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Key points 

▪ Bearish sentiments surrounding

hawkish Fed and stagflation fears

triggered acute selldown in risk assets

this year; “Long duration” sectors bore

the brunt of the correction

▪ Our analysis of data going back to 1927

suggests attractive risk-reward in

deploying fresh funds in risk assets now

▪ Historically, after an acute selldown at

the start of the year, the S&P rallied

20% on average in subsequent 12

months

▪ The year’s selldown is driven

predominantly by valuation contraction

as investors recalibrate forward growth

expectations

▪ Corporate fundamentals (earnings),

however, have remained resilient

▪ Market volatility is expected to stay

elevated as the Russia-Ukraine crisis

and high inflation persists

▪ Quality stocks are expected to

outperform during times of heightened

volatility

ASSET ALLOCATION 

Risk assets look rewarding on a 12-month time frame 

Food for thought – history suggests positive 12-month returns for risk assets after acute 

correction. Global equities teetered on the edge of a bear market this year on 

overwhelming bearish sentiment relating to the hawkish Fed and stagflation fears. “Long 

duration” sectors, particularly those relating to Technology, bore the brunt of the 

selldown as concerns mounted on how rising bond yields will impact the valuations of 

growth equities. But, given the magnitude of the correction, it is now worth taking a step 

back to re-assess the risk-reward of putting fresh funds to work.  

Using the US equity market as a proxy in our analysis, we look at how risk assets tend to 

perform in the subsequent 12 months after an acute correction. On a year-to-date basis, 

the S&P 500 has corrected 13.3% in January to May 2022. Looking through historical data 

dating back to 1927, there were only five other occasions where the S&P 500 registered 

higher magnitude of losses during the first five months of the year and this took place in 

1931, 1932, 1940, 1962, and 1970. The key observations are: 

▪ The S&P 500 fell 23.8% on average during those occasions, with the minimum corr

at -15.1% and the maximum at -45.0%. In contrast, the selloff this year is comparably 

intense at -13.3%

▪ In the subsequent 12 months, the S&P 500 has rallied 20.0% on average after th

correction (with positive returns on four out of the five occasions).

Table 1: Historical returns for S&P 500 after acute selldown at start of the year

S&P 500 (closing 

price) 

% chg. in first 5 

months of the year 

Subsequent 12 

months performance 

End-May 1931 13.02 -15.1% -65.7% 

End-May 1932 4.47 -45.0% +115.7%

End-May 1940 9.27 -25.6% +1.2%

End-May 1962 59.63 -16.7% +18.7%

End-May 1970 76.55 -16.8% +30.2%

Average - -23.8% +20.0%

End-May 2022 4132.15 -13.3% 

Source: Bloomberg, DBS 

Taking our analysis one step further, we dissect the market corrections into the following 

components: (a) Price-to-Earnings (P/E) ratio and (2) Earnings. The purpose of this step 

is to ascertain if the selldown is predominantly driven by investors’ sentiments and 

expectations (proxied by valuation) or actual fundamentals (proxied by earnings).  

As only data going back to 1954 are available for this purpose, our findings below are 

based on observations made for 1962 and 1970. Our key findings are:  

▪ P/E valuations for S&P 500 contracted by 13.7% on average during those occasions,

a level that is slightly lower than the current P/E contraction of 16.0%.

▪ Corporate earnings fell 3.3% on average for those occasions. In contrast, earnings

gained 3.2% in the course of the current selldown.



Table 2: De-composition of past corrections on S&P 500 

Change in P/E valuation Change in earnings 

End-May 1962 -17.5% 0.9% 

End-May 1970 -9.9% -7.5% 

Average -13.7% -3.3%

End-May 2022 -16.0% 3.2% 

Source: Bloomberg, DBS

Risk-reward looking attractive; Time to deploy a portion of your excess cash holdings in 

risk assets. Using history as a guide, it is evident that partial deployment of excess cash 

in risk assets looks compelling at this juncture. As opposed to trying to “time” for a market 

trough, a more relevant question investors should ask oneself is: “Where would my 

investments be in 12 months’ time?”. Our analysis has established the following views:  

1. After a sharp selldown at the start of the year, markets have historically rallied 20%

on average over the next 12 months.

2. This year’s selldown is driven predominantly by the recalibration in investors’

sentiments/expectations which results in valuation multiples contraction. Corporate

fundamentals (notably, earnings), however, have remained resilient and this augurs

well for the outlook.

