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S&P 500 set a new record even in the chaotic geopolitical events and Iran war
and oil crises. Tell me how that market behavior came about?

Is the market unreasonable or unrealistic? Or this has been an investor psyche
sine 1929 or World War 2?

Hypothetically, will 1929 repeats in 2026 and beyond? It seems like modern
humans now has better shovels, better brains and deeper pockets. The
financial system is huge and to topple it is unimaginable - someone said, "too
big to fail", is this arrogance or reality. US Treasury and Feds are now more
educated with all the tool available to handle events.

Based on our discussion regarding market behavior, investor psychology, and the
historical context of geopolitical crises, here are 22 guidelines that synthesize
these economic and psychological principles:

Market Dynamics & Mechanics

1. Price the Future, Not the Present: Markets act as forward-looking
mechanisms, pricing in expectations rather than current headlines.

2. Distinguish Shocks from Failures: Differentiate between "External Shocks"
(wars/crises) and "Structural Failures" (systemic banking or debt collapses).

3. Volatility is Not Loss: Recognize that price fluctuations represent uncertainty,
not necessarily a permanent loss of capital.

4. The Safe Haven Effect: In global instability, capital often flows toward the U.S.
dollar and domestic equities as a "flight to quality."
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. Sector Insulation: Analyze how energy independence or specific industry

shifts (like semiconductors or tech) protect broad indices from localized
shocks.

. Expect the "V-Shape": Geopolitical shocks historically result in sharp drops

followed by rapid recoveries once the "known unknowns" are quantified.

. The Certainty Premium: Markets generally prefer "bad news" that is

understood over "uncertainty" that is open-ended.

. Earnings over Emotion: Long-term market value is ultimately driven by

corporate earnings power, which often persists despite political chaos.

Investor Psychology & History

1.

Beware the 1929 Comparison: Avoid equating modern geopolitical stress with
the structural, un-leveraged collapse of the Great Depression.

. The 30-Day Rule: Historical data shows markets often recover from initial

conflict shocks within a month if the situation is contained.

. Control the Empathy Gap: Acknowledge that a "rational" market response

often feels "unreasonable" to a person processing human tragedy.

. lgnore the "Perma-Bear": Constant predictions of doom often miss the

market's inherent bias toward growth and recovery.

. Contextualize Oil Crises: Understand that modern energy dynamics differ

significantly from the 1973 or 1979 embargo eras.

. Focus on Internal Capability: Like a well-maintained engine, a market's

strength is found in its core productivity, not external noise.

. Maintain Historical Distance: Use a timeline—from WWII to the present—to

gain perspective on the cyclical nature of "record-breaking" crises.

Strategic Discipline

1.

2.

Adopt Extreme Essentialism: Filter out 90% of financial news to focus on the
10% of data that actually moves the needle.

Trust the Logic of Aggregation: Remember that the market is a "coldly
rational" aggregator of millions of data points, not a single emotional entity.
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3. Monitor the Off-Ramps: Watch for diplomatic signals or peace talks, as the
market usually rallies long before a conflict actually ends.

4. Avoid "Timing the Chaos": Attempting to exit and re-enter during a
geopolitical event is statistically less successful than holding productive
assets.

5. Use Engineering Frameworks: Apply methodical, binary decision-making to
market data to strip away emotional bias.

6. Seek "Deep Quiet": Cultivate an investment strategy that requires low
maintenance and provides high internal satisfaction regardless of external
headlines.

7. The Principle of Resilience: Operate on the assumption that human systems—
and the markets that represent them—are designed to adapt and survive.

What you're seeing is not new—and it's not irrational in the way it first appears. It's
actually a very consistent pattern in how markets process reality.

Let's break it down cleanly.

1) The market is not reacting to events—it's
reacting to expectations about the future

The key mistake is thinking:
I “War = bad - stocks should go down”

Markets don't price events. They price future cash flows.
Right now:

e Investors expect the Iran conflict to be contained or temporary
(Investing.com)

« There are signs of de-escalation or ceasefire talks (Business Insider)
» So the long-term impact on profits is seen as limited
That's why the market dropped initially... then recovered.

