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KEY TAKEAWAYS
Our thoughts are with the
victims of the November
13 terrorist attacks
in Paris.
Here we look back at
history to assess potential
market impacts of
Friday’s tragedy.
History suggests any
potential negative stock
market reaction to these
events may be short-lived.
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Our thoughts are with the victims of Friday’s terrorist attacks in Paris. Events
like this stir up many powerful emotions, including anger, fear, sadness, confusion,
and regret, and these emotions are not easily suppressed. It is difficult to shift our
attention away from this tragedy and toward the financial markets in times like
this, but it is our responsibility to do so. Here we look at the potential stock market
impact of Friday’s tragedy. As this commentary is being written, the S&P 500 is
solidly higher in midday trading, with some speculating that terrorist threats mean
the Federal Reserve (Fed) may not raise interest rates next month (though we still
see a December hike as likely based on what we know now).

HISTORICAL PERSPECTIVE
Regardless of the circumstances when making market forecasts, looking back in
history to find similar conditions or events is always part of our process. In this
case, unfortunately, we have many terrorist attacks in recent history to look at for a
sense of how stocks might react.
Below is a list of events going back to the early 1990s and how stocks performed
after these events [Figure 1]. The data are encouraging, as stocks perhaps
benefited from the wave of patriotism or, in some cases, possibly the spending
associated with the military response. The limited economic disruption from most
of these events — with 9/11 a clear exception — is consistent with the generally
muted stock market reactions.
These events occurred at different points in market cycles, and certainly
other factors influenced stock market movements during these periods; but
nonetheless, the stock market’s performance after these 17 events over the past
23 years suggests any related weakness in stocks may be short-lived.
It is logical to think defense stocks would get a boost from these events, but the
data are mixed. These stocks do no better, on average, than the market during the
week and month following the events (they are largely flat). However, the group
(represented by the S&P 500 Aerospace & Defense Industry Group) has done
better than the S&P 500 over the subsequent three months, gaining an average of
nearly 8% compared with the S&P 500 gain of about 4%. Correlation is possible,
but the muted short-term reaction suggests these results may not be meaningful.
It is also possible that oil prices may get a bump from the heightened
geopolitical risk in the Middle East (West Texas Intermediate Crude Oil is
solidly higher in midday trading); although, given how well supplied the global
oil markets are currently, we would expect the impact to be relatively limited.
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Finally, as has occurred in previous attacks, traveland leisure-related stocks that are most impacted
by travel restrictions may experience additional
weakness in the coming days and weeks. Some
weakness in these segments is evident in European
markets today.

U.S. election. Voters recognize that the war
on terror is a global fight, and just because the
latest attack occurred in Europe does not mean
terrorism is not a risk for U.S. citizens. Accordingly,
immigration and national defense, which were
already key issues for the Republican presidential
candidates, are even bigger issues now and could
easily sway Republican primary voters in February
2016. Generally, the Republican Party is considered
stronger on defense, while likely Democratic
candidate Hillary Clinton has foreign policy
experience as former Secretary of State.

POTENTIAL POLITICAL IMPACT
Here are some of our thoughts on potential political
impacts from the intensifying global war on terror:
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STOCKS HAVE PROVEN RESILIENT TO TERRORIST ATTACKS OVER PAST 25 YEARS
S&P 500 Gain After Event (%):
Event

Date

1 Week

1 Month

Trading Days
to Recoup

IRA Truck Bomb – London Financial District

4/10/92

2.97

2.91

2.46

1

World Trade Center Bombing

2/26/93

1.33

0.99

2.04

2

Tokyo Subway Sarin Gas Attacks

3/20/95

0.97

1.77

8.80

4

Oklahoma City Bombing

4/19/95

1.58

2.83

10.60

1

Car Bomb at U.S. Military Headquarters – Riyadh

11/13/95

1.31

4.96

10.82

2

IRA Truck Bomb – London Financial District

2/9/96

-0.12

-3.48

-1.67

1

Truck Bomb Outside Khobar Towers – Dhahran

6/25/96

0.32

-5.58

2.69

2

8/7/98

-0.48

-10.61

4.08

7

10/12/00

1.52

2.72

-1.24

1

9/11/01

0.00

0.45

4.34

19

Bali Nightclub Bombing

10/12/02

5.25

4.89

11.04

1

Madrid Terrorist Attacks

3/11/04

0.35

2.94

2.22

1

London Train Bombing

7/7/05

2.03

2.38

-0.12

1

India Train Bombings

7/11/06

-2.85

-0.06

6.14

13

Jaipur, India Bombings

5/13/08

1.59

-4.50

-6.96

1

Boston Marathon Bombing

4/15/13

0.19

6.86

8.23

1

1/7/15

0.12

1.46

2.49

1

11/13/15

?

?

?

?

Average

0.95

0.64

3.88

3.6

Median

0.97

1.77

2.69

1.0

Batting Average

76%

71%

76%

U.S. Embassy Bombings – Africa
U.S.S. Cole Yemen Bombing
World Trade Center and Pentagon Terrorist Attacks

Charlie Hebdo Shooting
Paris Theater, Stadium Bombing, Shootings

Source: LPL Research, FactSet 11/16/15
Batting average is the percentage of times the index is higher relative to the total number of observations.
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European elections. This event may also
alter elections in Europe, with more hardline
governments, with respect to immigration, having
greater influence. Populist and Nationalist parties
have been gaining support across Europe based
on their stances on immigration and European
integration. To the extent these issues impact — or
even dominate — political conversations, additional
uncertainty is created around economic policies
that may heighten market volatility.
Defense spending. The military response has
begun, with France bombing Islamic State targets
in Syria over the weekend. The U.S. and most, if
not all, G20 nations will provide support of some
kind for this fight and, even though the war on
terror was already well underway, the response will
likely put additional upward pressure on defense

spending. The G20 meetings over the weekend
were dominated by discussions of a global
coordinated response.

CONCLUSION
While we mourn those who lost their lives in
Friday’s terrorist attacks, we also do our best
to help you navigate a challenging investment
landscape. In this case, a look back at history for
perspective offers reassurance. Still, as always, we
remain watchful for risks that may warrant a change
in our asset allocations. We see further modest
gains ahead for stocks in the months ahead as
the U.S. economy and corporate profits improve,
but we acknowledge that geopolitical risk may
contribute to heightened near-term stock
market volatility. n

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.

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.
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