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Whenever I talk about investing in stocks, I usually suggest that you can earn a 7% annual return 

on average. That percentage is based on a few assumptions. 

First, I’m assuming that you’re investing for longer than ten years. That’s because in a given 

year, the stock market is very volatile. Some years see an enormous dip in the stock market, like 

2008, when many investments saw a 40% loss. Other years see gains much larger than 7%. It’s 

only over a longer period that you begin to approach that steady 7% average. 

Second, I’m assuming that you’re investing in something that’s very broad-based, like the 

Vanguard Total Stock Market Index. That 7% return doesn’t apply if you’re just invested in the 

stocks of one company or just a few companies. Those investments are simply far too volatile. 

But where does that 7% number come from? 

My primary source for that number comes from Warren Buffett, who claims point-blank that you 

should expect a 6-7% annual return in the stock market over the long term. In that article, Buffett 

describes the analysis that led him to that kind of conclusion: 

“The economy, as measured by gross domestic product, can be expected to grow at an 

annual rate of about 3 percent over the long term, and inflation of 2 percent would push 

nominal GDP growth to 5 percent, Buffett said. Stocks will probably rise at about that 

rate and dividend payments will boost total returns to 6 percent to 7 percent, he said.” 

Didn’t the stock market do far better than that in the past? 

“The Standard & Poor’s 500 Index, a benchmark for U.S. stocks, surged 18 percent a 

year on average from 1982 to 1999. The bull market tainted investor expectations, Buffett 

said. Polls in the late 1990s showed some investors expected stocks to gain 14 percent to 

15 percent a year, he said. 
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“‘Thinking that in a low-inflation environment is dreaming,’ he said.” 

Beyond that, the long-term data for the stock market points to that 7% number as well. For the 

period 1950 to 2009, if you adjust the S&P 500 for inflation and account for dividends, the 

average annual return comes out to exactly 7.0%. Check the data for yourself. 

Based on these two things – the raw historical data and the analysis of Warren Buffett – I’m 

willing to use 7% as an estimate of long-term stock market returns. 

Still, there’s one big problem. Past performance is no indication of future results. That simple 

statement is true of any investment. It’s true of almost anything in life. 

We can’t anticipate what the future holds. Some people project the latter part of this decade 

holding an American economic renaissance thanks to our burgeoning energy independence and 

our long period of low interest loans funding rapid business growth. Others see economic doom 

in our future. 

Nothing is a sure bet. All we can do is put ourselves in the best position we can. For me, that 

means diversification, with part of that diversification coming in the form of index funds held 

over the long term. 
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