
What really happened in 1987? 
 
What do you think happened in 1987?  Most people haven’t a clue, 
except that they know it was something really bad which hurt a lot 
of people.   
 
Let’s start by supposing that you were assigned to a post in 
Antarctica in early 1987, returning a year later in early 1988.  Soon 
after you arrived there, your radio broke, so you received no news 
about your portfolio or the market for a whole year.  If you never 
bothered to check, this is what you’d know about the All 
Ordinaries: 

 
How would you fill the gap?  You’d probably just draw a squiggly 
horizontal line.  You’d be none the wiser, and it wouldn’t matter.  
To long term investors, corrections such as that of 1987 just don’t 
make much difference. 
 
Here’s what actually happened in 1987: 
 
Early 1987--All was normal in the market. 



 
Mid 1987--Share prices started rising fast.  Many prices doubled 
or tripled from their previous levels.  Novice investors started 
buying furiously, and people started saying that “It’s different this 
time,” and believing that this time the market would just keep 
rocketing upward. 
 
October 1987--Share prices fell back to where they were before 
the sudden rise. 
 
That’s it.  That’s all that happened.  Here’s the same chart as 
above, with the previously missing data restored: 
 

 
So why did it make such a big impression on people?  Because it 
was big news.  It is perfectly true that some share prices dropped 
60% or more, all in one go. 
 
But the fact is that the vast majority of investors were virtually 
unaffected.  If you were living comfortably on your dividend 
income in 1985, for example, your income would have increased a 



bit in 1986, a bit in 1987, a bit in 1988, and it would have kept on 
increasing ever since.  Investors focussed on dividend income 
could have easily ignored the whole event without suffering any 
harm. 
 
Such investors could, with hindsight, have done even better by 
selling their shares when they had doubled or tripled and then 
buying them back when the prices came back down.  (Lots of 
people claim to have done exactly this, but most of them are 
fibbing!) 
 
So who actually suffered in 1987? 
 
1.  People who bought shares which had already doubled or tripled 
in price.  These people obviously didn’t stop to ask if a company’s 
dividend outlook was so good that the shares were suddenly worth 
twice as much.  They just saw that the price had doubled, and they 
wanted to buy because it looked as if it would go higher.  This 
dumb investment approach produced a bad result. 
 
2.  People who borrowed money to buy shares which had already 
doubled or tripled.  These people exercised judgement as bad as 
those above, and then compounded their error by using borrowed 
money.  Plenty of people were ruined by this approach.  Dividend-
focussed, long-term investors were obviously not among them. 
 
Two common mistakes 
 
Many people did suffer serious financial harm in the late 1980s, 
but it had nothing whatever to do with the share market.  These 
people were harmed in two ways: 
 
1.  By placing deposits with dodgy financial institutions. 
2.  By investing in unlisted property trusts. 
 



Do you remember the TV commercials for Estate Mortgage, 
featuring a giraffe and the tag line “High returns, nice and safe”?  
Organisations such as Estate Mortgage took deposits and paid 
extremely high rates of interest.  Then they collapsed, taking 
depositors’ funds with them.  This had nothing to do with the 
share market. 
 
Other people had investments in unlisted property trusts, many of 
which collapsed.  These also had nothing to do with the share 
market.  Most investment disasters of the time have far more to do 
with the willingness of investors to ignore foolish levels of risk in 
pursuit of apparently high returns than with any movement in the 
share market. 
 
Whenever people tell me that they were ruined by the share market 
in the 80s, closer examination almost always reveals that they were 
actually harmed by one or both of the disasters described above 
and that they never bought shares at all.  
 
With the passage of time, many people have become comfortable 
with the idea of blaming their misfortune on the share market 
rather than on their own bad decisions, so you need to be 
especially suspicious of stories from that era. 
 
Once again, be careful of family & friends 
 
The people closest to you are absolutely the worst source of 
information about what happened in 1987.  Most families have a 
vague recollection of a friend of somebody who was ruined in the 
crash.  Most cannot actually name this person, but they remain 
quite sure that something awful will happen to you if you invest in 
shares.  Shrug it off. 



 


