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In a Nutshell 
The year started like most any other. But news of a virus run rampant in China had investors on edge. Once 
it was clear the COVID-19 outbreak would encompass the globe, with hospitals beginning to overflow with 
patients and governments implementing strict lockdown measures, investors took leave of risk. That flight 
saw the domestic stock market, as represented by the S&P 500, drop almost 34% from February 19 through 
March 23. But, in that decline, we imagine, no small portion of those same investors saw an opportunity, 
with flows rushing back into stocks seeing that index recover the entirety of those losses by mid-August. The 
index would tack on another 11-ish percentage points by year end to bring the 2020 tally to 18.4%. 

 

BRIEF HISTORY OF RETURN AND RISK 
Even without the pandemic or the U.S. election, market returns alone would have made 2020 an abnormal 
year. Adding to their peculiarity, though, was the fact that global equity markets at one point in 2020 had 
lost a third of their value from a prior peak. The historic drawdown and the ensuring gargantuan rally, all 
within a mere 12 months, offer a fresh reminder of the give and take of return and risk in investing. Negative 
calendar years are relatively rare. But, negative 1-year periods are not. Neither, frankly, are negative 5-year 
periods. With markets near all-time peaks, it’s a fine time to reassess tolerance for exposure to market risk. 
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Well Above the Norm 
That high-teen gain ranks 41st of 95 years from 1926 onward for the S&P 500, so not too special. Still, the 
gain is well above the simple average of returns across those years. Of course, that simple average is rather 
less meaningful when placed in the context of the grand volatility in annual returns the market has experienced 
over that long time frame. That is to suggest that the average isn’t the return one normally gets; from one 
year to the next, we can expect returns to differ—sometimes wildly—from that long-term average. 

 

Know Your Exposures 
And that tendency to see wild differences from year to year in annual returns is a feature of investing well 
worth revisiting with an advisor on a regular basis. As important, too, is the idea that a series of annual return 
such as that which we show in Figure 2 masks the even wilder swings one can see when looking at stock 
returns over a range of periods. To do this, we prefer to look at market returns on a periodic basis using 
monthly data. We might, for example, take each month in the history of market returns and look back one 
year to gauge the returns we might have experienced no matter our starting point. So, instead of having only 
95 years-worth of returns since 1925, we actually have a bit more than 12 times that many (one trailing 1-
year period for each month in the series at the end of the first year). We can generate similar lookbacks over 
longer periods (e.g., 3-year, 5-year and 10-year periods) to determine the range of outcomes that equity 
investing has seen. We’ve provided that historical view in Figure 3. Note the tendency for variability in 
outcomes (in terms of annualized total return) to narrow as the time period increases. The outcomes also 
tend to be more positive with increases in the time horizon. We show this feature of equity market returns—
that the likelihood of a negative outcome decreases as the time horizon increases—more plainly in Figure 4. 
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Past as Guide 
We believe data such as those presented in this commentary help to center our expectations, while also 
providing a sense of the breadth of potential scenarios we might encounter on a going-forward basis. Knowing 
that time can be seen as a salve against nearer-term market drawdowns can help allay fears that arise in the 
midst of it. On the flip side, understanding that markets can be far from kind over short- and even medium-
term periods may help us to modulate our exposures to that risk accordingly. 

Of course, past is not prologue, and the future may hold outcomes that never before have been experienced. 
Still, we think the use of past data to set expectations remains the foundation of the more principled 
approaches to optimizing investment outcomes. 
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Important Information 
Signature Resources Capital Management, LLC (SRCM) is a Registered Investment Advisor. Registration of an investment adviser does not imply any specific level of 
skill or training. The information contained herein has been prepared solely for informational purposes. It is not intended as and should not be used to provide 
investment advice and is not an offer to buy or sell any security or to participate in any trading strategy. Any decision to utilize the services described herein should be 
made after reviewing such definitive investment management agreement and SRCM’s Form ADV Part 2A and 2Bs and conducting such due diligence as the client deems 
necessary and consulting the client’s own legal, accounting and tax advisors in order to make an independent determination of the suitability and consequences of 
SRCM services. Any portfolio with SRCM involves significant risk, including a complete loss of capital. The applicable definitive investment management agreement and 
Form ADV Part 2 contains a more thorough discussion of risk and conflict, which should be carefully reviewed prior to making any investment decision. All data presented 
herein is unaudited, subject to revision by SRCM, and is provided solely as a guide to current expectations.  

The opinions expressed herein are those of SRCM as of the date of writing and are subject to change. The material is based on SRCM proprietary research and analysis 
of global markets and investing. The information and/or analysis contained in this material have been compiled, or arrived at, from sources believed to be reliable; 
however, SRCM does not make any representation as to their accuracy or completeness and does not accept liability for any loss arising from the use hereof. Some 
internally generated information may be considered theoretical in nature and is subject to inherent limitations associated thereby. Any market exposures referenced 
may or may not be represented in portfolios of clients of SRCM or its affiliates, and do not represent all securities purchased, sold or recommended for client accounts. 
The reader should not assume that any investments in market exposures identified or described were or will be profitable. The information in this material may contain 
projections or other forward-looking statements regarding future events, targets or expectations, and are current as of the date indicated. There is no assurance that 
such events or targets will be achieved. Thus, potential outcomes may be significantly different. This material is not intended as and should not be used to provide 
investment advice and is not an offer to sell a security or a solicitation or an offer, or a recommendation, to buy a security. Investors should consult with an advisor to 
determine the appropriate investment vehicle. 

One cannot invest directly in an index. Index performance does not reflect the expenses associated with the management of an actual portfolio. 

Investing in any investment vehicle carries risk, including the possible loss of principal, and there can be no assurance that any investment strategy will provide positive 
performance over a period of time. The asset classes and/or investment strategies described in this publication may not be suitable for all investors. Investment 
decisions should be made based on the investor's specific financial needs and objectives, goals, time horizon, tax liability and risk tolerance. 
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