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Investors have 
understandably become 
increasingly concerned 
amid escalating North 
Korean threats.

As scary as the threat 
may be, history suggests 
that stock market 
reactions to similar events 
have been short lived. 

While we are all hoping 
for a peaceful resolution, 
military conflicts do carry 
the potential to unify 
policymakers.

Investors have become increasingly concerned about the escalating North 
Korean threats, and understandably so. After initially shrugging off the risk, 
financial markets have shown increased concern over the past several weeks as 
the threats have become more direct (Guam) and the range of missile tests has 
increased (over Japan). In the latest development over the weekend, North Korea 
conducted its largest nuclear test and claims to have a hydrogen bomb capable 
of being delivered on a long-range missile. While the future of this conflict is very 
much uncertain, and we are sympathetic to the potential human impact of military 
engagement, from a market perspective, a look back at past geopolitical and military 
events offers a reassuring view. 

HISTORICAL MARKET PERSPECTIVE
Although responses to growing nuclear capacity are more limited in number 
(thankfully), we do have many historical military conflicts to consider for a sense of 
how stocks might react. Regardless of the circumstances, looking at history to find 
similar conditions or events can be helpful.

With help from our friends at Ned Davis Research, we compiled a list of notable 
military events dating back to World War I and then looked at how stocks 
performed after these events [Figure 1]. The market performance appears 
encouraging — stocks tended to react negatively on the days that the events 
occurred, with an average drop of about 4%; but afterwards, stocks displayed 
impressive resilience. Over the subsequent one-, three-, six-, and twelve-month 
periods, stocks have produced solid gains, on average, with gains in over 60% of 
the periods included. But perhaps most impressive is that the Dow Industrials were 
higher six months after these events 81% of the 21 occurrences, with an average 
gain of 10%; and over the subsequent year, stocks rose 16% on average.

In mid-August we recommended taking some risk off the table, due in part to 
geopolitical uncertainty; other considerations included seasonal factors, a lack of clear 
near-term positive catalysts, policy risks in Washington, D.C., the stock market’s strong 
2017, and near historically low volatility.
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Also noteworthy is how fast stocks have recouped 
those initial losses. In most instances, the Dow Jones 
Industrials Average has returned to pre-event levels 
within a couple of weeks or less. The primary reason 
why stocks have been able to shrug off most of 

these events, and why we think stocks may behave 
similarly in response to the North Korean threat, is 
that historically speaking, these conflicts tend not to 
disrupt the business cycle, which is the single most 
important factor in the path of stock prices over time.

DJIA Performance After Event

Event Reaction Dates
Initial Decline 

During  
Reaction Dates

1 Month 3 Months 6 Months 12 Months Number of Trading 
Days to Recoup

Exchange Closed WWI 07/22/1914 – 12/24/1914 -10.2 10.0 6.6 21.2 80.2 63

Germany Invades France 05/09/1940 – 06/22/1940 -17.1 -0.5 8.4 7.0 -5.2 1000

Pearl Harbor 12/06/1941 – 12/10/1941 -6.5 3.8 -2.9 -9.6 5.4 229

Korean War 06/23/1950 – 07/13/1950 -12.0 9.1 15.3 19.2 26.3 44

Suez Canal Crisis 10/30/1956 – 10/31/1956 -1.4 0.3 -0.6 3.4 -9.5 1

Cuban Missile Crisis 10/19/1962 – 10/27/1962 1.1 12.1 17.1 24.2 30.4 2

U.S. Bombs Cambodia 04/29/1970 – 05/14/1970 -7.1 0.4 3.8 13.5 36.7 69

Iranian Hostage Crisis 11/02/1979 – 11/07/1979 -2.7 4.7 11.1 2.3 17.0 5

U.S.S.R. Invades 
Afghanistan 12/24/1979 – 01/03/1980 -2.2 6.7 -4.0 6.8 21.0 5

Falkland Islands War 04/01/1982 – 05/07/1982 4.3 -8.5 -9.8 20.8 41.8 0

Beirut Bombing 10/21/1983 – 10/23/1983 0.0 2.1 -0.5 -6.9 -2.9 1

U.S. Invades Grenada 10/24/1983 – 11/07/1983 -2.7 3.9 -2.8 -3.2 2.4 4

U.S. Bombs Libya 04/14/1986 – 04/21/1986 2.8 -4.3 -4.1 -1.0 25.9 0

Invasion of Panama 12/15/1989 – 12/20/1989 -1.9 -2.7 0.3 8.0 -2.2 9

Iraq Invades Kuwait 08/02/1990 – 08/23/1990 -13.3 0.1 2.3 16.3 22.4 120

Gulf War 01/16/1991 – 01/17/1991 4.6 11.8 14.3 15.0 24.5 0

U.S. Embassy  
Bombings Africa 08/06/1998 – 08/14/1998 -1.8 -4.0 4.8 10.4 32.0 4

U.S.S. Cole Yemen Bombing 10/11/2000 – 10/18/2000 -4.2 6.6 6.1 6.1 -5.1 9

WTC and Pentagon 
Terrorist Attacks 09/10/2001 – 09/21/2001 -14.3 13.4 21.2 24.8 -6.7 34

War in Afghanistan 10/05/2001 – 10/09/2001 -0.7 5.9 11.5 12.4 -16.8 1

Iraq War 03/19/2003 – 05/01/2003 2.3 5.5 9.2 15.6 22.0 0

Mean -4.0 3.6 5.1 9.8 16.2 76

Median -2.2 3.9 4.8 10.4 21.0 5

Percentage of Positive Periods 24% 76% 67% 81% 67%

Source: LPL Research, FactSet   08/31/17

Days = Market Days

The 22, 63, 126, and 253 day rate-of-change is calculated from the last day in 
the reaction dates column.