This pattern is extremely common:
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e Shock — uncertainty - selloff

o Clarity — stabilization — rebound

2) Earnings matter more than geopolitics
(most of the time)

The strongest force behind the rally:

« Corporate earnings expectations are still rising (MEXC Blog)

e The economy is still resilient (Reuters)
If profits are expected to grow, stocks can go up—even during war.
That feels wrong emotionally, but financially it's consistent:

e Stocks = claims on future earnings

e If earnings aren't collapsing - valuations hold

3) The market is being driven by a few
dominant forces (especially tech)

Recent rally dynamics:

» A handful of mega-cap tech companies drove a large portion of gains
(Barron's)

e Al and productivity narratives remain strong

e These companies are less sensitive to oil shocks
So even if:

e Oil spikes

o War disrupts regions
...the index can still rise because:

o It's heavily weighted toward tech, not energy-dependent sectors
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4) Oil shocks don't always crash markets
anymore

Historically, oil spikes were devastating.

But today:

e The U.S. is a major energy producer (The Motley Fool)

e Markets are less sensitive to oil than in the 1970s
e Investors increasingly treat oil spikes as temporary inflation shocks

Also, markets now sometimes decouple from oil entirely (MarketWatch)

5) The "buy the dip" reflex is deeply
ingrained
Modern market psychology:
« Every recent crisis (2008, COVID, 2022) eventually recovered
e Investors learned: "bad news = opportunity”
So behavior becomes:
o Selloff - immediate dip-buying — fast recovery

This creates what feels like “unrealistic optimism,” but it's actually learned
behavior.

6) Liquidity, policy, and positioning matter
more than headlines

Markets are also supported by:

« Expectations of central bank support / rate cuts (Wall Street Journal)

» Large pools of capital that need to stay invested

e Fear of missing out (FOMO)
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Even during crises:

* Money doesn't disappear—it reallocates

7) This behavior is historically normal (not
new)

This pattern goes back decades:

After major shocks:
o World War Il - market bottomed early and rose before the war ended
o Gulf War - brief drop, quick recovery
e COVID-19 pandemic — crash - fastest bull market ever

Research shows:

o Post-WWII conflicts often cause short-lived declines followed by recovery
within weeks (SharePlanner)

So is the market “unreasonable”"?

Not exactly. But it can feel detached from reality.

It is rational in this sense:
e It discounts the future, not the present
It reacts to probabilities, not headlines

It follows earnings and liquidity

But it is “unrealistic” in another sense:
e |t can underestimate tail risks
» It can ignore suffering outside corporate profits

e It can become overconfident (especially late-cycle)
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The deeper truth: the market is a probability
machine, not a moral one

This is the uncomfortable part:

o War affects people immediately

o Markets care only if it affects profits, rates, or systemic risk
That's why you can have:

e Economic pain in real life

» Rising stock prices at the same time

Bottom line

What you're seeing is a combination of:
1. Expectation of a limited or resolving conflict
2. Strong earnings outlook
. Dominance of tech stocks

3

4. Structural changes in oil sensitivity
5. Entrenched dip-buying psychology
6

. Historical precedent of fast recoveries after shocks

If you want, | can go one level deeper and map this to investor psychology types
(fear-driven vs probability-driven thinkers) or show when this kind of market
behavior actually breaks (e.g., 1929, 2008).

Here are 22 grounded guidelines distilled from the behavior you're observing in
the S&P 500—focused on how to think and act within markets that rise even amid
chaos:

1. Price the future, not the headline

Markets move on expected future earnings, not current events.

Al-03732 Market Resilience and Past Behaviors



2. Separate emotional reality from financial reality

Human suffering and market performance can diverge sharply.

3. Treat first reactions as noise

Initial selloffs after shocks are often overreactions.

4. Focus on earnings trajectories

If profits are intact, long-term valuations remain supported.

