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We have to look a long way back to 
find a year as bad for America’s stock 
markets as 2008—all the way back to 

1931, in fact. That year, as America descended into the 
depths of the Great Depression, the equivalent of the 
S&P 500 Index lost an appalling 43.3 percent. 

The year 2008 came close to that debacle by posting 
a loss on the year of 37.7 percent. By the end of the last 
trading day of 2008, the common stocks of only 26 of 
the 500 great American companies that make up the 
famous S&P 500 had posted gains for the year. 

Volatility in equity markets during 2008 was a 
nightmare for investors. The split between up and 
down trading days for the S&P 500 was perfectly 
even on the year—as many days saw market gains 
as saw market losses.

Moreover, an amazing 28 trading days last year 
ended with price swings in the S&P 500 of 4 percent 
or more. To bring that into focus, in the 25 years 
preceding 2008, there were a grand total of the very 
same number of days, 28, wherein the S&P 500 Index 
rose or declined from the prior trading day’s close 
by 4 percent or more.

If we translate 2008’s percentage of loss into an 
actual monetary loss, we see that the total loss in the 
dollar value of shares of the companies that make up 
the S&P 500 Index is $5 trillion. The year began with 
a combined dollar value of all the publicly held stock 
shares that make up the S&P 500 at $12.87 trillion. 
By year’s end, the value had melted to $7.87 trillion. 

The rout in equities was certainly not held to the 
nation’s largest companies. Domestic smaller company 
stocks, as tracked by the Russell 2000 Index, collapsed 
by 33.8 percent. That performance is the worst result 
in the history of the Russell 2000. 

Ultimately, the decline in value of all stocks traded 
in the United States was a whopping $6.9 trillion.

What’s Next?
So, what should we expect the future to bring? 

How long will this recession last? Will Detroit’s 
automobile industry survive? How soon will the 
nation’s banking industry start reasonable lending 
again? Can energy costs stay at a more modest level 
going forward while the world resumes 
economic growth? When will stocks 
recover their eroded value?

While no one can provide answers to 
these questions today, a close look at the 
past can help sort this out by focusing 
one’s thinking on relevant history rather 
than emotion.

First, we should recall that the catalysts 
that created this crisis and recession are 
not materially different from those that 
have caused crisis and recession in the past. There is 
a significant difference this time in that we endured a 
convergence of catalysts, any one of which could have 
caused a recession by itself. Still, we have encountered 
the catalysts before, overcome them and gone on to 
greater prosperity.
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2008 in Contrast to 1972-74
If we look at the four significant major stock market collapses 

caused by various crises since 1972, we can get our current 
meltdown in better focus contextually. After all, while the 
current situation is in the present, it is actually part of the much 
larger subject of the evolution of the American economy over 
hundreds of years. We will only consider the last 35 years here 
due to the natural constraints of a magazine article. 

Back in 1972, the oil producing and exporting states of the 
Middle East decided to raise oil prices dramatically and restrict 
oil shipments to those countries supporting, and especially to 
those countries supplying, Israel. This occurred during the 
Yom Kippur War. America, being the chief sponsor of Israel’s 
independence and its chief armament supplier, felt the kick of 
that decision firmly in its economic belly. 

To make matters worse, OPEC pegged oil’s price to gold and 
the combined effect was to quadruple oil’s price from 1972 to 
1974. The stock market collapsed as a result. However, by the 
end of 1976 it had recovered and advanced to the point that 
the value of the S&P 500 Index was 152 percent of what it had 
been at the beginning of 1972. The low point during the five-
year period saw the index down about 21 percent.

The Great Recession of 1980-82
Four years later, America officially entered the worst recession 

since the Great Depression in the fourth quarter of 1980. This time, 
unrelenting inflation was the culprit. Unemployment nearly hit 11 
percent and inflation reached a scary 13 percent, annualized. 

At the time, there were media discussions of the risks of 
developing a runaway inflation in America similar to that which 
devastated Germany’s economy in the 1930s. Julian Snyder, 
a then well-known advisory newsletter publisher, opened his 
January 1982 newsletter by announcing that the year would 
see an “end of the American way of life as we know it” and 
predicted a depression that would make the 1930s look mild.