Go for Quality Plays in times of heightened volatility. Market volatility is expected to stay 

elevated as the Russia-Ukraine crisis and high inflation persists. Using the S&P 500 

Quality as a proxy, quality stocks have performed the broader markets in times of 

heightened volatility, and this time shall be no different.  

Figure 1: Quality stocks outperforming broader market when volatility spikes 

Source: Bloomberg, DBS 

Note: Chart is truncated
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destroyed, arrive late or incomplete, or contain viruses. The sender therefore does not accept liability for any errors or omissions in the contents of the Information, which may arise as a result of electronic 

transmission. If verification is required, please request for a hard-copy version.  

This publication is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, 

publication, availability or use would be contrary to law or regulation. 

If you have received this communication by email, please do not distribute or copy this email. If you believe that you have received this e-mail in error, please inform the sender or contact us immediately. DBS 

Group reserves the right to monitor and record electronic and telephone communications made by or to its personnel for regulatory or operational purposes. The security, accuracy and timeliness of electronic 

communications cannot be assured.  

Dubai International Financial Centre: This communication is provided to you as a Professional Client or Market Counterparty as defined in the DFSA Rulebook Conduct of Business Module (the "COB Module"), and 
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This communication is from the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the "DIFC") under the trading name "DBS Bank Ltd. (DIFC Branch)" ("DBS DIFC"), registered with the 

DIFC Registrar of Companies under number 156 and having its registered office at units 608 - 610, 6th Floor, Gate Precinct Building 5, PO Box 506538, DIFC, Dubai, United Arab Emirates.  

DBS DIFC is regulated by the Dubai Financial Services Authority (the "DFSA") with a DFSA reference number F000164. For more information on DBS DIFC and its affiliates, please see http://www.dbs.com/ae/our--

network/default.page. 
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research report has not been reviewed or authorised by the DFSA. Such research report is distributed on the express understanding that, whilst the information contained within is believed to be reliable, the 

information has not been independently verified by DBS DIFC. 

Unless otherwise indicated, this communication does not constitute an "Offer of Securities to the Public" as defined under Article 12 of the Markets Law (DIFC Law No.1 of 2012) or an "Offer of a Unit of a Fund" as 
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Accordingly, the DFSA has not approved this communication or any other associated documents in connection with this investment nor taken any steps to verify the information set out in this communication or 

any associated documents, and has no responsibility for them. The DFSA has not assessed the suitability of any investments to which the communication relates and, in respect of any Islamic investments (or other 

investments identified to be Shari'a compliant), neither we nor the DFSA has determined whether they are Shari'a compliant in any way. 

Any investments which this communication relates to may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should conduct their own due diligence on any investments. If you do not 

understand the contents of this document you should consult an authorised financial adviser. 

Hong Kong: This publication is distributed by DBS Bank (Hong Kong) Limited (CE Number: AAL664) (“DBSHK”) which is regulated by the Hong Kong Monetary Authority (the "HKMA") and the Securit ies and Futures 

Commission. In Hong Kong, DBS Private Bank is the private banking division of DBS Bank (Hong Kong) Limited. 

DBSHK is not the issuer of the research report unless otherwise stated therein. Such research report is distributed on the express understanding that, whilst the information contained within is believed to be 

reliable, the information has not been independently verified by DBSHK. 

DBSHK is not the issuer of the research report unless otherwise stated therein. Such research report is distributed on the express understanding that, whilst the information contained within is believed to be 

reliable, the information has not been independently verified by DBSHK.  

Singapore: This publication is distributed by DBS Bank Ltd (Company Regn. No. 196800306E) ("DBS") which is an Exempt Financial Adviser as defined in the Financial Advisers Act and regulated by the Monetary 

Authority of Singapore (the "MAS"). 

Thailand: This publication is distributed by DBS Vickers Securities (Thailand) Co., Ltd. (“DBSVT”). 

United Kingdom: This communication is from DBS Bank Ltd., London Branch located at 9th Floor, One London Wall, London EC2Y 5EA. DBS Bank Ltd. is regulated by the Monetary Authority of Singapore and is 

authorised and regulated by the Prudential Regulation Authority. DBS Bank Ltd. is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about 

the extent of DBS Bank Ltd., London Branch’s regulation by the Prudential Regulation Authority are available upon request.