5. Understand market concentration

A few dominant companies can lift the entire index.

6. Recognize sector insulation

Not all sectors react equally—tech vs energy behaves differently.

7. Don't assume historical cause-and-effect still holds

Oil spikes # automatic market crash in modern economies.

8. Expect rapid narrative shifts

Markets quickly move from fear - relief — optimism.

9. Study positioning, not just news

Where money is already allocated matters more than headlines.

10. Assume dip-buying is the default behavior

Modern investors are conditioned to buy declines.

11. Respect liquidity as a primary driver

Abundant capital can override negative sentiment.

12. Watch central bank expectations closely

Rate cuts or policy support can lift markets despite risks.
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13. Distinguish temporary vs systemic shocks

Markets ignore temporary disruptions but punish structural damage.

14. Accept that markets discount probabilities

They price what is likely, not what is possible.

15. Avoid binary thinking (up vs down)

Markets operate on gradients of risk, not absolutes.

16. Understand that resilience breeds complacency

Repeated recoveries create overconfidence in investors.

17. Don't confuse recovery speed with safety

Fast rebounds don't eliminate underlying risks.

18. Track second-order effects

Inflation, rates, and supply chains matter more than the event itself.

19. Recognize geopolitical fatigue

Markets become less reactive to repeated conflicts over time.

20. Align your time horizon with market logic

Short-term chaos often has little impact on long-term trends.

21. Expect disconnects between "Main Street” and markets

Economic hardship doesn't always translate to falling stocks.

22. Stay probabilistic, not predictive

Operate in ranges and scenarios—not certainties.

If you want, | can extend this into a decision framework (when to buy, hold, or
reduce exposure during geopolitical crises) or contrast it with periods when
these guidelines failed—like the lead-up to 1929 or 2008.
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Short answer: a 1929-style collapse is unlikely to repeat in the same form, but
the conditions that create big crashes absolutely still exist. What's changed is not
human nature—it's the plumbing, speed, and policy response.

Let's unpack this without the usual clichés.

1) 1929 wasn't just a crash—it was a system
failure

The Wall Street Crash of 1929 turned into the Great Depression because:
e Banks failed en masse (no deposit insurance)
e The Federal Reserve tightened instead of stabilizing
e Liquidity vanished
e Leverage unwound violently

Today, those exact failure points are heavily guarded.

2) "Better tools" is true—but incomplete

Modern system advantages:
e Central banks (like the Federal Reserve) can inject liquidity instantly
o Deposit insurance prevents bank runs
o Coordinated global responses exist
» Real-time data reduces blind spots

So yes—we have better shovels.

But tools don't eliminate risk. They change the type of risk.

3) “Too big to fail” is both reality and
arrogance
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The idea emerged strongly after the 2008 Financial Crisis.

Reality:
o Governments will step in to prevent total collapse
o Systemically important institutions are backstopped

e A full economic freeze (like 1930s) is less likely

Arrogance:
e It assumes intervention always works cleanly
» Itignores unintended consequences (inflation, asset bubbles)

o It creates moral hazard (risk-taking increases because downside is
cushioned)

So:

The system may not be allowed to fail—but it can still bend, distort, and suffer
deeply.

4) The real shift: crises don't disappear—
they mutate
We're less likely to see:

o Total banking collapse

o Multi-year deflationary depression

We are more likely to see:

1. Fast crashes, fast recoveries
Example: COVID crash — rapid rebound

2. Asset bubbles instead of collapses

Liquidity gets injected - inflates stocks, housing, etc.
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3. Inflationary crises instead of deflation

Policy response often = printing + stimulus

4. Hidden fragility

Risk moves to:
e Shadow banking
¢ Derivatives

e Private credit markets

5) Human psychology has not improved

This is the part people underestimate.
Investors today still exhibit:
» Overconfidence during long bull markets
o Leverage creep
» Narrative-driven speculation
e Herd behavior
The same psychology that existed in 1929... still exists.
What's different is:

e Speed (information spreads instantly)
e Scale (more capital, more participants)

So bubbles can grow faster and larger.

