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Why Invest in Stocks? 

 
 

 

 
Investing in stocks has been, and can be, a successful 
wealth-building strategy over time. Why should 
someone invest in stocks? Because stocks have 
outperformed all other long-term financial assets 
and are the only financial asset that has significantly 
outpaced inflation. 
 

 

In this report, we will examine the following: 
 the record of long-term returns of various asset 

classes in nominal and real terms, 
 the volatility surrounding these returns, 
 special tax benefits that only stocks provide, 
 strategies for reducing risk and 
 dynamic asset allocation in stock selection. 

 
 
 
What would have happened if you invested $1 in stocks and each of the general fixed income classes a half 
century ago and held until 2017? Well, those with the discipline to buy and hold stocks with a long-term focus, 
holding even through market selloffs, were made rich over the last 50 years and longer. 

  

FIGURE 1   $1 Invested in Asset Classes Over 50 Years (as of Jan 1, 2017) 

Source: Bradley Whiting, Alta Pacific Wealth Management 
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What is Stock? 
Some people avoid stocks because they think of the 
stock market as a risky place to put money. Such 
people think that stocks should be bought only with 
money that they can afford to lose. But, in fact, stock 
represents ownership of a firm. 
 

We are talking about stock investing, not 
speculating in some hot concept or a stock for which 
little or nothing is known about the underlying 
company. The prudent investor, who buys good-
quality common stock, participates in the earnings 
remaining after the fixed claims of other securities. 
As a result, stock typically has both greater return 
and greater risk than a bond (a fixed-income 
investment) given the stock’s potential to reflect the 
growth, or decline, of a company’s earnings. 
 

Many investors, worried about day-to-day 
volatility, shun stocks and stay with “safer” fixed-
income investments. Yet, history has shown that 
over time, fixed-income investments have 
significantly underperformed equity investments. 
However, government bonds and Treasury bills are 
guaranteed by the U.S. government and, if held to 
maturity, offer a fixed rate of return and a fixed 
principal value. Though they are more volatile, 
Figure 1 on page 1 shows how dramatically stocks 
have outperformed fixed-income securities over the 
last 50 years in graphical form. In fact, $1 invested 
in common stocks is worth more than $1 invested 
in all the counterparts combined after 50 years. 

 

How Have Stocks Performed? 
Numerous studies have been conducted comparing 
the long-term return of various asset classes. Using 
a study done by Jack W. Wilson and Charles P. Jones 
of North Carolina State University including data of 
our own past 2000, we are able to look at not only 
how well stocks have outperformed since 1967, but 
we can look at how $1 has performed in the various 
asset classes from 1920 to 2017. All proceeds were 
reinvested; in other words, dividends received were 
used to purchase more shares of stock, and interest 
payments from bonds were used to purchase more 
bonds. This study, represented in Figure 2, shows 
that stocks have significantly outperformed bonds 
and bills over the 97-year period. In fact, we were 
not even able to graph this study in Figure 1. Had 
we posted the proportionate graph, the common 

stock line would be over 8 feet tall with the next 
highest line being only inches tall.  
 

Figure 2 below shows that on an annualized return 
basis, stocks outperformed nearly all other 
investments by at least two to one. Of particular 
interest is the fact that capital appreciation alone 
caused the dollar invested in stocks in the beginning 
of 1920 to grow to $138.52 by the end of 2016. The 
remainder of the ending $12,721.66 was achieved by 
collecting the dividends paid, purchasing more 
shares of stock, and enjoying the benefits of 
compounding growth.  

  

 Cumulative Index 
Value 

Avg. Annual 
Return 

Avg. Annual 
Standard Deviation 

Common Stocks $  12,721.66 10.42% 20.04% 
Corporate Bonds 244.07 5.8 8.32 
Government Bonds 111.69 5.04 8.69 
Treasury Bills 34.33 3.62 3.57 
Inflation Rate 11.17 2.47 3.94 

Source: Jack W. Wilson and Charles P. Jones, North Carolina State University. Bradley Whiting, Alta Pacific Wealth Management 
The assets used in this study are described as follows: Common Stocks are represented by the S&P 500 stocks; Corporate Bonds are a blend of 
investment grade bonds with average maturity of 15 years; Government Bonds are US Treasury bonds with a blend of 15 and 10 years to maturity; 
Treasury Bills are 1 year bills; Inflation is calculated from the NICB. 
All return results assume reinvestment of dividend and interest income on a quarterly basis. Further, the results assume no transaction costs and 
no taxes. Past performance does not guarantee future results. 

