods so far: 1982-1999 (bull); 2000 to 2013 (bear) and 2013-present (bull); and began with an 
interest-rate peak and the breaking of inflation in 1980-81, the result of extreme monetary tightening policy of then Fed Chair 
Paul Volcker. Two short recessions followed, which, in turn, helped kickstart the the long bull run starting in 1982. 

While we are chiefly focused on equity markets in this paper, it should not be overlooked that this period coincided with a historic 
run in fixed income markets, as well. Ten-year Treasury yields peaked at 15.8% in September 1981 and fell nearly continuously for 
40 years, providing the backdrop for equity market success over that time frame. Over the long run, exposure to bonds has tended to 
provide needed diversification during periods of equity market drawdowns. 

Exhibit 2: Peak-to-trough S&P 500® drawdowns of 10% or greater since 1980 

-16.5 12/30/80 - 7/30/82 
-29.6 9/29/87 - 11/30/87 

-10.0 1/2/90 - 1/30/90 
-19.2 7/16/90 - 10/11/90 

-10.8 10/7/97 - 10/27/97 
-19.2 7/19/98 - 8/31/98 

-11.8 7/18/99 - 10/15/99 
-11.1 3/26/00 - 4/14/00 

-47.4 9/4/00 - 10/9/02 
-55.3 10/9/07 - 3/9/09 

-13.0 7/20/15 - 2/11/16 
-10.1 1/28/18 - 2/8/18 

-19.4 9/20/18 - 12/24/18 
-33.8 2/19/20 - 3/23/20 

-24.5 1/3/22 - 10/12/22 
-18.7 2/19/25 - 4/8/25 

0 -10 -20 -30 -40 -50 -60 

Source: Morningstar, Inc.; Federated Hermes, Inc.; as of 3/31/26. 
Past performance is no guarantee of future results. 

Exhibit 2 highlights how often market drawdowns occur — more frequently than many investors may recall. Over this period, the 
market has experienced numerous declines of 10% or more, ranging from brief, sharp pullbacks to prolonged, deeper downturns — 
16 such episodes since 1980, eight of which exceeded 19%. 

Three 10%+ drawdowns occurred in the decade of the 2010s, in the midst of a 10-year economic expansion in the US. And in the 
2020s, we have already experienced two 20%+ drawdowns. 

Steep market drawdowns are seen by many as a leading indicator of economic weakness — recent evidence suggests otherwise: 
Since the 2008-9 financial crisis, we have yet to experience a prolonged, traditional economic recession in the US outside of the brief 
but severe pandemic-related contraction of 2020. 



 

 

3 Perspectives on market volatility 

The 21st Century 
A look at the S&P 500® performance from 2000, includes the Dotcom bust, the GFC, Covid, rising inflation and interest rates, and  
the ‘Liberation Day’ tariff announcement, all of which strained investor confidence. Yet in nearly every year since the start of the new  
millennium, the S&P 500®  finished  often  significantly  higher  than the market low for the same period. 

Exhibit 3: Intra-year declines are normal 

S&P 500® calendar year returns and intra-year declines 
S&P 500® Average Annual Total return (1/1/00 through 12/31/25) = 8.07% 
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■ S&P 500® — S&P 500® yearly max drawdown 

Source: Morningstar, Inc.; Federated Hermes; as of 12/31/25 
Past performance is no guarantee of future results. 

Based on the above, our conclusion is straightforward: Market resilience is a fundamental part of investing, which is why we stay 
invested through downturns with the expectation that markets will rebound — which is why it might be beneficial to stay invested 
through downturns and selling at the bottom can be costly. An investor’s response to volatility will shape outcomes, and diversification 
can help improve that experience by smoothing the path of returns, and reducing the impulse to react. Because investors experience 
markets in real time — through daily price moves, media coverage, and performance reports — rather than as long-term averages, a 
lower-volatility path employing diversifiers such as bonds can play an important role in outcomes, especially given how volatility may 
influence behavior. 

Why this decade feels different 
In recent times in particular — it may feel like markets have become unusually volatile. This is an accurate reading, especially when  
compared with the latter half of the previous decade, when volatility was historically low. During that period, the CBOE Volatility Index  
(VIX) hovered near 10 for extended stretches. The current decade has seen an increase in standard deviation in the S&P 500® along   
with the percentage of negative months. And yet it has produced a higher annualized return. 

Exhibit 4: S&P 500® returns, last decade and this 
1/1/15-12/31/19 1/1/20-3/31/26 

Number of months 60 75 
Number of months with negative returns 15 27 
Percent of months with negative return 25% 36% 
Standard deviation 11.98 17.01 
Annualized return 11.70% 13.62% 

Source: Morningstar, Inc.; Federated Hermes, Inc.; as of 3/31/26 
Past performance is no guarantee of future results. 