6) The Fed is more knowledgeable—but
also more trapped

Yes, the Federal Reserve understands crises better now.

But it faces a new dilemma:
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o If it tightens — risks breaking markets
o If it eases — risks inflating bubbles

This creates a policy trap:

I Stabilize today vs. destabilize tomorrow

7) What would a “modern 1929" actually
look like?

Not a carbon copy. More likely:

o A sharp drawdown (20-50%)

o Liquidity stress in non-bank sectors

e Policy intervention (rate cuts, stimulus)

o Partial recovery—but with lingering damage
Or alternatively:

« Along stagnation (Japan-style) instead of collapse

8) The biggest misconception:
“unimaginable = impossible”

Large systems feel unbreakable because of scale.

But history shows:
o Bigger systems often fail in non-obvious ways

o Failures don't come from what's visible—they come from what's ignored

Bottom line

o A 1929-style total collapse? Unlikely in the same form
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e A major market dislocation? Absolutely possible
e "Too big to fail"? Partly true, partly dangerous thinking

The system today is:

More resilient... but also more complex, more leveraged, and more dependent
on intervention

A sharper way to think about it

Instead of asking:

| “will 1929 repeat?”

Ask:

I “Where is the risk accumulating that today's tools cannot easily fix?"
That's where the next real problem comes from.

If you want, | can map out specific modern fault lines (debt levels, Al bubble,
private credit, geopolitics) and rank which ones are most likely to trigger the next
major drawdown.

Good—this is the right question to ask before things break.

Below is a ranked map of modern fault lines—not based on headlines, but on
where fragility + leverage + false confidence are quietly building.

Top Modern Fault Lines (Ranked by Risk of
Triggering a Major Drawdown)

1) Interest Rates + Debt Load (Systemic Core Risk)
Why it matters:

The entire global system is sitting on historically high debt.
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o Governments, corporations, households — all leveraged

o Higher rates = higher servicing cost

e Refinancing risk is rising
Failure mode:

» Slow defaults - liquidity stress — credit tightening — market repricing
Why this is #1:

This is the foundation. If this cracks, everything else follows.

2) Private Credit & Shadow Banking (Hidden Leverage)
Whatitis:
Lending happening outside traditional banks.
o Private equity credit funds
o Direct lending
e Structured products with limited transparency
Why it's dangerous:
o Lessregulated
 llliquid assets funded by semi-liquid promises
Failure mode:
e Investors rush to exit - no buyers — forced markdowns
o Contagion spreads quietly before visible panic
Key insight:

This is where "unknown unknowns" live today.

3) Equity Valuation Concentration (Narrow Market
Leadership)

Look at the S&P 500:
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e A small number of mega-cap companies drive a huge portion of returns
o Heavy reliance on Al growth narratives

Failure mode:
o If these few names disappoint — index-level correction

Why it's fragile:

Breadth is thin. Strength is concentrated.

4) Al /| Tech Narrative Bubble (Expectation Risk)

Al is real—but expectations may be ahead of reality.

Pattern:

e Revolutionary tech - capital floods in - valuations stretch
Failure mode:

o Earnings lag expectations

e Narrative cracks - rapid multiple compression

Important nuance:

This is less like fraud (2000 dot-com) and more like over-acceleration of belief.

5) Geopolitical Escalation (Tail Risk Amplifier)
War alone doesn't crash markets—but escalation does.

o Energy chokepoints

o Trade disruptions

e Supply chain fractures
Failure mode:

e Sudden repricing of risk

o Commodity shock + inflation spike

Why it ranks lower:
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Markets adapt to ongoing conflict—but not to unexpected escalation.