FIGURE 2     Summary of Returns 
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If You Think Dividends Are Boring… 
The study clearly indicates that the patient investor 
who bought stocks that pay dividends, especially 
growing dividends, and reinvested those dividends 
in more shares of stock, significantly outperformed 
the fixed-income investor. That’s based on a 97-year 
track record. Admittedly, few investors invested $1 
in the beginning of 1920 and, without fail, reinvested 
all dividends. Then, how did the investor fare with 
a more realistic investment time horizon, such as 
one, five, ten, fifteen, or twenty years? (See Figure 3). 
 

Also, for investors who fear losing money in stocks, 
Figure 3 helps to put in the proper perspective how 
seldom common stocks provided negative returns 
during various holding periods. The patient stock 
investor, who held on throughout all kinds of 
markets, generally came out ahead of the investor 
who tried to time the market. 
 

Will history repeat itself? Nobody knows for certain. 
But this 97-year period has been long enough to 
encompass such dramatic events as recessions, 
depressions, inflation, deflation, war and peace, as 
well as more “normal” events. Thus, although the 
actual events that happened in the past 97 years will 
not be exactly repeated, this study offers a long-run 
example of the power of growth in compounding, 
which not too many people fully understand. 
 
 
 
 

 
 

The Power of Compounding Growth 
It takes time to see its effects, but investors with the 
discipline to exercise such patience in letting their 
stock and dividends compound are usually 
handsomely rewarded. A common example of the 
power of compounding that you may or may not 
have heard before goes as this: you win a lottery and 
are offered two choices. The first is $100,000 every 
day for a month. The second is $.01 on day one but 
every following day that amount doubles. Which 
would you choose? Well, assuming it’s a 31-day 
month, most people would take choice number one 
as its original payout is much larger than choice 
number two. It is simple math to know you will be 
collecting $3,100,000. Now, if you were to do the 
math for choice number two, you would see that, 
thanks to compounding, you made $21,474,836.47. 
Though not as dramatic, these same compounding 
forces work in your stock portfolio. 
 

The Total Return Advantage of Stocks 

As our examples demonstrate, the compounding 
effect of buy-and-hold combined with dividend 
reinvestment maximizes shareholder returns. This 
applies to both single stock or index investments. 
 

 Because we approach investing with a long-term 
focus at Alta Pacific Wealth Management, we 
default to reinvesting your dividends unless cash is 
needed for your special needs. This approach 
generates higher returns while reducing the stress 
on you, the client, allowing you the financial 
freedom you deserve. 

  

Source: Jack W. Wilson and Charles P. Jones, North Carolina State University. Bradley Whiting, Alta Pacific Wealth Management 
Period returns are calculated market open price of the first trading day of each year until closing price market close in the last 
trading day of each year including dividend reinvestment quarterly.  

 

Number of 
Periods 

 Times Equities 
Outperformed Fixed Income 

 Times Equities Had 
Negative Returns 

 
 Number Percent  Number Percent 

1 Year 97  58 60%  21 22% 

5 Years 93  75 81%  13 14% 

10 Years 88  76 86%  3 3% 
15 Years 83  80 96%  0 0% 
20 Years 78  78 100%  0 0% 

FIGURE 3     Summary of Returns for Different Holding Periods  
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What about Volatility? 
Going back to Figure 2 on page 2 you can see, the 
average annual standard deviation for each asset 
class. The stock investor historically has had to 
tolerate more than twice the volatility of the long-
term bond investor. In other words, the stock 
investor has had to be willing to withstand a good 
deal more risk than the fixed-income investor. 
 

But, consider the offsetting rewards the stock 
investor has enjoyed. Stocks’ cumulative returns 
have been 52 times greater than long-term corporate 
bonds, 114 times greater than long-term government 
bonds, nearly 371 times greater than treasury bills, 
and have outpaced inflation over 1,100 times in the 
last 97 years. 
 

Despite performance track records, some investors 
are not able to tolerate an investment that can 
deviate as much as plus or minus 20% from the 
average return in any given year. It is important to 
us at Alta Pacific to get to know your personal 
situation and to develop a relationship based on full 
transparency so that we can build an investment 
portfolio that does not test your risk appetite. For 
this reason, we offer a risk questionnaire 
periodically to assess and reassess your risk 
tolerance given your current situation. This allows 
us to create a portfolio that maximizes returns while 
not breaching any financial comfort zones. 
 

Additionally, our focus on long-term investing 
creates peace of mind for our clients even during the 
biggest drawdowns because they know that short 
term fluctuations mean very little in the bigger 
picture. Unlike many managers, the advisors at Alta 
Pacific Wealth Management are taught to remove  
fear and greed from their trading styles ensuring 
that over the long run, performance is not affected 
by short term deviations.

