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S TOCKS:  WHY YOU SHOULD CARRY ON IN A  WAYWARD MARKET

Historically, investors’ attempts to time the market have wreaked havoc on their returns.
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Last week’s Market View examined the 15 stock market correc-
tions that have occurred since 1970, concluding that after a  
correction, the market has always resumed its upward path. Why 
has the market continued to rise throughout its long history? 
Because of two persistent trends: a growing economy and growing 
corporate profits. 

But in light of the recent volatility, it’s worth remembering just 
how choppy the market can be at times. In recent years, the daily 
ups and downs have been relatively mild, and investors may have 
come to think of that as normal. But, in fact, during times of 

uncertainty, the market can swing widely, leading to a broad range 
of returns. Over the long term, the standard deviation of the  
S&P 500® Index returns is nearly 15%,1 and this variability is plainly 
evident in Chart 1. 

What else is evident from Chart 1? Extended periods of negative 
returns are rare. The number of periods in which one negative 
year is followed by another one (or more) amount to only four in 
the past 89 years — 1929 to 1932, 1939 to 1941, 1973 to 1974, and 
2000 to 2002. So, even if the market finishes down in 2015, history 
suggests that it’s likely to rebound in 2016.  
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CHART 1. MARKET FLUCTUATIONS ARE NORMAL 
ANNUAL TOTAL RETURNS FOR S&P 500 INDEX, 1926 – 2014
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Source: Morningstar, Standard & Poor’s.

Past performance is no guarantee of future results. For illustrative purposes only and does not represent any specific Lord Abbett mutual fund or any particular investment. Indexes are unmanaged, do not 
reflect the deduction of fees and expenses, and are not available for direct investment.

CHART 2. SINCE 1926, POSITIVE RETURNS HAVE OUTNUMBERED NEGATIVE RETURNS, 65 TO 24 
ANNUAL TOTAL RETURNS FOR THE S&P 500 INDEX, 1926 – 2014
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INVESTMENT-LED. INVESTOR-FOCUSED.

1Standard & Poor’s. Standard deviation is for monthly total return over 10 years, as of August 31, 2015. 
2“Dalbar Pinpoints Investor Pain,” Dalbar press release discussing the 21st Edition of Dalbar’s Quantitative Analysis of Investor Behavior. 
3Bloomberg. Compound annual growth rate on the S&P 500 Total Return Index.
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It should also be obvious that the up years outnumber the down 
years by quite a wide margin. Chart 2 shows that years with positive 
returns totaled 65 while negative years totaled only 24. And while 
years with declines of 20% or more numbered only six in the 89 
years since 1926, those with gains of 20% or more numbered 33, or 
37% of the total.

In a time of heightened volatility investors may lose sight of the 
market’s long upward trajectory and its history of resilience, leading 
them to jump in when they think the risk is lower and out when risks 
appear greater. 

But this behavior can wreak havoc on their returns. A 2015 report 
from Dalbar, a financial services consulting firm, indicates that 
investors’ attempts to time the market cause their own returns to 
substantially lag those of the market. While the S&P 500 produced 
an average total return of 11.1% per year over the past 30 years, 
investor’s equity returns over this period averaged only 3.8% per 
year, according to Dalbar.  

Investor underperformance is particularly stark when the market 
is at extremes. Monthly data shows that over this 30-year period, 
the worst month for investor returns came in October 2008, accord-
ing to Dalbar, the height of the subprime crisis. While the S&P 500 
dropped 16.8%, investors lost more than 24%. The next worst month 
was in March 2000, during the dot-com bubble. While the market 
surged nearly 10% during that month, investors gained only 3.7%. 

What accounts for this disparity? Often investors exit the market 
when it’s near the bottom, forgetting that it can rebound, and enter 
it when it’s near the top, believing that it will continue to rise. The 
lagging performance results from “bad investor decisions at critical 
points,” says Dalbar, “the first in the face of severe market declines 
and the second when the equity market surged.”2 

Investors should remember this in the days ahead if the volatility 
continues. More important, they should remember that over the 
long term, the market, as represented by the S&P 500® Index, has 
rewarded investors with an annual total return of just under 10%3  

— but only if they remained invested.