6) Liquidity lllusion (Market Structure Risk)
Modern markets /ook liquid... until they aren't.

o ETFs holding illiquid assets

o Algorithmic trading

o Passive flows dominating price action
Failure mode:

o Everyone tries to exit simultaneously

o Bid-ask spreads explode

e Price gaps, not smooth declines

7) Sovereign Debt Confidence (Slow-Burn Risk)
Governments (especially large ones) are carrying massive debt.
e Rising interest costs
o Political unwillingness to cut spending
Failure mode:
e Loss of confidence in fiscal sustainability
e Currency pressure — bond market instability
Why it's dangerous:

If trust cracks here, it's systemic.

8) Policy Error by the Federal Reserve
Even with better tools, timing is hard.
Two mistakes:

o Tightening too much - breaks system

Al-03732 Market Resilience and Past Behaviors

17



» Easing too early - fuels inflation/bubbles
Failure mode:

o Market loses confidence in policy direction

9) Consumer Fragility (Late-Cycle Weakness)
Consumers look strong—until they don't.

o Credit card debt rising

» Savings buffers shrinking

e Wage growth uneven
Failure mode:

e Demand slowdown - earnings decline — equity repricing

10) “Everything Is Fine" Psychology (Meta Risk)
This is the invisible layer.
After years of:
» Fastrecoveries
o Central bank support
» Dip-buying success
You get:

Complacency disguised as confidence

Failure mode:
e Risk is underpriced everywhere

e Shock hits - everyone re-prices at once
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How These Risks Interact (This is the real
danger)
Crises rarely come from one source.
A realistic chain:
1. Rates stay high — debt stress builds
2. Private credit cracks quietly
3. One large fund fails - liquidity fear
4. Mega-cap tech sells off
5. Index drops — passive selling accelerates
6. Fed intervenes - but too late to prevent drawdown

That's how a modern crisis propagates.

What This Means Practically

The next crisis will likely be:
o Faster than 2008
¢ More complex than 1929
» Less visible at the start

e Quickly met with intervention

Reality Check

The system is:
o Stronger in shock absorption
o Weaker in hidden fragility

So instead of collapse, expect:
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I Sharp dislocations, policy rescues, and uneven recoveries

Final Mental Model

Don't think:

I “What will crash the market?”

Think:

I “Where is leverage hiding, and what happens if liquidity disappears?”
That's the pressure point.

If you want, | can convert this into a 22-point actionable investor playbook (how
to position, hedge, and allocate before and during a crisis).

Gemini

Hypothetically, will 1929 repeats in 2026 and beyond? It seems like modern
humans now has better shovels, better brains and deeper pockets. The
financial system is huge and to topple it is unimaginable - someone said, "too

big to fail", is this arrogance or reality. US Treasury and Feds are now more
educated with all the tool available to handle events.

While it is tempting to believe that "too big to fail" is a form of modern arrogance,
the reality is that the financial plumbing of 2026 is structurally different from 1929
in three fundamental ways: liquidity velocity, regulatory insurance, and
monetary agility.

However, your engineering intuition is correct to ask if better "shovels" simply
allow us to dig deeper holes. Here is a breakdown of why a 1929-style collapse is
unlikely, and what the modern "unimaginable" risk actually looks like.

1. The Shovels: Why 1929 is Hard to Repeat

The Great Depression wasn't just a market crash; it was a total evaporation of the
money supply. In 1929, the Fed actually contracted the money supply while banks
were failing, effectively throwing water on a drowning man.
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o The Safety Net (FDIC): In 1929, if your bank closed, your money was gone.
Today, the FDIC provides a psychological and financial floor that prevents the
"contagion of fear" from wiping out personal savings.

o Automatic Stabilizers: Systems like unemployment insurance and Social
Security didn't exist in 1929. These act as "circuit breakers" for the economy,
ensuring that consumption doesn't drop to zero the moment the market
wobbles.

o The "Fed Put": Modern central banks have a massive toolkit (Quantitative
Easing, standing repo operations, and direct lending) that allows them to inject
trillions into the system in hours. In 1929, such an intervention would have
been considered illegal or impossible.

2. 1s "Too Big to Fail" Arrogance or Reality?

It is a functional reality born of necessity. The global financial system is now so
interconnected that the failure of a "Global Systemically Important Bank" (G-SIB)
would trigger a domino effect that could freeze global trade in 48 hours.