 

 

 
 

 

 

 

4 Perspectives on market volatility 

Despite the volatility that has been seen and felt by investors, the S&P 500® has more than doubled in value from 1/1/20 through   
3/31/26 — a clear indication how heightened volatility does not necessarily equate to lower overall returns. Markets can be both volatile   
and resilient. 

Exhibit 5: S&P 500® monthly returns and growth of $100 this decade 
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■ S&P 500® monthly returns — Growth of $100 

Source: Morningstar, Inc.; Federated Hermes; as of 3/31/26 
Past performance is no guarantee of future results. 

Risk monitoring/asset allocation 
It is unlikely, and possibly unwise, for investors to remain 100% invested in stocks. But the charts above demonstrate the volatile nature 
of the equity markets and the resilience they have shown in the past. 

An effective asset allocation strategy — and a plan for mitigating unforeseen risk — can help investors stay disciplined during 
downturns. While determining an optimal asset allocation is beyond the scope of this piece, below we can see how even a modest 
static allocation to bonds can reduce portfolio volatility, while still approaching equity-like returns. 

Exhibit 6: S&P 500® returns with static fixed income allocation 
Return annualized (%) Standard deviation Max drawdown (%) 

3-year 5-year 10-year
Since  

1/1/00 3-year 5-year 10-year 
Since  

1/1/00 3-year 5-year 10-year
Since  

1/1/00
95% S&P 500®/ 
5% Bloomberg US Aggregate 

17.57 11.49 13.56 7.68 11.61 14.71 14.38 14.41 -8.08 -23.39 -23.39 -48.92 

90% S&P 500®/ 
10% Bloomberg US Aggregate 

16.82 10.91 12.95 7.54 11.18 14.16 13.74 13.69 -7.90 -22.92 -22.92 -46.81 

85% S&P 500®/ 
15% Bloomberg US Aggregate 

16.07 10.33 12.34 7.40 10.75 13.61 13.10 12.97 -7.72 -22.45 -22.45 -44.63 

S&P 500® 18.32 12.06 14.16 7.81 12.06 15.26 15.02 15.14 -8.25 -23.87 -23.87 -50.95 

Sources: Morningstar, Inc., Federated Hermes, Inc.; hypothetical blended portfolios use total return indexes rebalanced monthly as of 3/31/26. 
Past performance is no guarantee of future results. 
For illustrative purposes only and not representative of any specific investment. 
The hypothetical performance does not represent actual performance, was not achieved by any investor, and actual results may vary substantially. 
Indexes are unmanaged and investors cannot invest directly in an index. Indexes have volatility and other material characteristics that may differ from a particular  
fund or strategy. 

Without a long-term strategy, the temptation to sell into declining markets can undermine long-term outcomes. While hindsight often 
makes the “right” decision seem obvious, we believe preparation — understanding risk tolerance and having a plan — is the most 
reliable defense against emotionally driven mistakes. The Portfolio Construction Solutions team has observed that a dominant factor 
in underperformance isn’t sub-optimal asset allocation. The biggest hazard stems from abandoning a well thought-out investment plan 
in moments of market stress. 



 

Perspectives on market volatility 

Disclosures 
Views are as of the dates indicated and are subject to change based on market conditions and other factors. These views should not be construed as a 
recommendation for any specific security or sector. 
Investing in equities is speculative and involves substantial risks. The value of equity securities will rise and fall. These fluctuations could be a sustained trend or 
a drastic movement. 
Bond prices are sensitive to changes in interest rates and a rise in interest rates can cause a decline in their prices. In addition, fixed income investors should be 
aware of other risks such as credit risk, inflation risk, call risk and liquidity risk. 
Diversification and asset allocation do not assure a profit nor protect against loss. 
Investments are subject to risks and fluctuate in value. 

Definitions 
Drawdowns measure the peak to trough total returns in a particular period. 
Sharpe ratio is calculated by dividing a portfolio’s annualized return, minus the risk-free rate of return, by its annualized standard deviation. A higher Sharpe 
ratio represents better historical risk-adjusted performance. 
Standard deviation is a statistical measurement of dispersion which depicts how widely the returns varied—or their volatility—over a certain time period.  
The higher the standard deviation of returns, the greater the volatility. 
VIX is the ticker symbol for the Chicago Board Options Exchange (CBOE) Volatility Index, which shows the market’s expectation of 30-day volatility. 
Bloomberg US Aggregate Bond Index is an unmanaged index composed of securities from the Bloomberg Government/Corporate Bond Index,   
Mortgage-backed Securities Index and the Asset-backed Securities Index. Total return comprises price appreciation/depreciation and income as a percentage   
of the original investment. Indices are rebalanced monthly by market capitalization. 
S&P 500® is an unmanaged capitalization-weighted index of 500 stocks designated to measure performance of the broad domestic economy through changes   
in the aggregate market value of 500 stocks representing all major industries. 
Indexes are unmanaged and investments cannot be made in an index. 
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