Investors are apprehensive as markets have retreated over 29% in a matter of weeks. The prospect of a massive
blow to the global economy from COVID-19 has led to a period of high volatility and downward momentum. For
the curious, it’s a natural question to ask: how does this downturn compare to other periods of stress that we have
seen throughout recent history? Specifically ask how this compares to the Great Recession, 2001 or even 1987.
The truth is this is not 2008. What we are experiencing is an acute shock, rather than a severe recession triggered
by significant structural failures in the economy. Entering this period, the U.S. economy appeared on solid footing.
We stated in our 2020 outlook that “despite the cautiously positive outlook, 2020 will likely be a turbulent year.
Although the consumer remains strong, existential events could result in decreased consumer and business sentiment,
causing an earlier than expected slowdown.” At that time, the existential threat was not a known threat, but rather
the recognition that unknown threats to the economy exist. Unfortunately, the existential event which we
mentioned is here and it arrives in the form of a pervasive virus that has spread throughout the globe.
What we saw in 2008 was the result of years of poor lending practices, high levels of leverage and speculative
investing that caused a contagion effect which rippled throughout the world’s economy. The excess that we saw in
the economy was so extensive that the impending downturn took over a year and a half to work itself through the
system. What we are seeing now is an
acute shock which is more
appropriately comparable to markets
in 2001 or even in the 1987 market
crash.
In the graph to the right you can see
the similarities between the current
market environment we are seeing,
and that of 1987.

Source: Morningstar
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The period of stress in 1987 was led by the infamous “Black Monday” where markets retreated over 20% in one
trading day. Although losing a fifth of the market’s value in one day seems unimaginable, we are not far off at this
point as we have had losses of 7%, 9% and 11% in three of the last six trading days. These losses have contributed
to a historic 29% loss since recent highs.

What Caused the Crash In 1987?

What Caused the Crash In 2001?

The 1987 market crash was not the result of a financial
crisis and was not due to a degradation of underlying
fundamentals. There are arguments to exactly what the
initial catalyst was, but the downturn was likely due to
rising interest rates, falling oil prices, an escalation in
tensions between the United States and Iran and a tax
on potential mergers. What turned the situation from a
bad day on Wallstreet to “Black Monday” was the recent
implementation of algorithmic trading. Algorithmic
trading resulted in rules-based systems that decide how
to pick stocks, when to place trades and when to utilize
volatility as a variable for decisions.1

The downturn in 2001 was a continuation of the
bursting of the dot com bubble. In short, dot com
ventures had accumulated an enormous amount of
investment heading into the 21st century. As the
realization occurred that many of these companies were
not viable businesses, stocks came crashing down
leading to a prolonged recession starting in 2001.
Although this downturn was led by degradation in
business investment and productivity, the 9/11 attacks
also occurred in this period. Travel and consumer
sentiment were extremely low in the days, weeks and
months following the attacks. This led to a 15% decline
in a matter of days.

Although the economic backdrops are different, the
velocity at which markets have declined are similar. We
can attribute some of this to how prevalent algorithmic
trading is today, especially with the growth of passive
investing over the past fifteen years.

1

Algorithmic trading uses pre-programmed rules or instructions to trade.

The system accounts for time, price, volatility, volume and other market
conditions.

How Do These Two Compare?
While neither event is entirely synonymous with what we are experiencing now, it is reasonable to conclude that
we are witnessing a mix of the two. The volatile decline of markets coupled with the uncertainty around the future
prospects of consumption, mobility and well-being of U.S. citizens. The good news is that in the long run, following
each downturn, we witnessed an increase in global and domestic productivity as well as a sharp increase in market
prices. See the 1, 3 and 5-year returns following the bottom of each market shock.
Period (after bottom of shock)

Cumulative

Annualized

1987 Crash – 1 year
1987 Crash – 3 year
1987 Crash – 5 year
2001 Crash – 1 year
2001 Crash – 3 year
2001 Crash – 5 year

25.8%
39.9%
84.6%
-22.5%
-2.4%
7.8%

25.8%
11.7%
16.6%
-22.5%
-0.8%
1.9%

As we navigate through the choppy waters ahead, it is important that you view the recent market volatility in the
context of a long-term investor. LAMCO’s team is continuing to monitor the situation closely. We are looking for
opportunities to hedge risk where possible and upgrade asset holdings at lower prices.

