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MARCH VALIDATED FEBRUARY’S INITIATION 

OF A NEW, HIGHER VOLATILITY REGIME 

 March capped off the S&P 500’s first negative 

quarterly return since Q3 2015 and the first 

negative Q1 since 2009. 

 After not experiencing a single daily move of more 

than 2% through all of 2017, the S&P 500 has now 

seen 6 such moves through February and March. 

 If “taper tantrum” was a fitting moniker for the 

2013 reaction to the prospect of ending the Fed’s 

QE, the volatility in early 2018 might well be 

referred to as the “tightening, tech, trade-tariff 

tantrum,” as markets reacted to tighter monetary 

policy, a data breach at Facebook and the prospect 

of a tariff-induced trade war. 

 While not as high as it was in February, volatility in 

March was still above its five-year average and 

much higher than it was in 2017. 

 Falling interest rates boosted the U.S. Aggregate 

bond market, reducing its correlation to equities 

and improving it as a diversifier, while the 

correlation between U.S. and foreign equities 

increased. 

Joe Becker, FRM 

Director – Portfolio Strategist 

joe.becker@milliman.com 
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1 Month -2.5% -2.7% 0.9% 2.0% -1.8% -2.1% -2.1% 0.5% 0.2% -0.9% 

3 Months -0.8% -1.6% -0.8% 0.6% -1.3% 1.1% -1.0% -1.3% 0.4% -2.9% 

6 Months 5.8% 5.0% 5.4% 4.5% 3.0% 8.8% 4.6% -0.9% 19.5% -3.0% 

1 Year 14.0% 13.1% 11.0% 12.7% 15.3% 24.3% 14.8% 1.2% 23.6% -8.0% 

1M Volatility 20.9% 17.2% 19.4% 19.2% 9.3% 15.0% 15.1% 1.8% 29.0% 6.1% 
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MANAGED RISK INVESTING 

 The persistence of higher market volatility from 

February meant that the S&P 500 Managed Risk 

Index, which has an 18% vol cap and no fixed 

allocation to bonds, maintained a hedge position 

through all of March. After ending February at a 

72% equity allocation, it was increased to as high 

as 92% before finishing the month at 67%. 

 Its hedge position helped to limit its participation in 

the downturn so that it exhibited less volatility 

than the S&P 500, but trailed its return by 19 bps 

for the month.  

 Over the last 10 years, the Managed Risk Index 

has exhibited virtually the same average monthly 

volatility as a 70/30 blend*, while generating an 

average excess monthly return of 19 bps. 

 

 In spite of having arguably the most hawkish 

central bank in the world, the U.S. dollar (as 

measured by the Bloomberg Dollar Index) fell 

0.95% in March, leaving it 12% lower than its Jan. 

3, 2017 post-crisis peak. 

 Amidst a sea of red, small and mid-cap stocks 

were one of the few bright spots in March, likely 

due in part to their perceived relative advantage in 

the event of retaliatory tariffs. 

 

*As measured by the S&P 500 Index and the S&P US 

Aggregate Bond Index. 

 

http://us.spindices.com/indices/strategy/sp-500-managed-risk-index
http://us.spindices.com/indices/strategy/sp-500-managed-risk-index
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THE STRANGE STATE OF RATES 

 The slope of the yield curve fell 17 bps in March, 

pushing it to its lowest level since September 

2007 and well below its 20-year average. Its 

decline over the last year has been almost entirely 

a function of rising short-term rates. 

 The Fed’s March rate hike was both the first of 

2018 and the first under new Fed chairman 

Jerome Powell. The hike pushed the fed funds rate 

above the year-over-year core personal 

consumption expenditure (PCE), the Fed’s 

preferred measure of inflation. 

 At the end of 2017, the fed funds futures market 

reflected an expectation of three rate hikes by the 

end of 2018. With one hike now in the books, the 

prediction is still for two more hikes by year end, 

but the probability is slightly lower. 

 While the most recent PCE reading saw a 12-

month change of just 1.6%, the annualized 6- and 

3-month changes were above the Fed’s 2% target 

at 2.3% and 2.8%, respectively.  

 Since the end of the debt ceiling on Feb. 8, the 

Treasury has issued $620 billion in just seven 

weeks. Amidst accelerated issuance and Fed 

policy normalization, investors may do well to be 

diligent in managing portfolio risks. 
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Milliman Financial Risk Management LLC is a global 

leader in financial risk management to the retirement 

savings industry. Milliman FRM provides investment 

advisory, hedging, and consulting services on more than 

$153 billion in global assets (as of December 31, 

2017).  

Established in 1998, the practice includes professionals 

operating from three trading platforms around the world 

(Chicago, London, and Sydney).  

MILLIMAN.COM/FRM 

 

 

Milliman is among the world's largest providers of 

actuarial and related products and services. The firm 

has consulting practices in healthcare, property & 

casualty insurance, life insurance and financial 

services, and employee benefits. Founded in 1947, 

Milliman is an independent firm with offices in major 

cities around the globe. 

Chicago 

71 South Wacker Drive 

Chicago, IL 60606 

+1 855 645 5462 

London 

11 Old Jewry Road 

London 

EC2R 8DU 

UK 

+44 0 20 7847 1557 

Sydney 

32 Walker Street 

North Sydney, NSW 2060 

Australia 

+610 2 8090 9100 
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