Mitch on the Markets
Time to Buckle Up for Volatility in October!
By Mitch Zacks
Portfolio Manager

Black Monday took place on October 19,
1987. Many readers probably remember
it vividly. The stock market plummeted
over 20% in a flash – the Dow Jones
Industrial Average fell 22% in one day
and the S&P 500 lost 28.5% of its value
between October 14 and 19. The total
loss of wealth over that period was
approximately $1 trillion, according to a
Presidential Task Force report on the
crash.
So, why am I telling you this now? It’s
not to give you worry or pause, and I do
not think there is even a remote chance
we will see that type of crash again this
October (or anytime soon for that
matter). I’m telling you this now for two
reasons: 1) to remind you that
significant pullbacks can and do happen,
and they are especially prone to stock
markets that have risen steadily over
long periods of time; and 2) because this
week I’m writing about October being a
historically volatile month, and I think
it’s important for investors to always be
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prepared for volatility so you’re never
caught off guard.
Bumpy Rides in October

Over the past 100 years, October has
proven to be, on average, the most
volatile month on the calendar. The data
used to determine the level of volatility
is the standard deviation of the Dow’s
daily percentage changes for each
month. Looking at that metric, October
comes in at 1.44%, which is materially
higher than the 1.08% average across all
twelve months taken together. What’s
more, even if you exclude the most
volatile October ever (1987), it still
ranks as the highest volatility month.

Of course, the fact that October has
historically been the most volatile
month does not mean it is always the
most volatile, and it certainly does not
imply that October will be the most
volatile month of 2017. But, the
statistics at least offer us a good reason
to remember that volatility can and does
rear its head when many investors least
expect it. And, given that 2017 has been
a year of low volatility and solid returns,
many investors are arguably getting a
bit too comfortable in their view of the
markets. If volatility erupts like a
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volcano, hopefully reading this column
will remind you to stay cool – volatility
is a normal, natural feature of equity
investing, and in my opinion it’s overdue
at this stage in the bull market.

As long as we’re leaning on history to
provide us some insight and lessons
about investing, let’s consider two other
historical facts. The first is that October,
while historically being the most volatile
month, is not the worst performing one.
How could that be?

The answer is simple, and it’s a truism
of investing that we often forget and/or
overlook: because volatility works both
ways. When I wrote that October is
historically the most volatile month,
many readers likely took that to mean
that it experiences the most downside of
any month on the calendar. Not so!
There is downside volatility and upside
volatility, and the most volatile month of
the year is certain to experience both
types. Octobers throughout history are
no exception.
The second history lesson brings us
back to 1987. Even though the market
crashed in terrifying fashion and sent
many investors running for the hills,
many people don’t appreciate that the
S&P 500 still finished the year in positive
territory. The declines were rapid and
steep, but so was the ‘v-shaped bounce’
that saw prices soar higher. The
recovery stocks experienced then was
textbook volatility, even though most
people would think the volatility only
applied to the steep declines that
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characterize October 1987.

Bottom Line for Investors
In 1987, investors with a steady hand
and a patient approach likely did the
best. After all, the S&P 500 finished the
year up 5.81%, even though it fell over
20% in just five trading days in October.

Think about that for a moment: if the
market were to collapse 20% in just five
days later this month or sometime in the
near future, would you keep your cool
and stay invested? The answer to that
question, in many circumstances, is
what separates the long-term successful
investor from the investor who is
constantly frustrated with returns.
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Disclosure:
Past performance is no guarantee of future results. Inherent in
any investment is the potential for loss.
Zacks Investment Management, Inc. is a wholly-owned subsidiary
of Zacks Investment Research. Zacks Investment Management is
an independent Registered Investment Advisory firm and acts an
investment manager for individuals and institutions. Zacks
Investment Research is a provider of earnings data and other
financial data to institutions and to individuals. This material is
being provided for informational purposes only and nothing
herein constitutes investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do not act or rely
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upon the information and advice given in this publication without
seeking the services of competent and professional legal, tax, or
accounting counsel. The information contained herein has been
obtained from sources believed to be reliable but we do not
guarantee accuracy or completeness. Publication and
distribution of this article is not intended to create, and the
information contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a
particular investor. It should not be assumed that any investments
in securities, companies, sectors or markets identified and
described were or will be profitable. All information is current as
of the date of herein and is subject to change without notice. Any
views or opinions expressed may not reflect those of the firm as a
whole.
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