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The world's stock markets seem to be much more volatile than we remember.  Although in fact there is a bit more in price swings than usual, our memory is not crisp.  Forgetting the natural volatility of stock markets can lead to some bad investment mistakes.  In fact, since the long term trend of stock markets is up, and in more years than not, succumbing to fear due to volatility leads to emotional (and costly) investing patterns.

A recent article by author Nick Murray distilled out some great statistical facts on stock market volatility.  He discovered:
"There were 65 complete calendar years from 1946 through 2010. The S&P 500 Index, considering price only, and giving no effect to dividends, rose in 46 of the 65 periods, or 71% of the time. Over the entire period, the S&P went from 18 to 1257."
And:

" The average intra-year decline in those 65 periods was 14.1%."
And:
"Declines of 10% or more have taken place on an average of once a year.
 Declines of 15% or more have taken place on an average of once every three years.
 Declines of 20% or more have taken place on an average of once every five years. The average peak to trough decline of the thirteen bear markets I count was 30%."
Crestmont Research has also done some excellent work on volatility trends and implications (http://www.crestmontresearch.com/docs/Stock-Volatility-Perspective.pdf).  This research suggests that we have had more volatility than usual (over the last sixty years), but that this in itself is not unusual.  They also point out that regardless of end of day pricing, stock index prices move up and down over 1% regularly intraday (i.e., swings in the DOW index regularly can occur over 120 points during the day) for many decades.
Accompanying most of the significant drops in market prices noted above is a usual cacophony of gloom and doom in the financial and mainstream media.  There is always a steady succession of talking heads ready to explain (in retrospect) the very good reasons that the market dropped and why "all is lost."
Understanding that really scary drops in stock prices are normal allows the prudent investor to avoid selling due to panic.  This knowledge may also allow the smart investor to add to positions when normal volatility allows buying stocks on sale.
This is not to deny that there are times in which stocks really are overpriced and a drop in prices represents a return to a more reasonable valuation (or even undervaluation).  Think about the technology stock mania ending in 2000 as an example.  However, this overvaluation was not a surprise to the disciplined investor, who had to avoid the upside mania to buy.
The disciplined investor/advisor uses the information about volatility to produce long term results that should markedly exceed the returns of those that invest emotionally.  