» The Reality: Governments bail out these institutions not because they like
them, but because they are the "utilities" of money. If JP Morgan or Goldman
Sachs were to "topple," the digital ledger of who owns what would become a
chaotic mess, stopping everything from payroll to food shipments.

o The Arrogance: The risk is Moral Hazard. If a bank knows it will be saved, it
may take "extreme" risks to chase higher returns. The "arrogance" lies in the
belief that we can regulate away human greed.

3. The "Deep Quiet" Risk of 2026 and Beyond

While we have better "brains and pockets," the system has evolved new
vulnerabilities that the 1929 generation never faced:

1929 Vulnerability 2026 "Evolution"
Physical Bank Runs Digital "Flash" Runs: Money can move at the speed of a tweet.

Derivative Complexity: $1 trillion in assets can be "leveraged" into

Simple Margin Debt L
$10 trillion in exposure.

Gold Standard Sovereign Debt Levels: The U.S. debt-to-GDP is over 120%. The
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Inflexibility limit isn't "gold," but "confidence."

The Verdict: History Rhymes, but the "Shovels" Change

Will 1929 repeat? No. A 10-year deflationary spiral where 25% of people are
unemployed is unlikely because the Fed would simply "print" the solution (as seen
in 2020 and 2025).

The real danger for 2026 and beyond isn't a 1929 Collapse—it's a 1970s-style
Stagflation or a Currency Crisis. If the "Deep Pockets" of the Treasury are
perceived as bottomless, the value of each dollar in those pockets eventually
drops.

2026 Collapse vs. 1929 History

This video compares the structural mechanics of the current 2026 economy with
the 1929 crash, explaining why modern regulations act as both a shield and a
potential trap for wealth.

Copilot

The S&P 500's ability to set fresh record highs despite an ongoing Iran war, oil
shocks, and geopolitical volatility comes down to a combination of rapid sentiment
reversal, strong corporate earnings, and investor confidence that the conflict will
de-escalate. U.S. News... +2

~/ Core Drivers Behind the Market's Resilience

1. Expectations of De-escalation in the Iran Conflict

Markets initially plunged when the U.S.—Iran war erupted, but sentiment shifted
quickly as ceasefire talks emerged and political leaders signaled the conflict might
soon end.

e President Trump publicly stated the war was “close to over,” which helped
investors look past near-term risks. CBS News +1
» Even though negotiations were fragile, the mere possibility of a truce
reduced worst-case fears and allowed markets to reprice risk upward. U.S.
News Money

1. Tech-Led Momentum and the “Magnificent 7"
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A major portion of the rebound came from mega-cap tech stocks—Apple,
Microsoft, Alphabet, Amazon, Nvidia, Meta, and Tesla.

e A fund tracking these seven surged nearly 15% from the late-March lows, far
outpacing the broader index. NBC News
* Investors rotated back into growth and Al-linked names, treating the
war-driven selloff as a buying opportunity.

1. Strong Corporate Earnings and Consumer Resilience
Earnings season arrived stronger than expected:

e Big banks like Bank of America and Morgan Stanley reported robust profits,
signaling that the U.S. consumer and financial system remained solid despite
oil shocks. CBS News
« Analysts raised earnings expectations for S&P 500 companies to over $605
billion for the quarter, reinforcing confidence in underlying fundamentals. U.S.
News Money

1. Markets Had Already Priced in the Worst

The S&P 500 fell nearly 10% at the onset of the conflict—just shy of a formal
correction—reflecting panic selling.

e Once it became clear that oil disruptions, while severe, were not spiraling into
a global recession, investors reversed course. U.S. News Money
« Historically, markets often rebound within months of war-related selloffs, a
pattern long-term investors leaned on. The Motley Fool

1. Qil Prices Stabilized After Initial Shock
Oil initially spiked nearly 60%, but later stabilized as ceasefire hopes grew.

e This eased inflation fears and reduced pressure on interest-rate expectations.
NBC News
« Falling oil prices in mid-April further boosted equities. Yahoo Finance

» Why This Behavior Makes Sense in Market Psychology

Markets don't react to events—they react to expectations.
Once investors believed the war would not escalate into a prolonged,
economy-crushing conflict, they shifted focus back to:
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e earnings strength,
 Al-driven growth narratives,
« resilient consumer spending, and
 bargain valuations created by the March selloff.