For more information, please call 407.585.1160
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This material has been prepared for informational purposes only and does not constitute an offer, or a solicitation
of an offer, to purchase any securities. This material does not constitute a recommendation of any particular
security, investment strategy or financial instrument and should not be construed as such or used as the basis
for any investment decision. This material is not intended as a complete analysis of every material fact regarding
any country, industry, security, or strategy. This material reflects analysis and opinions rendered as of the date
of this publication and such views may change without notice. None of the author, LAMCO Advisory Services,
Inc (“LAMCO”) or any of its representatives has made any representation to any person regarding the forwardlooking statements and none intends to update or otherwise revise the forward-looking statements to reflect
circumstances existing after the date when made or to reflect the occurrence of future events, even in the event
that any or all of the assumptions underlying the forward looking statements are later shown to be in error.
Forecasts, estimates and certain information contained herein are based upon proprietary research and other
sources believed by the author to be reliable. No representation or warranty is made as to the completeness or
accuracy of this information. Data from third-party sources has been used in the preparation of this material.
LAMCO has not independently verified, validated or audited data from third-party sources. LAMCO, it’s officers,
directors and employees accept no liability whatsoever for any loss arising from use of this information. Reliance
upon the comments, opinions, and analyses in the material is at the sole discretion of the user.
Any projections or analyses provided to assist the recipient of this material in evaluating the matters described
herein may be based on subjective estimates, assessments and assumptions (collectively, “Assumptions”). These
Assumptions are inherently uncertain and are subject to numerous business, industry, market, regulatory, geopolitical, competitive, and financial risks. There can be no assurance that the Assumptions made in connection
with the forward-looking statements will prove accurate, and actual results may differ materially. The inclusion
of forward-looking statements herein should not be regarded as an indication that the author or LAMCO
considers the forward-looking statements to be a reliable prediction of future events. Accordingly, any
projections or analyses should not be viewed as factual and should not be relied upon as an accurate prediction
of future results. Simply, nothing herein should be considered a guarantee of future results.
All investments involve risks, including possible loss of principal. US Treasury securities, if held to maturity, offer
a fixed rate of return and a fixed principal value. Bond prices generally move in the opposite direction of interest
rates, thus as the prices of bonds adjust to a rise in interest rates the share price may decline. Higher yielding
bonds generally reflect the higher credit risk associated with these lower rated securities and, in some cases, the
lower market prices for these instruments. Interest rate movements may affect the share price and yield. Stock
prices fluctuate, sometimes rapidly and dramatically, due to factors affecting individual companies’ industries,
sectors, or general market conditions. Investments in foreign securities contain special risks including currency
fluctuations, economic instability, and political developments. Investments in emerging market country securities
involve heightened risks related to the same foreign securities’ risk factors. These include, but are not limited, to
the emerging markets’: smaller size, lesser liquidity, and lack of political, business, and social frameworks to
support the securities markets. Such investments could experience significant price volatility in any given year.
Indexes may be referenced throughout this document. Indexes are unmanaged and one cannot directly invest
in an index. Index returns do not include fees expenses or sales charges.
No part of this material may be reproduced in any form, or referred to in any other publication, without express
written permission of LAMCO. Redistribution of the document without prior written consent is expressly
prohibited. The document is not intended for distribution to, or use by, any person or entity in any jurisdiction
or country where such distribution or use is contrary to law, rule or regulation.
This document is not intended to provide, and should not be relied upon for, tax, legal, regulatory, financial,
accounting or investment advice. Any statements of tax consequences were not intended to be used and cannot
be used to avoid penalties under applicable tax laws or to promote, market or recommend to another party any
tax related matters addressed herein.
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