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There is a question all of us should be able to answer, why are we doing this?  Why are we 
investing in the stock market?  Why are we subjecting ourselves to the emotional peaks and 
valleys of this never ending roller coaster ride?  Why are equities consistently the investment 
vehicle of choice?  A list of alternative investments includes real estate, precious metals and 
collectibles.   
 
Precious metals and real estate have historically been thought of as hedges against inflation, the 
enemy of all investments.  Real estate can be owned in several forms: physically, through limited 
partnerships, and investment trusts.  Commercial real estate, the most common investment 
vehicle, is most often leveraged and requires management.  Resort and leisure time properties 
can often generate significant appreciation but their sale is often impeded by sentimentality and 
family use.  It is very difficult to track the performance of real estate with an index and direct 
investment is prohibited in qualified retirement accounts. 
 
Precious metals require storage.   In order to sell physically held metals they need to be assayed 
as to purity and quality.  This problem is poorly solved by holding minted coins. Unfortunately, 
coins acquire numismatic and political value.  Krugerrands were not worth the value of their gold 
prior to the fall of apartheid.  The price of any precious metal is easy enough to track.  However, 
this asset class was a prohibited investment for qualified retirement accounts up until 1996. 
 
The performance of collectibles is almost impossible to track.  Like precious metals, storage and 
authentication is an issue.  Like real estate, they are prohibited investments in qualified 
retirement accounts. 
 
In addition to qualifying as legal retirement account assets, stocks have delivered investors 
superior performance and liquidity for a considerable period of time.  Unfortunately, they have 
also earned a reputation for volatility.  Several times during the late ‘90s we heard Clients and 
pundits remark about the incredible returns generated by stock market investments.  See if you 
can match the following S&P 500 returns with the years they were generated in: 
 
1 2 3 4 5 A B C D E 
-0.99% 43.36% 37.20% 1.31% 18.79% 1994 1953 1958 1975 1949 
52.62% 11.96% 23.84% 37.43% 30.71% 1995 1954 1959 1976 1950 
31.56% 47.00% -7.18% 23.07% 24.02% 1996 1955 1960 1977 1951 
 
The stock market has never been guilty of “straight line” returns and probably never will be.  
Being students of the markets, it struck us as odd when the returns earned during the late 90’s 
were characterized as being exceptional (NASDAQ performance was in fact “off the charts”).   
The broader market, however, was almost a repeat of every other decade since World War II. 
 
Here’s the answer to the quiz…. how well did you match things up? 
 
1B  2C  3D  4A  5E  



-0.99% 1953 43.36% 1958 37.20% 1975 1.31% 1994 18.79% 1949 
52.62% 1954 11.96% 1959 23.84% 1976 37.43% 1995 30.71% 1950 
31.56% 1955 0.47% 1960 -7.18% 1977 23.07% 1996 24.02 1951 
 
Volatility is not new…. 
 
As you can see, the volatility repeats itself and large double-digit returns are not the exclusive 
property of the 1990’s.  As a matter of fact, the S&P 500 has enjoyed at least one 30% return 
during every decade for the last 50 years.  Take a look at Appendix A.  It describes over 100 
years of stock market returns.  You might find it interesting to peruse these numbers and develop 
some of your own opinions and questions.  Here are some interesting post WWII facts: 
 
 Returns    Average 
 >20% 10-20% 0-10% <0% Return 
1950's 5 2 1 2 19.08% 
1960's 3 3 1 3 13.34% 
1970's 2 3 2 3 7.50% 
1980's 5 2 2 1 18.19% 
1990's 6 1 2 1 18.98% 
Average 4.2 2.2 1.6 2.0 15.42% 
 
With history as our guide, these numbers tell us that an investor should not be surprised to see  
market returns of more than 20%, four times in a decade.  Returns in the teens seem to appear at 
least twice per decade.  Single digit returns have been the least common at 1.6 times and 
negative returns seem to show up about twice every ten years.  When those negative years fall 
back-to-back it is very hard on investor psyche…. even though the market goes up 80% of the 
time! 
 
The S&P 500 has generated returns of approximately 14% since WWII.  At that rate, an 
investor’s principal will double in a little over five years, quadruple in about ten, multiply by 
eight in fifteen, sixteen in twenty, thirty-two in twenty-five and sixty-four in thirty!   (check the 
“rule of 72” in the Appendix D)  Fourteen percent is a very high rate of return…. Do yourself a 
favor… don’t expect it!  Indexes like the S&P 500 do not pay commissions taxes or management 
fees.  They are always invested, weighted by market cap, don’t need liquidity, compound 
dividends and suffer no emotions.  We use 10-12% for our financial planning work.  A 10% rate 
still causes assets to double every seven years…. that’s eight times in twenty-one years and 
sixteen times your money in twenty-eight years…. not bad.  
 
The most efficient way for individuals to access these high, compounding rates of return is by 
investing in equities.   However, along with great rewards, the last 50 years have not been 
without investor grief.  There have been nine recessions since World War II and nine 
recoveries…. a perfect record.  During that time we have seen 3 wars, 2 Presidents shot, one 
resigned, one impeached, the Cuban missile crisis, 2 oil embargoes, five years of double digit 
inflation, hostages held in Iran, the Iraqi invasion of Kuwait, a Russian debt default, the bombing 
of the federal building in Oklahoma and a terrorist attack on the WTC…..WOW! 
 



Take a look at the graph in Appendix B.  Large company stocks would have caused an 
investment of $1.00 to grow to $2,586 between 1925 and 2000.  The same $1.00 would have 
grown to $6,402 invested in the shares of small company stocks.  These are internal rates of 
return of 11.00% and 12.40% respectively…. not the 14.00% generated post WWII!  Time is on 
the side of the investor.   
 
