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As a nation, many of us strongly doubt the banking system’s ability to manage risk
over the long run. Throughout history, banks and bankers have been making tragic
errors in judgment that are most easily explained by their greed and lack of
conscience.

The mood of the nation and the world indicates we clearly recognize the seriousness
of the crisis. To get a better understanding of our present predicament, consider
the worst ten year calendar year results ending 12/31 since 1920 in the stock market.
There were 88 ten year periods to be considered including last year.

In all, four of the ten worst periods occurred in the 1930s (1932, 1937, 1938, 1939).
There was one occurring in 1920 and another in 1940. There were four in the
1970s (1974, 1975, 1977, 1978).

How bad were those decades? Well, two of the ten experienced negative annualized
returns while eight recorded positive returns. The worst was 1938 (-0.89% annualized)
and the best of the worst was 1977 with the market advancing 3.59% annually.

In the worst decade, $10,000 invested on December 31, 1928 was worth $9,144 by
December 31, 1938.

In the best of the worst decade, $10,000 invested on December 31, 1967 was worth
$14,229 by December 31, 1977.

Now, there is one more decade we need to address; the ten years ending December
31, 2008. It was the worst ten year period, even worse than 1938. The annual rate
of return was -1.38%. This means that $10,000 invested on December 31, 1998 was
worth only $8,702 ten years later.

As investors we must have reasonable expectations for sustainable returns over the
long run. We at Curran believe 10% is a reasonable expectation for stock market
returns over a long period of

time. If we did not previously | Year 10 Year Following 10
know it, we now know the stock Trailing Returns Year Return
market can and does perform [ 1938 0.89% 7.26%
at rates significantly less than
its long term average of about | 1939 -0.05% 9.17%

0
10%. 1937 0.02% 9.62%
Perhaps the most important
question to be asked is: What 14 4% 141s%
should we expect after a decade [ 1940 1.80% 13.38%
of miserable stock market
performance? 1932 2.90% 9.34%
Here the news gets considerably | 1978 3.16% 16.33%
better. Consider the returns for 1920 3.24% 14.12%
the following ten years after
each of the worst ten year [ 1975 3.27% 14.38%
results, as presented in the chart
o the right: 1977 3.59% 15.26%
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e Markets go up even more over longer periods of time.
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