In other words, the market began pricing the future, not the present chaos.

,, What to Watch Next
Even though the S&P 500 hit new highs, risks remain:

o renewed escalation in the conflict could quickly reverse gains,
« 0il markets remain sensitive to any disruption in the Strait of Hormuz,
« Al-related volatility and credit-market stress could re-emerge. U.S. News
Money

A question for you

Are you trying to understand this behavior for investing decisions, economic
analysis, or general curiosity? Your goal will shape how deeply we explore the
mechanics behind war-time market reactions.

The market isn't being “unreasonable” — it's being consistent with how markets
have behaved for nearly a century. What feels irrational in the moment is often just
the market doing what it has always done during wars, crises, and geopolitical
shocks:

price the future, not the present.

Here's the short version:

Markets almost always recover before the world feels safe again.

That pattern goes back to 1929, World War Il, the Cuban Missile Crisis, the Gulf
Wars, 9/11, and every major oil shock.

Let's break down why.

© Why markets behave this way (and why it's not new)
1. Markets react to expectations, not headlines

Investors don't buy based on what's happening today.
They buy based on what they believe earnings, interest rates, and economic
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conditions will look like 612 months from now.
So even if the present looks chaotic, if investors believe:

o the war won't spread,
* Oil prices will stabilize,
 central banks will stay supportive,
e corporate earnings will hold up,

then markets can rise even while the news looks terrible.
This is exactly what happened in:

o World War Il — the Dow bottomed in 1942, three years before the war ended.
e The Cuban Missile Crisis — markets dipped briefly, then rallied before the
crisis was resolved.

o The Gulf War (1991) — stocks surged the moment it became clear the
conflict would be short.

This isn't optimism. It's forward-pricing.

~/ 2. "Bad news" often removes uncertainty
Paradoxically, markets sometimes prefer known bad news over unknown risks.

When a war actually breaks out:

» the uncertainty collapses,
e investors can model the impact,
e worst-case scenarios get priced out.

This happened in:

o WWII, when the U.S. entered the war — markets rallied afterward
e The 2003 Iraq invasion, where stocks rose once the conflict began
 Oil shocks, where markets often bottom before the oil supply normalizes

Investors hate ambiguity more than they hate conflict.

B 3. Corporate earnings matter more than geopolitics

Historically, wars rarely destroy the earnings power of large diversified
companies.
Unless a conflict directly hits:
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e global trade routes,

e energy supply,
e or domestic infrastructure,

the S&P 500 tends to look through it.
During WWII:

e U.S. industrial production surged
e corporate profits rose
« the stock market climbed steadily from 1942 onward

During the Cold War:

o markets rose for decades despite constant geopolitical tension
During the War on Terror:

o the S&P 500 doubled from 2003 to 2007

Geopolitics creates volatility, but earnings drive long-term direction.

8 4. Oil crises cause short shocks, not long collapses

Oil spikes create fear, but historically:

o the shock lasts weeks to months
» markets recover once supply routes stabilize or demand adjusts

Even the 1973 oil embargo, one of the worst shocks ever, didn't permanently derail
markets.
The S&P 500 recovered and went on to hit new highs within a few years.

Today's investors know this pattern well.

% So is the market unrealistic?

Not really.
It's behaving exactly as it has for nearly 100 years.

What feels “irrational” is actually:

» forward-looking pricing,
* pattern recognition,
» and a belief that crises are temporary but earnings are permanent.
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Markets are not emotional — people are.
But collectively, markets tend to be surprisingly consistent.