Be aware!  Investors should not invest money in equities unless those dollars have a five to 
seven-year time horizon.  Be aware!  During every decade since WWII, the S&P 500 has posted 
negative returns at least once and on average twice.  However, the odds are squarely with the 
patient investor.  Remember, there is no guarantee that you can cross the street without falling or 
drive to the hardware store without a collision.  The risks you take by owning stocks are more 
emotional but little greater than many others you are subject to on a daily basis.   However, they 
do exist and they confront the investor daily on TV, over the radio, in the newspaper and with the 
opening of every brokerage statement.  
 
Chances are the value of your account is going to go down…. 
 
Let’s make this concept perfectly clear…. it is not in an investor’s best interest to expect not to 
suffer negative returns….it just plain happens.  We are the first to admit that knowing the value 
of your assets is going to go down is often difficult to stomach.  The good news is, markets 
fluctuate and sometimes hibernate…. be patient, the value of your assets will go back up.    
 
There was a time when Dan and I thought we could out trade the markets.  After a few minor 
victories we both suffered a series of rather significant setbacks.  These negative events were 
represented by realized losses as well as foregone opportunity.  Most significantly in foregone 
opportunity…. the market went up when we were not fully invested.  Eventually we learned to 
be fully invested.  That meant suffering through the setbacks that typically occur two years out of 
ten. 
 
Over the course of our careers we have seen the following table published by a number of 
investment advisors and mutual fund vendors.  It describes the penalty for not being fully 
invested when the market trades higher.  We have seen the same work done over a longer period 
of time.  The result is always the same….. the market moves higher with unpredictable timing…. 
investors are well-advised to use quality stocks and be fully invested. 
 
S&P 500: June 30, 1995 – June 30, 2000 
 
Period of Investment Average Annual Return Growth of $10,000 
Fully Invested 23.80% $29,077 
Miss the 10 Best Days 14.48%  19,660 
Miss the 20 Best Days 8.33%  14,916 
Miss the 30 Best Days 3.24%  11,728 
Miss the 40 Best Days -1.13%   9,447 
Miss the 60 Best Days -8.48%   6,422 
 



 
Please repeat …. 
 
Let’s throw a rope around the issues we have been discussing and the conclusions we have 
reached.  As an investment vehicle, equities offer fewer undesirable characteristics and more 
consistent financial rewards than precious metals, real estate and collectibles.  They offer high 
historic rates of return, ease of ownership, liquidity and a successful long-term record against 
inflation.  Equities should be the core holding of an individual’s investment portfolio. 
 
It is foolish to own equities and expect them not to depreciate in value at least two years out of 
ten.  These two years can occur in succession; those are difficult two-year periods.  Since WWII, 
it has happened to the S&P 500 twice.   The ownership of stocks will test an investor’s patience 
and cause well-conceived portfolio disciplines to generate undesirable volatility.  Expect these 
failures to occur.  Do not rabbit when it happens - stay the course.  Asset allocations must be 
built with liquidity in mind.  Use fixed income securities or money market funds for those dollars 
earmarked for specific needs, especially short-term needs.  Investors should not buy stocks with 
dollars that do not have a five to seven-year time horizon. 
 
In order to harvest the rewards of equity investing, it is important to be fully invested at all times.  
Trying to time the peaks and valleys of the market is impossible.  Investors should chose 
disciplines that embrace quality stocks held long-term, the volatility of the market is a known 
quantity.  Prices always seem to move higher than they should and then lower than we want them 
to.  Both extremes last for periods that surprise the most knowledgeable of pundits.   
 
Last but not least, we will have success.  We live in a country that has developed the biggest and 
strongest economic engine in the world.  Equities represent ownership of that engine.  Our free 
enterprise system fosters growth, ambition, promise and most importantly profits.  The equity 
markets reflect those attributes and rewards investors who have the gumption to stay the course.  
The process works.     
 
Ted Williams and Wayne Gretzky and Darrell Royal… 
 
Ted Williams was a hall of fame ball player, the last major leaguer to hit .400.  That means he 
struck out, flew out or was put out… 60% of the time.  The math tells us that baseball fans have 
learned to expect a high degree of failure.  As I explained earlier, history teaches us that the 
value of stocks goes down about two years out of ten.  If Ted made the hall of fame by hitting 
.400, there might be room for the .800 hitting S&P 500 in Cooperstown as well. 
 
I don’t know where the hockey hall of fame is but Wayne Gretzky is in it.  Early in his career, 
the press quizzed him about the secret to his phenomenal success and prolific scoring.  He said it 
was simple, “skate to where the puck is going to be…. not to where the puck is.”  We know 
where the stock market is going.  It is going higher.  We don’t know when but we do know it 
won’t be in a straight line.  In order to enjoy that ride, investors have to be fully invested in 
quality stocks with long term time horizons.   
 



Since 1900 the stock market has earned success in 69 years, posting twice as many up years as 
down years.  Investors have earned double-digit returns in 54 of those 69 years and results 
exceeding 20% in 38 years.  That’s pretty good.  Darrell Royal was the football coach at the 
University of Texas in the 60’s and 70’s.  He was known to favor running the ball over passing it 
and found good success with his ground game.  When queried by the press about his affection for 
rushing the football, Darrell gave the world a great quote, “You should dance with the one that 
brung ya.”  Equity investments have been incredibly good to us, our Clients, our friends and our 
families...  we have no reason to look for another dance partner. 
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