
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. 
 

To help put this day in perspective, here is a 

graph of late 1987/early 1988 of the DJIA.  
 

Obviously hindsight is 20/20 but there were clues 

the market action was not healthy in the weeks 

leading up to “Black Monday”.  
 

The crash did not occur when the markets were 

near a high. In the chart, we see the high for the 

year was made on August 25th (A). The market 

declined 8.4% to (B) and was able to only bounce 

up to a lower high at (C) on relatively light 

volume…indicating lack of demand for stocks by 

institutional money managers, before rolling over 

again at point (C). 
 

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 25th 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 19th.  
 

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 return II 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.  
 

 All information, data and contents are obtained from sources believed to be correct but reliability cannot be guaranteed. Past performance is not indicative 

of future performance. Readers of these comments should not take action based on information contained. Comments could pertain to time periods or to 

trends which are not expected to persist, or could refer to actions not commensurate with other individual’s level of acceptable risk. Returns in the above 

table are completely hypothetical and are no indication or guarantee of future results. 
 


