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Equity Returns — December 2022

Source: Annual U.S. equity returns for the period of 1825 through 1925 are republished from “A new historical database for the NYSE 1815 to 1925: Performance and predictability” by
William N. Goetzmann, Roger G. Ibbotson and Liang Peng as published in the Journal of Financial Markets 4(2001) 1-32, pp. 27-30 using the “Total return with low dividends” return
series; annual U.S. equities returns for the period of 1926 to the most recent year end are that of the Ibbotson Associates SBBI US Large Stock Total Return Index (USD) obtained
from Morningstar Direct.




Implications for Investors

Investing in common stocks (aka “equities”) has historically offered consistently positive
returns over long periods of time, helping long-term investors who can weather volatility
accumulate wealth. The histogram on the opposite page gives a visual representation of
the historical performance of U.S. equities since 1825. Annual equity returns are sorted
into ranges based on equity market returns over the course of each calendar year listed.
The numbers at the bottom of the chart represent the range of equity returns for the
years listed in the column above. The columns with the most observations represent the
most common historical return ranges for stocks. The chart is arranged by magnitude
from left (lower return years) to right (higher return years), with the dotted line
separating positive (right-hand side) and negative (left-hand side) return years.

Notice that the tallest column is the “O - 10%” range, implying that, since roughly the
beginning of functioning public equity markets, annual returns for the U.S. stock market
have most frequently been somewhere between O - 10%. Thus, 0-10% is probably a
good expected range for stock returns in a given year. The second-tallest is the “10 -
20%” range, indicating the frequent historical occurrence of strong positive returns for
U.S. equities. The “-10 - 0%” column is the third-most populated, which reminds us that
negative returns are also a common occurrence, and can persist for extended periods
of time. Several of these years fell near the end of economic expansions, including
1962, 1981, 1990, 2000 and 2018. There are also numerous years with returns over 20%,
including several years in the late 1990s, 2009 (the year following the 2008 financial
crisis), 2017 and 2019.

This histogram also visually depicts the volatility of equity returns. Historical stock
returns have overwhelmingly clustered within the three columns representing annual
returns between -10% and +20%. Extreme returns (+30% or higher / -30% or lower)

in any given year are rare, but when they do occur, extreme positive returns are more
common than extreme negative returns. This is evidenced by more observances on the
far-right of the dotted line than on the far-left. Extreme negative returns below -30%
have been quite rare but they have happened. Most recently, U.S. stocks were down
38% in 2008. The only other years (1931, 1937) occurred during the Great Depression.
During periods of severe financial panics and subsequent economic slumps, stocks can
fall significantly as investors seek safety and liquidity. To reiterate, very large losses in
stocks in any given year are very infrequent events, but they can happen when financial
markets are stressed, and investors panic.

Equally important to investors, severe market downturns can lead to subsequent large
moves on the upside. Markets process the views of myriad investors grappling with an
uncertain future, and essentially look past periodic rough economic times to what an
eventual recovery may look like. One of the best years for stocks (1933) occurred in

the midst of the Great Depression (far right-hand column), and three other years (1935,
1936, 1938) that decade saw returns north of 30%. In 1982 and 1983, the U.S. was in the
midst of a recession with a double-digit unemployment rate. U.S. stocks returned 21% in
1982 and 23% in 1983. Most recently, stocks had positive returns during 10 out of 11 years
following the 2008 financial crisis (2009-2019). Returns above 20% occurred four times
during this period with two years (2013, 2019) of returns over 30%.

Future U.S. equity returns may diverge from the pattern of the past 190+ years, but this
data shows that long-term investors have been consistently rewarded. With short-term
market swings in the news on a daily basis, investors may be tempted to act, but should
evaluate their portfolios within the proper time horizon, and always consider their
tolerance for risk.

Past performance is not an indicator of future results.
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