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DWA Prospecting: Historical 10% Market Corrections

Going back to 1928 the S&P 500 has pulled back 10% 95 times in an almost 88 year time frame (using
closing prices). In other words, on average, the market has pulled back by 10% about once per year.
The recent market correction is the 95th occurrence, and has come within six months of the last 10%
correction. In other words, while the market averages a 10% correction once per year we have seen
two in half that time. Prior to 2015 the last known occurrence of this phenomenon was back in 2011
when the S&P 500 eventually pulled back a little over -19% from an April 29th close to the October
3rd close in the S&P 500. We went nearly 4 years without experiencing a 10% pullback. While the
historical average is about once per year, the historical numbers suggest that it might not be that
simple. For instance, there have been stretches of time where we have gone many years in between
10% corrections. After all, it took 4 ½ years from the bottom in March 2003 to November 2007
between 10% corrections, and the S&P 500 went roughly seven years between 10% pullbacks from
August 1990 to October 1997. On the other hand, there were 9 10% corrections from 1997 through
2002. I think you would be hard pressed to convince your clients that this recent market activity is
“normal”, but in the historical perspective of market volatility this would not necessarily be classified
as “abnormal” either. Below is a chart that shows all of the 10% corrections the S&P 500 has seen
since 1928, which some additional bullet points on the data including only about 1/3rd of the 10%
corrections have seen a total of a 20% (i.e. bear market) correction before seeing the S&P 500 bottom.
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To further add some perspective to the recent market correction and historical 10% corrections we
have organized the data in order to show the 10% market corrections by decade, and we have
also calculated the average peak to trough draw down before all was said and done. The decade of
the 1930s saw the highest number of 10% corrections (33) with an average return of -21.20% during
each correction. To put this into perspective, while the decade of the 1930s saw 33 10% corrections
the decades of the 1980s, 1990s, 2000s, and 2010s, combined have only seen 29 corrections, and the
bulk of those came in the 2000s (11). Interestingly enough, the 11 10% in the decade of the 2000s
had the highest average peak to trough decline of -23.17%. Remember, the decade of the 2000s has
been referred to as the “Lost Decade” for the S&P 500 and is the last structural bear market time
period we experienced. On the other hand, the 6 corrections in the decade of the 90s had the smallest
average peak to trough corrections of -13.72%, and the decade of the 90s was the last structural bull
market time period. So far in the decade of the 2010s the average peak to trough correction has been
-14.64%. While not the most profound statement ever made, one worth saying is that corrections (i.e.
10% pullbacks) during bear markets have historically been more severe than corrections in structural
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bull market time periods. The decade of the 2000s will forever be a “structural bear market” for
stocks, which ended around 2010. We have been in a structural bull market since then. This could
change, and change quickly, but if the structural bull market were to end today it would go down as
the shortest structural market since the 1920s. Time will tell, and one thing to watch closely for is the
ranking of US Equities in DALI. A move out of one of the two top ranked spots in DALI for US
Equities could be evidence of the structural bull market ending, something we will be monitoring
closely.
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