No doubt to Snyder’s great surprise, the worst recession in 
50 years slipped quietly away, and, in August, 1982, the longest 
and largest bull market in the country’s history began.

The Collapse of 1987
Five years later, American stocks collapsed again. It occurred 

in September 1987 and was prompted by an awareness of a 
quickly evolving banking crisis. Over five September days, the 
S&P 500 lost about 30 percent of its value; 20.4 percent was 
lost in one day alone. The root of this rapid decline is generally 
believed to be another version of goofy lending by the nation’s 
financial institutions, especially its savings and loan associations. 
Those institutions had aggressively financed an overbuilding in 
commercial real estate that accelerated during an environment 
of easing regulations. A collapse in that real estate sector 
naturally ensued as its bubble burst. The related impact nearly 
resulted in a recession, led to a collapse of the savings and 
loan industry and led to an insolvency of the federally created 
deposit insurance provider for savings and loan customers, 
the FSLIC. Bank failures reached their peak in 1988 with 534 
banks closing their doors. 

To save the nation from a banking collapse, the United States 
government was forced to “bail out” savings and loan depositors. 
Sound familiar? The federal government established a liquidating 

agency called The Resolution Trust. That entity systematically 
disposed of the drastically undervalued real estate assets which 
were repossessed by the insolvent savings and loans and banks 
nationwide. Meanwhile, the federal government made the 
depositors whole, just as they did recently with all American 
money market investors. The cost of saving the nation’s banking 
system that time around was estimated to be about $14,000 
per American family.

The 1987 stock collapse was short lived, though. In retrospect, 
it presented an unusual stock-buying opportunity. By the end 
of 1989, the S&P 500 was ahead of where it began in 1987 by 
a tidy 45.9 percent.

1999-2009: 10 Years to Nowhere
Now, for this review, we will simply group together the last 

10 years of equity market performance. That is because the 
S&P 500 is today roughly where it began in 1999—thanks to 
a series of crises that unfolded during the last 10 years.

The year 1999 will be recalled as the year that America 
embarked on a nasty period involving sundry accounting scandals 
and breaches of public trust. During that era, such renowned 
companies as Enron, Tyco, Halliburton and WorldCom were 
scandalized and criminal prosecutions were numerous. The 
demand for greater regulation to assure reporting integrity 
resulted in the enactment of law mandating far greater accuracy 
in corporate accounting. Equity markets recovered as confidence 
resumed, but recovery was short-lived.

By September 2001, equity markets had even moved beyond 
their previous high levels. That upward march was stopped in 
its tracks by a well-funded and highly organized band of violent 
religious extremists. Using pirated commercial jetliners, these 
vicious militants attacked the Pentagon in Washington, D.C., 
destroyed the Twin Towers of New York’s World Trade Center 
and forced a jetliner into a Pennsylvania meadow, only after 
their second attack on Washington was thwarted. The “War 
on Terror” began that September. America’s equities markets 
collapsed accordingly. 

Once again, the markets proved their resiliency. They advanced 
to their pre-September 2001 prices with a surprising haste. A 
bidding-up of technology stocks pulled the rest of the market 
along further as the NASDAQ soared. All at once, somehow 
investors began to remember that companies eventually have to 
make a profit to be good investments. Nearly all of the newly 
launched companies were not able to do that and they began 
to fail as their capital ran out. 
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The overconfidence that had developed as the enthusiasm for 
technology companies grew quickly dissipated. Losses and business 
failures were extensive and the market for newly offered shares 
of companies (IPOs) all but disappeared. However, by mid-2004, 
markets started upward again as corporate profits climbed. By 
June 2008, markets were at or near all-time highs. 

Crises intervened again as oil prices skyrocketed quickly 
and the sub-prime mortgage market and its derivatives ignited 
the failure of renowned investment banking houses and major 
banks, a near run on money market funds and a virtual cessation 
of bank lending.

So, 10 years out from 1999, the value of American equities 
today is about where it began that year. Stocks have been a 
ride to nowhere for investors, and they have been a ride over 
a harrowing road.

Considering the Future
While no one can know what is next, an examination of the 

last 35 years should provide us with confidence that our equity 
markets will resume their upward climb eventually. They could 
quite possibly do so sooner than most think, too. 

