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The Calm, Steady & Common Sense Series explores how using emotion as your investment guide could cost 
you return on your investments.

The Lessons Learned from the Financial Crisis of 2007-2008 white paper discusses how getting lost in the 
headlines created by significant drops in the stock market could cause investors to make impulsive investment 
decisions and that may not be the best course of action.
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Famed investor, Sir John Templeton, once said that the four most dangerous words in investing were, “This 
time it’s different”. 

In this statement lies possibly the second most important lesson learned from the Financial Crisis of 2007 – 
2008 and the subsequent decline in the stock market.

On October 9, 2007, the S&P 500 hit a new high. From that high, the United States would experience the 
impact of the Financial Crisis of 2007 – 2008, which in our view, was one of the most serious threats to the U.S. 
economy since the 1929 Great Depression. 

The S&P 500 would suffer the second worst decline in its history, marked by significant losses for six consecutive 
quarters.1

This period was marked by what felt like a nervous stock market and by equally as apprehensive investors. 

The general feeling that we were in a cataclysmic time was not uncommon as many comparisons to the Great 
Depression were being drawn by the media. The sense that “this time was different” and that stock market 
and the economy had entered a “New Normal” was more prevalent than any other time we remember.

How bad was the stock market at this time? Below are the quarter-by-quarter returns for the S&P 500 during 
the Financial Crisis as well as the period immediately after.

As we entered the fourth quarter of 2007, you would have been able to invest in a United States Treasury 
bond that matured in 10 years at approximately a 4.64% yield. Do you remember the good ol’ days when 
bonds had decent yields?

If your objective was to maximize growth, based on the numbers above, which would you have chosen - the 
Treasury bond at 4.64%, allowing you to completely bypass the effect of the Financial Crisis on the stock 
market or, would you choose the S&P 500 as it was about to enter the second worst decline in its history?

First Quarter Second Quarter Third Quarter Fourth Quarter

2007 -3.33%
2008 -9.44% -2.73% -8.37% -21.94%
2009 -11.01% 15.93% 15.61% 6.04%
2010 5.39% -11.43% 11.29% 10.76%

2011 5.92% 0.10% -13.87% 11.82%

2012 12.59% -2.75% 6.35% -0.38%
2013 10.61% 2.91% 5.24% 10.51%
2014 1.81% 5.23% 1.13 4.93%
2015 0.95% 0.28% -6.43% 7.03%
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Based on the 4.64% yield, $100,000 invested in the U.S. Treasury bond would have grown to $142,310.  

You would have achieved this with little volatility. 

However, had you instead invested in the S&P 500 over the same period, which despite its declines, 
experienced an annual compounded rate of return of 6.42%.2   Meaning that a hypothetical $100,000 placed 
in an investment that was able to generate the returns of the S&P 500, would have been worth $159,500 in 
that same 81/4 year time period that the U.S. Treasury would have grown to $142,310. 

That is an additional $17,190 per $100,000 invested.2,4 Of course, you would have achieved this return with 
more volatility than the bond and perhaps a few sleepless nights.

While every market is different, and past performance is never an indication of future results, what we 
learned from the 2007- 2008 Financial Crisis was that this time was not different and the stock market and the 
economy did recover.  

However, in our view, the most important lesson learned was that getting lost in the headlines and perhaps 
making impulsive investment decisions when markets are down may not be the best course of action.

What if on October 1, 2007, during the euphoria of the stock market hitting new highs, you had invested 
$100,000 in an investment that was able to generate the returns of the S&P 500? And, if by the end of March 
2009, with all of the doom and gloom in the headlines each day, and with the market in what seemed to be a 
free fall, you decided to sell out of your entire equity portfolio. By the end of March 2009, your hypothetical 
$100,000 would have been worth $54,201.90.2  

At that point, you could have invested in a ten-year U.S. Treasury bond at a 2.669% yield. Had you placed your 
money there, by the end of December, 2015 it would be worth $63,969.2

Instead, if you had stayed with your equity investment, by December 31, 2015, you would have had $160,160.  
That suggests a difference of $95,531 for every $100,000 invested.2

It is interesting to note the large amount the market historically has moved in a relatively short period.3

Based on these historic results, the S&P 500 averages a 12.3% return one month after the market hits bottom, 
17.2% three months later, 24.9% six months later and an impressive 38.0% twelve months later.3

Some investors may find it difficult to be optimistic as the stock market declines. We certainly understand this. 
The key is not to panic and to understand that there is possible some hope on the horizon.
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Disclosures

1 Source: Global Financial Data, msnbc.com research

2 Bloomberg and Dunham & Associates

3 U.S. Department of Treasury and Dunham & Associates

4 Dunham & Associates

Investments are subject to risks, including possible loss of principal. Investors should consider the investment 
objectives, risk factors and expenses of any investment carefully before investing. Diversification does not guarantee 
profit or ensure against loss.

The Dow Jones Index is an index of certain stock prices on the New York Stock Exchange, computed by the Dow 
Jones Publishing Company as  a weighted average of the prices of specific stocks in certain categories.  Three 
indices are maintained, the Industrials, the Transportations and the Utilities. When used without qualification, 
the term usually refers to the Down Jones Industrial Average.

NASDAQ Composite Index: A market-capitalization weighted index of the more than 3,000 common equities 
listed on the Nasdaq stock exchange. The types of securities in the index include American depositary receipts, 
common stocks, real estate investment trusts (REITs) and tracking stocks.You cannot invest directly in an 
index.

All examples are hypothetical and are for illustrative purposes only. We encourage you to seek personalized 
advice from qualified professionals regarding all personal finance issues. The solution for an investor depends 
on their and their family’s unique circumstances and objectives. 

Information contained in the materials that are included in the Bull & Bear in a CloudSM Marketing Campaign 
is believed to be from reliable sources, but no representations or guarantees are made as to the accuracy or 
completeness of information. This document is provided for informational purposes only and should not be 
construed as individual investment advice.  
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