 
 

Inflation Takes Its Toll 
A market basket of goods that cost $1 at the 
beginning of 1920 cost $11.17 by the beginning of 
2017. This inflation in prices deteriorates investment 
returns. Our study goes on to show the effects of 
inflation on each asset class. Notice that these are the 
inflation-adjusted returns with inflation at an 
average of 2.47% annually. 
 

It is important to look at these yearly returns 
adjusted for inflation. These are called real returns. 
As seen in Figure 4, it is clear that only the stock 
investor outpaced the eroding effects of inflation in 
a meaningful way. 
 

Tax Advantages 
A stock investor pays taxes on capital gains only 
when the gain or loss is recognized (when the stock 
is sold). As a result of the Taxpayer Relief Act of 
1997, the top tax rate for capital gains and qualified 
dividends is 23.8% (adjusted for the Obamacare 
surcharge and not including state taxes): well below 
the highest income tax rate of 39.6% (not including 
state income tax). 
 

Our clients at Alta Pacific benefit from the expertise 
of our professionals in tax efficient investing, 
whether in any form of trust, IRA, or in a personal 
brokerage account. As import as generating a return 
is minimizing the taxes associated with those 
returns. We work with our client’s CPA as well as 
CPA’s in our own professional network to ensure a 
client’s tax bill is minimized from the investment 
side. 

  

 Cumulative 
Index Value 

Average 
Compound 

Annual Return 

Common Stocks $ 1,138.91 7.52% 

Corporate Bonds 21.85 3.23% 

Government Bonds 10.00 2.4% 

Treasury Bills 3.07 1.1% 

Source: Jack W. Wilson and Charles P. Jones, NCSU 
Bradley Whiting, Alta Pacific Wealth Management 

FIGURE 4  Summary of Inflation Adjusted Returns 
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How to Reduce Risk 
As previously mentioned, some investors are not 
able to handle the larger day-to-day fluctuations of 
a pure stock portfolio. A traditional manager would 
reduce this volatility by increasing the fixed income 
allocation in the client’s account irrespective of the 
fact that fixed-income has proven to have weaker 
performance over the long run than stocks. Risk 
management at Alta Pacific is much more 
progressive than this. Our advisors utilize option 
derivatives to generate extra income in client 
accounts while reducing risk- something 99% of 
managers either do not have the expertise to do or 
do not invest the extra time to do for clients. The 
covered call strategy has proven to generate extra 
cash for client accounts while reducing drawdown 
risk (for more information, see our Covered Call 
report). 
 

Beyond option writing, our clients appreciate our 
active approach to long-term investing. We, at Alta 
Pacific, utilize a dynamic asset allocation model in 
structuring client portfolios. Because markets are 
cyclical and sectors fluctuate in risk levels, money is 
allocated on a risk-on risk-off basis. Our advisors 
work every day with our analysts to get an 
understanding of what the market is doing and 
where it is headed. By being tactical and defensive 
when necessary while also writing options, client 
accounts can match the risk levels of a 60-40 
stock/bond portfolio without sacrificing 
performance. 

 
 

About Our Firm 
Alta Pacific Wealth Management is an independent 
financial advisory firm that specializes in active 
portfolio management and full-range financial 
planning. Unlike most firms where advisors come 
from sales backgrounds, our advisors have a heavy 
trading background. As fiduciaries to our client’s 
accounts, we find it most appropriate that our 
advisors fully understand the wide range of 
financial products offered before taking any client 
money under management. 
 
Each client has specific goals and needs that a 
financial model cannot fully satisfy. Our long list of 
services provided range from family and 
generational consulting to retirement planning for 
recent college graduates to those near retirement. 
Without knowing the client’s unique situation, none 
of our services can be fulfilled true to our fiduciary 
responsibility. That is why we are known in the 
industry to have some of the tightest and most 
transparent relationships with our clients. 
 
As an independent firm, we deliver unbiased advice 
with no obligation to sell certain financial products. 
Additionally, we have the flexibility to access 
research and funds from the most reputable firms in 
the industry. This allows for a large firm experience 
with a high level of responsiveness that most 
professionals are not able to offer. We are independent 
in order to serve our clients better.                         . 
 
 

For more information on the subjects presented or with any questions, please contact us: 
 

 
 
 
 
 
 

 
 

Mark J. Robles 
Portfolio Manger 

(949) 202-9065 
Mark@altapacificwm.com 

Bradley H. Whiting 
Financial Analyst 

(206) 719-0748 
Bradley@altapacificwm.com 