In the review of 35 years of market performance, markets 
collapse and recover and recessions ebb and flow due to a variety 
of catalysts. The principal causative issues were significantly 
escalating energy prices, significant and sustained inflation, 
disruptions to financial and trade infrastructure due to terrorist 
attacks, the lack of correct regulatory policy in accounting and 
the lack of correct regulatory policy in banking.

To the extent that the Obama Administration, the Congress, 
the Federal Reserve and regulatory government agencies are able 
to control these respective issues going forward, the nation’s 
economy and markets should certainly recover. Of course, past 
is not prologue, but American markets have always recovered 
in the past.

Oh Brother, Big Brother
The United States government is more involved with the 

economy now than it has been at any time in the last 70 years. 
This is very disquieting for many Americans. Nevertheless, it is 
generally agreed that the federal government had no choice in 
becoming involved and to do so to approximately this degree. 
The federal government will need to remain very involved until 
better control over the principal negative catalysts cited above 
are attained and there is adequate assurance of containment 
through public policy.

The nation’s banking industry must get back on stable footing 
and to traditional, judicious lending. The bad mortgage debt-
induced effect on various domestic industries, such as the 
automobile industry and the housing industry, must subside in 
order for value in American securities to increase. 

The de-regulation of banks, which was made possible by the 
money-powered political influence that banks amassed after attaining 
legality for very high interest, manipulative credit card lending, 
must be re-examined and reworked. Bank regulation should be 
consistent with modern requirements and should again respect 
what was learned through the Great Depression experience. This is 
especially true regarding modern, loan-related financial instruments 
in all their aspects. Importantly, the regulation’s reach must include 
the quasi-insurance schemes supposedly guaranteeing loans that 
have developed over the last two decades. The relationship of 
these unregulated schemes to the insolvency of various financial 
institutions and to the credit crisis is immeasurable. 

Americans, by their very nature, love freedom and independence. 
Understandably, those in business dislike business regulation 
in general because it is seen as burdensome to the American 
entrepreneurial spirit. 

The task now is to institute reasonable and much needed 
regulation while balancing it with the ongoing need for creative 
freedom in business. Such regulation should actually be helpful 
to corporate profits in the long run by assuring confidence. 

However, this banking regulation task is not unlike the task of 
containing and ridding the world of terrorists while respecting 
individual rights, observing the nation’s constitution and abiding 
by American moral principles. Nor is this banking regulation task 
unlike that of rapidly decreasing our dependency on collectively 
unstable foreign energy sources—a dependency that wildly 
enriches a very few, many of whom are avowed enemies of this 
nation and its virtues.

These are major projects, to be sure. Nevertheless, America 
can and must achieve these objectives. When we doubt ourselves, 
as we are prone to do, we are well advised to recall the famous 
instructions of J.P. Morgan, the renowned 19th century financier. 
In the midst of the terrible financial “Panic of 1907,” Morgan 
told his worried son, “Remember, my son, that any man who 
is a bear on the future of this country will go broke.” 

The above article may be construed as containing forward-looking 
statements. Such statements are subject to risks and uncertainties and are 
only predictions, forecasts or estimates of what may occur. Past performance 
is never a guarantee of future results. No recommendation of any security 
is intended or implied by the article above.

Footnotes
The S&P 500 Index is an unmanaged index created and tracked by Standard and Poor Corporation. The index is composed of the nation’s 500 most valuable, 
publicly held corporations, as measured in each case by the total dollar value of all of a corporation’s outstanding shares. Changes in the index’s value, therefore, 
are good indications of the changes in value of the nation’s stock market as a whole and of current and/or prospective changes in the economic health of the 
nation. In years prior to the existence of the index, S&P could provide an equivalent value based on the same calculation methods, as the value of the largest 
companies’ shares is public, historical fact and the index is formula driven. 

The broad-market U.S. index is the Russell 3000 Index, which is divided into several sub-indexes including the well-known small-cap Russell 2000 Index. The list 
of stocks is compiled by the Tacoma, Washington-based Russell Investments. Using a rules-based and transparent process, Russell forms its indexes by listing 
all companies in descending order by market capitalization adjusted for float, which is the actual number of shares available for trading. The bottom 2,000 (the 
smallest companies) make up the small-cap Russell 2000 Index.


