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How Deep can this Correction Go? 

US stocks fell 3.8% on Thursday amid a continuation of recent 

volatile market moves. The S&P 500 is now down 10% from its 

January high.  

 

How deep can this correction go? 

 

• Citi analysts looked at past corrections in the current bull 

market cycle. They note that peak to trough corrections 

(corrections after the S&P500 reached a new high) only 

exceed 10% during growth shocks. Specifically, those growth 

shocks were associated with the Greek crisis in 2010, the 

broader Eurozone crisis and US growth scare in 2011 and 

China worries/global growth recession in 2016.    

 

• In the current market correction, the 10-year US Treasury 

yield is at its 4-year highs and metal prices have not declined 

sharply. This suggests that the recent correction is driven by 

inflation fears, rather than growth concerns.  

 

• Citi’s Bear Market Checklist comprises of 18 factors that have 

provided warning signs for investors before sustained market 

sell-offs. Currently only 3.5 factors are flashing sell compared 

to 17.5 in 2000 and 13 in 2007, which had marked the start of 

the equity bear markets in those years. According to the 

Checklist, it is still too early to call the end of this equity bull 

market.  



All forecasts are expressions of opinion, are not a guarantee of future results, are subject to change without notice and may not meet our 
expectations due to a variety of economic, market and other factors. Likewise, past performance is no guarantee of future results. 
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• While healthy growth and earnings fundamentals may limit the 

market’s decline over the medium term, fragile investor 

sentiment can drive market volatility higher in the near term.  

 

• While the VIX, the market’s fear gauge, is now at 33, down 

from its recent peak of 50, it is still 65% above its 10-year 

average. The spikes in the implied volatility for bonds and 

other asset classes have been more muted. This appears to 

be in line with the view that a number of complex exchange-

traded notes and algorithmic trading strategies have been 

responsible for the recent outsized moves in the VIX. This 

week’s liquidation of several Exchange Traded Products (ETP) 

which had bet on a continuation of low market volatility, is 

likely to raise questions about other potential risks from 

financial innovation. The risks to financial stability from ETPs 

that employ leverage and invest in underlying markets that 

have low liquidity may be the source for additional market 

volatility in the weeks ahead, especially given the reduced 

liquidity during next week’s Lunar New Year holidays. 

 

What does this mean for investors? 

 

• Ride through the volatility. Trying to time the market is often a 

futile process. Citi analysts’ research shows that if you had 

missed the ten best days in the market in the last five years*, 

the returns from being invested in global equities falls by 25%. 

Staying diversified across regions and asset classes can help 

investors mitigate potential risks ahead. 

 

• If we are shifting into a higher growth and higher inflation 

environment, equities and commodities, in particular industrial 

metals, have historically outperformed bonds during these 

periods.  

 

 

 

 

*MSCI World from July 2012 to July 2017  
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• Investors can consider taking advantage of market corrections 

to gradually gain exposure to selective equity markets. 

Markets with attractive valuations such as Europe and 

Emerging Markets, which are trading at a 20% and 34% 

discount respectively to the US market, may be better 

supported over the medium term. Macro trading strategies are 

also likely to be able to add value to investment portfolios as 

we move away from a low volatility world.   
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All forecasts are expressions of opinion, are not a guarantee of future results, are subject to change without notice and may not meet our 
expectations due to a variety of economic, market and other factors. Likewise, past performance is no guarantee of future results. 

Disclaimer 
“Citigold Private Client” is a client segment of Citigroup Inc (“Citigroup”), which provides its clients access to a broad array of products 
and services available through bank and non-bank affiliates of Citigroup.

“Citi analysts” refers to investment professionals within Citi Investment Publication and Analysis and Citi Global Markets (CGM) and 
voting members of the Global Investment Committee of Global Wealth Management. 

Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation of this 
document. Investment products are not available to US persons and not all products and services are provided by all affiliates or are 
available at all locations. 

This document is for general informational purposes only and is not intended as a recommendation or an offer or solicitation for the 
purchase or sale of any security, currency, investment, service or to attract any funds or deposits. Information in this document has 
been prepared without taking account of the objectives, financial situation or needs of any particular investor. Therefore, investment 
products mentioned in this document may not be suitable for all investors. Any person considering an investment should seek 
independent advice on the suitability or otherwise of a particular investment. Before making any investment, each investor must obtain 
the investment offering materials, which include a description of the risks, fees and expenses and the performance history, if any, 
which may be considered in connection with making an investment decision. Each investor should carefully consider the risks 
associated with the investment and make a determination based upon the investor’s own particular circumstances, that the investment 
is consistent with the investor’s investment objectives.

In any event, past performance is no guarantee of future results, and future results may not meet our expectations due to a variety of 
economic, market and other factors. Further, any projections of potential risk or return are illustrative and should not be taken as 
limitations of the maximum possible loss or gain. Investments are not deposits or other obligations of, guaranteed or insured by 
Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by any local government or insurance agency, and are subject to 
investment risk, including the possible loss of the principal amount invested. Investors investing in funds denominated in non-local 
currency should be aware of the risk of exchange rate fluctuations that may cause a loss of principal. 

Neither Citigroup nor its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the 
investment is purchased by a trust or company administered by an affiliate of Citigroup. Citigroup assumes that, before making any 
commitment to invest, the investor and (where applicable, its beneficial owners) have taken whatever tax, legal or other advice the 
investor/beneficial owners consider necessary and have arranged to account for any tax lawfully due on the income or gains arising 
from any investment product provided by Citigroup. If an investor changes country of residence, citizenship, nationality, or place of 
work, it is his/her responsibility to understand how his/her investment transactions are affected by such change and comply with all 
applicable laws and regulations as and when such becomes applicable. 

Although information in this document has been obtained from sources believed to be reliable, Citigroup and its affiliates do not 
guarantee its accuracy or completeness and accept no liability for any direct or consequential losses arising from its use. Opinions 
expressed herein may differ from the opinions expressed by other businesses or affiliates of Citigroup, and are not intended to be a 
forecast of future events, a guarantee of future results or investment advice, and are subject to change based on market and other 
conditions. The information contained herein is also not intended to be an exhaustive discussion of the strategies or concepts. 

At any time, Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. 

This is not an official statement of Citigroup Inc. and may not reflect all of your investments with or made through Citibank. For an 
accurate record of your accounts and transactions, please consult your official statement. 

If this document shows information coming from Citi Investment Publication and Analysis, please refer to the attached link: https://
www.citivelocity.com/cvr/eppublic/citi_research_disclosures which contains the important disclosures regarding companies covered by 
Citi’s Equity Publication analysts, and please refer to the attached link: https://ir.citi.com/PuXs6xELNHAu7UqkjgvWxnihtUeLtAtDxeEh%
2B2qaPpPb7uukpx8Qw1vzcuidtMtqgn1BWqJqak8%3D for details on the CIRA ratings system. 

This document may not be reproduced or circulated without Citigroup written authority. The manner of circulation and distribution may 
be restricted by law or regulation in certain countries. Persons who come into possession of this document are required to inform 
themselves of, and to observe such restrictions. Any unauthorised use, duplication, or disclosure of this document is prohibited by law 
and may result in prosecution.
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