The first date in the reaction dates column indicates the start of the market 
reaction or the trading day prior to the event.

1914 data — In 1916 a new list of 20 stocks for the DJIA was adopted and 
computed back to the reopening of the exchange on 12/12/1914. NDR analysis 
for this study adjusted the DJIA index level prior to 12/12/1914 to reflect an 
accurate and consistent data set. Source: The Dow Jones Averages 1885-1990, 
Edited by Phyllis S. Pierce.

All indexes are unmanaged and cannot be invested into directly. 

Past performance is no guarantee of future results.

STOCK MARKET REACTIONS TO HISTORICAL MILITARY CONFLICTS PROVIDE SOME REASSURANCE1
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MORE DEFENSE SPENDING
We expect defense spending to rise as a result of 
heightened tensions with North Korea, though the 
trajectory had already been pointing higher since 
the November election. The North Atlantic Treaty 
Organization’s (NATO) 2% of gross domestic 
product defense spending targets and President 
Trump’s calls for other countries to increase 
spending have put some upward pressure on global 
defense spending this year. According to NATO, 
defense spending among European members and 
Canada is expected to increase more than 4% in 
2017. In addition, as tensions with North Korea 
escalate, the odds of a preventative strike from the 
U.S., while still low, rise, and the need for stronger 
missile defense capabilities increases, pushing the 
defense spending trajectory even higher for the U.S. 
and our Asian allies. As a result, defense stocks may 
get a boost. 

UNITY IN WASHINGTON?
Military conflicts, as unwelcomed as they may be, 
do bring the potential to create unity in the country 
and among policymakers in Washington, D.C. 

While it is very difficult to envision much bipartisan 
agreement in the current political environment, the 
latest U.S. security threat may make reaching a 
2018 federal budget agreement easier. Defending 
the country from an immediate threat is something 
policymakers and most of their constituents on both 
sides can generally agree on. The devastation of 
Hurricane Harvey can have a similar impact, as we 
touch on in today’s Weekly Economic Commentary.

CONCLUSION
A nuclear-armed North Korea is undoubtedly a scary 
proposition. While we hope for peaceful resolution, 
which we currently view as likely, during periods of 
uncertainty, as investors we use history to help us 
navigate challenging investment landscapes. In the 
case of this worrisome threat from a stock market 
perspective, history does offer some reassurance. 
We acknowledge that geopolitical risk may 
contribute to heightened near-term stock market 
volatility, and are always watchful for developments 
that may warrant a change in our asset allocation. At 
this point in time, LPL Research does not foresee a 
prolonged military conflict or sustained stock market 
weakness that could end the current bull market. n

A special thank you to the courageous members of our military who help to keep us all safe.

https://lpl-research.com/~rss/LPL_RSS_Feeds_Publications/WEC/Weekly_Economic_Commentary_09052017.pdf
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This research material has been prepared by LPL Financial LLC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial LLC is not an affiliate of and 
makes no representation with respect to such entity.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To 
determine which investment(s) may be appropriate for you, consult your financial advisor prior to investing. All performance referenced is historical and is no 
guarantee of future results.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no guarantee that strategies promoted will be successful.

Investing in stock includes numerous specific risks including: the fluctuation of dividend, loss of principal, and potential liquidity of the investment in a falling 
market.

Investing in foreign and emerging markets securities involves special additional risks. These risks include, but are not limited to, currency risk, geopolitical risk, 
and risk associated with varying accounting standards. Investing in emerging markets may accentuate these risks.

Commodity-linked investments may be more volatile and less liquid than the underlying instruments or measures, and their value may be affected by the 
performance of the overall commodities baskets as well as weather, geopolitical events, and regulatory developments.

All investing involves risk including loss of principal.

INDEX DESCRIPTIONS

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 stocks designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major industries.

The Dow Jones Industrial Average Index is comprised of U.S.-listed stocks of companies that produce other (non-transportation and non-utility) goods and 
services. The Dow Jones Industrial Averages are maintained by editors of The Wall Street Journal. While the stock selection process is somewhat subjective, 
a stock typically is added only if the company has an excellent reputation, demonstrates sustained growth, is of interest to a large number of investors and 
accurately represents the market sectors covered by the average. The Dow Jones averages are unique in that they are price weighted; therefore, their component 
weightings are affected only by changes in the stocks’ prices


