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October 19, 2007 — Black Monday

The day that has lived in stock market infamy, October 19, 1987...the day the Dow Jones Industrial
Average (DJIA) fell 22.6% on one fateful Monday. Twenty years ago today the largest one-day
percentage drop in stock market history occurred. In the spirit of continuous improvement, let’s look
back to see what we can learn from what happened and what may have been done to minimize the
losses if we had been investing in the fall of 1987.
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The downtrend was already in full swing by the close on the Friday (D) before “Black Monday” with
the DJIA down 17% from the August 25" high (A). In fact, on Friday the DJIA fell 108 points. The
DOW had never fallen 100 points in a single day. Just about any active money management system
would have already gotten investors out of the majority of their holdings at reasonable levels well
before the crash on October 19t.

The lesson from Black Monday is obvious. Use a money management system. There will be times
when we get out and the market goes back up. That is ok. It is the avoidance of large drops that is the
key to long-term success. Let’s look at some hypothetical returns in the table below.

End Year | Hypothetical Return I | Year-end Value | Hypothetical returnII | Year-end Value
$100,000 $100,000
1 10% $110,000 3.25% $103,250
2 10% $121,000 3.25% $106,606
3 -10% $108,900 3.25% $110,070

It surprises many to see the steady 3.25% outperforms and the impact the 10% loss has on the returns.

The objective is to get the 10% plus return years and to use a money management system to help
reduce losses in the inevitable down years to in effect “capture” the gains. Having a money
management system in place may not only have avoided the pain of the crash but it could have
produced a huge opportunity for those who maintained most of their capital. History shows, some of
the best bull markets have come from the largest drops. It took one-year and a day for the DJIA to
recover to pre-crash levels.
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