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The Emotional Investor Series explores how better understanding markets may help you to make the 
most informed investment decisions possible. 

The Operation Desert Storm white paper explores the stock market’s reaction to the first Gulf War, which 
was the first major foreign crisis for the United States after the end of the Cold War and the first major war 
for the United States after the Vietnam War.
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We define Emotional Market Timing as when an investor, nervous about domestic, world, or market events, in 
essence panics and engages in an almost spontaneous act of selling their investments.

While every market is different, and past performance is never an indication of future results, as we see it 
Emotional Market Timing may not be the ideal strategy to use when dealing with stock market fear, because 
it centers on alarm rather than conscious rational action. 

We feel the key to grasping the dangers of Emotional Market Timing lies in the understanding that in our 
view, markets will generally rise and fall in cycles, typically moving in large chunks and many times in what 
we consider to be short time periods. 

One of the key difficulties in utilizing Emotional Market Timing is that the market does not always act in a 
manner that you would expect, and it is difficult to determine when to move out of the market and when to 
get back in.

In this edition of the Emotional Investor Series, we will examine the stock market’s reaction to Operation 
Desert Storm, which was the first major foreign crisis for the United States after the end of the Cold War, 
and the first major war for the United States after the Vietnam War.

On January 16, 1991, the United States - along with several other nations - announced that they were going 
to war against Iraq, launching Operation Desert Storm. Iraq’s army, the fourth largest at the time, was well-
equipped due to the massive military aid provided by the United States during Iraq’s eight-year war with 
Iran.

Iraq’s response included launching Scud missiles at American military barracks in Saudi Arabia and attacks 
on Israel, while trying to persuade neighboring Arab nations to join the Iraqi cause against the U.S. led 
coalition.

As we recall, stress and uncertainty ran high on January 16, 1991 and also weighed heavy in the weeks that 
followed.

As this was occurring, the U.S. stock market was experiencing its own stress and uncertainty.  

On January 16, 1991, the day Operation Desert Storm began, the U.S. economy was mired in a recession1 

and the stock market was coming off a negative year for 1990.  In fact, from July 19, 1990, through October 
11, 1990, the S&P 500 lost - 18.38% in that short three-month period.2

Would the Emotional Market Timer have sold out of their equity portfolio after it lost value during 
the recession in 1990? Would the Emotional Market Timer have been an investor on January 16, 1991, 
as the United States announced their military initiative in the volatile Middle East?
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What is interesting is that from January 15, 1991, the day before Operation Desert Storm was announced, 
through February 15, 1991, the S&P 500 was up a whopping 17.63% in only a four week period, erasing a 
nice portion of the losses suffered in the 1990 bear market2.

Remember, in our view, markets generally rise and fall in cycles, typically moving in large chunks and in what 
we consider to be short time periods.

In fact, for all of 1991, the S&P 500 was up 30.47%2 and 1991 was the beginning of one of the best bull 
markets in history until it hit the proverbial wall when the Technology Bubble burst in 2000.

The point is, if you allowed Emotional Market Timing to guide your investment actions, you may have 
sold out of stocks after the market lost value during the recession and, based on the headlines about the 
negative returns on stocks, the recession, and the war in the Middle East, you may have stayed on the 
sidelines long after the market began its rally.  

We speculate that the Emotional Market Timer would have missed the 17.63% return for the S&P 500 for the 
four weeks after Operation Desert Storm began and might have missed the entire 30.47% return in 1991.

Events like Operation Desert Storm typically create headlines that may contain fear and consternation.  It 
is natural for investors to get nervous.  In this case, we saw how missing the first four weeks of Operation 
Desert Storm may have led to a loss of valuable investment return.

This is why in our view, because the markets will generally rise and fall in cycles, typically moving in 
large chunks, and many times in short time periods, Emotional Market Timing may not be a prudent 
strategy to employ.  
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Disclosures

¹Source: The National Bureau of Economic Research

²Source: Bloomberg and Dunham & Associates

Investments are subject to risks, including possible loss of principal. Investors should consider the investment 
objectives, risk factors and expenses of any investment carefully before investing. Diversification does not 
guarantee profit or ensure against loss.

The S&P 500, or the Standard & Poor’s 500, is a stock market index based on the market capitalizations of 
500 large companies having common stock listed on the NYSE or NASDAQ. The S&P 500 Index 
components and their weightings are determined by S&P Dow Jones Indices. It differs from other 
U.S. stock market indices, such as the Dow Jones Industrial Average or the Nasdaq Composite index, 
because of its diverse constituency and weighting methodology. It is one of the most commonly followed 
equity indices, and many consider it one of the best representations of the U.S. stock market, and 
a bellwether for the U.S. economy.  You cannot invest directly in an index.

All examples are hypothetical and are for illustrative purposes only. We encourage you to seek 
personalized advice from qualified professionals regarding all personal finance issues. The solution for an 
investor depends on their and their family’s unique circumstances and objectives. 

Information contained in the materials that are included in the Bull & Bear in a CloudSM Marketing 
Campaign is believed to be from reliable sources, but no representations or guarantees are made as to 
the accuracy or completeness of information. This document is provided for informational purposes only 
and should not be construed as individual investment advice.  
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