
What Were the Key Factors Driving 1st Half 2026 Volatility?

	• Geopolitical and Energy Shocks Venezuela, Greenland, a new 
import tariff, a delayed U.S./China summit, and fresh supply 
chain disruptions all made headlines. But the first half of 2026 
was marked most by a new war in the Middle East that caused 
energy prices to surge, with U.S. gasoline prices rising above 
$4.00/gallon nationally for the first time since August 20225 and 
Brent crude oil prices up more than 60% in March, the largest 
monthly percentage increase in its history.6 

	• Shifting Fed Policy Surging energy prices, in turn, and the 
heightened inflation that sparked put a temporary hold on U.S. 
Federal Reserve interest rate cuts, following its three cuts in 
the last months of 2025. Investors subsequently priced in zero 
interest rate cuts in 2026—a sharp change from the start of the 
calendar year. 

	• Asset Class Shifts As yields on cash-like instruments faded, the 
search for income moved back toward the broader markets. 
This transition created short-term volatility, as trillions of dollars 
shifted from CDs, for example, into dividend-paying equities 
and other asset classes.

	• Tech Sector Concerns After driving gains in 2024 and 2025, 
technology stocks experienced pressure in the early months of 
2026 on concerns around AI earnings. With a handful of mega-
cap technology firms representing an outsized portion of the 
S&P 500 Index’s total market capitalization, a modest earnings 
miss from a single leader could have significant impact on the 
entire market. Further, concerns led to bifurcation within the 
sector, wherein the dispersion between true winners and those 
merely riding the broad brush of the AI trend grew wider. 

	• Midterm Election Year Trends Midterm election years historically 
bring higher-than-average intra-year drawdowns in the U.S. equity 
market in large part because of election results uncertainty—
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Were the First Months of 2026 More Volatile in the  
Stock Market than Usual or Did It Just Seem that Way? 

The answer is yes. By some measures, the stock market has been more volatile and “noisy” than usual. The worst single-day session since October 
2025 for the S&P 500 Index occurred on January 20, 2026.1 March 2026 was the worst month for the S&P 500 Index since September 2022.2 The 
CBOE Volatility Index (VIX), or fear gauge, reached its highest levels since April 2025.3 Then, in mid-April, the S&P 500 hit a series of fresh record 
highs.4 If you’ve been feeling a bit dizzy when following the stock market during the last several months, it’s perfectly understandable. However, 
looking at volatility from a historical perspective shows that much of what happened in the early months of 2026 was not so unusual. Let’s take a 
deeper look.
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approximately 19% declines on average as compared to 12-13%  
in the other three years of a presidential cycle.7 

	• Heightened Vulnerability After a three-year-plus rally, some 
investors feared the U.S. equity market was overvalued, making 
it especially vulnerable to negative headlines. 

Appearances vs. Reality

	• Highs and Lows In March 2026, major U.S. equity markets 
fell 8% to 10% from earlier-year peaks. The S&P 500 Index fell 
nearly 5% in March alone. In April, the S&P 500 Index reached 
a record high, ending the month up 10.4% since March 30, a 
best since November 2020.8 Historically, the S&P 500 Index has 
averaged a 14.1% drawdown at some point in every calendar 
year since 1980 but has gained an average of 10.7% per year.9 
In other words, while feelings of unease may seem higher, the 
ups and downs were actually well within the normal range. 

	• VIX Levels By late March 2026, the S&P 500 Index’s 30-day 
implied volatility, which measures the market’s forward-looking 
expectation of price fluctuations, rose to more than 23%, 
nearly double the level at the start of the year. This signaled 
higher than usual fear—even if the market was only seeing a 
moderate decline. Indeed, equity implied volatility diverged 
sharply from realized, or actual, volatility, as the S&P 500 Index’s 
30-day realized volatility for the same time period remained 
below 14%—the largest gap between these two measures in 
recent years and a more sustained elevation in implied volatility 
that marked a departure from the rapid spike-and-reversion 
pattern observed over the prior year.10 So, the first months of 
2026 were genuinely more volatile than the scenario of 2025. 
But we quickly forget that VIX level spikes were higher in 2025 
than in any year since the outbreak of COVID-19 in 2020.11 And, 
the realized volatility during the first half of 2026 remained 
within normal historical boundaries, especially for a midterm 
election year. 
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	• Recurring Drawdowns From another perspective, stock 
market declines are not anomalies in bull markets but a 
recurring feature. Since 1950, on a calendar year basis, 
nearly 70% of all trading days of the S&P 500 Index were in 
a drawdown of up to 5%.12 Out of the first 82 trading days of 
2026, the S&P 500 Index declined on 37 days, with a maximum 
daily drawdown of 2.06%13—discomfort perhaps but not 
unusual at all. 

	• Fundamentals The S&P 500 Index showed remarkable 
resilience overall during the first half of the year due primarily 
to generally strong fundamentals, including healthy corporate 
earnings, indicating the market pullbacks were driven more by 
headlines than a collapse in company value. In the last 30 years, 
stocks have a strong track record of gains when earnings grow 
double digits, with the only exceptions being 2000 and 2018.14 
In the first quarter of 2026, the blended year-over-year earnings 

growth rate for the S&P 500 Index was 13.2%.15 By the end of 
April, despite ongoing market stresses, consensus estimates  
for full-year 2026 earnings had been revised higher. 

	• Sector Rotation While some mega-cap technology stocks 
faltered, other sectors, such as energy and materials, 
occasionally rotated into leadership, suggesting a broadening 
of market participation rather than a new “bubble.” 

	• Resilience The Middle East remains a major source of 
geopolitical risk even if ceasefires and agreements take hold. 
The resilience of the U.S. stock market amid significant military 
conflicts is noteworthy. History shows stocks often recover 
quickly from wars and other military engagements, especially 
when economies are relatively healthy and corporate earnings 
fundamentals remain strong. Looking back to 1941, on average, 
the S&P 500 Index declined 7% following the event and 
recovered losses within an average of 55 days.16 

 
Staying the Course with the Help of the Value Line Funds 

As we move into the second half of 2026, the investment landscape may feel unsettling. Potential disruptions are real. And certainly, the 
risks of volatility cannot and should not be ignored. But we believe the volatility of the first half of 2026—both real and perceived—was, 
above all, a reminder that stock picking selectivity and a disciplined, informed approach to portfolio construction and risk management 
are more critical than ever. 

As many of our Value Line Fund shareholders approach or continue through retirement, we understand that equity market volatility 
may heighten concerns about sticking to an investing plan. That’s why the Value Line Fund managers stay true to time-tested principles, 
drawing on decades of experience navigating similar challenges. We closely monitor current geopolitical and economic conditions, 
but we do not depart from our approach. Rather, we anchor our decisions in clear-eyed assessment, historical context and a focus on 
the quality of our decision-making process. The Value Line Fund managers stay disciplined, maintaining a long-term perspective and 
adhering to a bottom-up investment strategy regardless of the market backdrop. 

The Value Line Funds have built their legacy by helping to secure investors’ financial futures since 1950—based on solid fundamentals, 
sound investment principles and the power of disciplined and rigorous analytics relied on and trusted by generations of shareholders. 
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