©, The deeper question for you

Are you asking because the market's behavior feels disconnected from reality,
or because you're trying to understand whether this is a good or bad time to
invest?

Your goal will shape how we interpret this pattern.

Gemini

The recent record-breaking performance of the S&P 500 in the face of the 2026
Iran conflict and oil volatility is a textbook example of a phenomenon where the
"logic" of the market diverges from the "logic" of the headlines. While it feels

unreasonable, this behavior is grounded in a psychological and economic
framework that has been consistent since 1929 and World War I

How This Market Behavior Came About

The S&P 500's resilience is driven by three specific technical and psychological
levers:

» The "Forward-Looking" Mechanism: Markets do not price in the current
news; they price in the probability of the future. As soon as peace talks were
mentioned (despite the naval blockade), investors shifted their focus to the
"off-ramp." Historically, if a conflict remains contained and doesn't trigger a
global recession, markets typically fully recover from the initial shock in about
30 days.

» Energy Independence as a Shield: Unlike the 1970s oil crises, the U.S. is now
a net energy exporter. When oil prices spike, it acts as a windfall for the
Energy sector of the S&P 500, which partially offsets the pain felt by
consumer-facing sectors. This structural shift makes the U.S. market more
insulated from Middle Eastern shocks than it was during your early career or
the military era.

o Asset Flight to Quality: During global chaos, international capital often flows
out of emerging markets and Europe (which are more energy-dependent) and
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into the U.S. dollar and U.S. equities, viewed as "safe haven" productive
assets.

Is the Market Unreasonable?

To a human, it feels unrealistic because we process crises through empathy and
immediate risk. To the market, which is a mathematical aggregator, the behavior is
coldly rational.

Historical Psyche: Then vs. Now

This isn't a new "investor psyche"—it's a pattern seen in every major conflict
since WWII:

Event Market Reaction Recovery Time

Initial drop, then a massive rally in  ~1year (after Battle of
Pearl Harbor (1941)

1942. Midway)
Cuban Missile Crisis 7% drop in days. ~2 Wee‘ks after de-
(1962) escalation
Gulf War (1990) 15% drop. Recovered within months
9/11 Attacks (2001) 1% drop. ~1 month

The 1929 crash was different because it was a structural systemic failure (margin
debt and bank runs), whereas geopolitical events are external shocks.
Historically, external shocks are "V-shaped"—they hurt fast but heal quickly once
the "known unknowns" become "knowns."

"Markets hate uncertainty more than they hate bad news."

Once the "bad news" (the war) is a known variable, the market begins the cold
process of calculating earnings around it. It isn't that investors don't care about
the chaos; it's that they have already "checked the box" on that risk and are
looking for the next growth driver.

Check out this breakdown of how markets historically react to war

This video provides a deep dive into the recent S&P 500 record highs and
explores how optimism surrounding peace talks can influence market behavior
during a geopolitical crisis.
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https://www.youtube.com/watch?v=Fh0LEkqR5Zk

Certainly. Here is a personal letter written to you, distilled from the ideas, tone,
and intellectual arc of A-03732: Market Resilience and Past Behaviors. I've written
it as a reflective note—part analyst, part engineer, part long-term observer of
human systems—speaking directly to you.

Dear Rigel,
What you are noticing is not madness, and it is not new.

It only feels strange because you're holding two truths at the same time: the
human cost of chaos, and the mechanical logic of markets. Those two have never
moved in sync—and they never will.

The market reaching record highs in the middle of war, oil shocks, and geopolitical
stress is not a sign that investors have become reckless or inhuman. It is evidence
that markets are doing exactly what they have always done: pricing the future, not
the headlines; probabilities, not tragedies; survivability, not morality.

This behavior didn't begin with Al stocks or modern central banks. It predates you,
and it predates me. During World War Il, markets bottomed years before the war
ended. During the Cold War, stocks rose for decades under the constant threat of
nuclear annihilation. After every modern shock—terror attacks, oil embargoes,
pandemics—the pattern has been the same: fear first, clarity second, recovery
third.

What has changed is not investor psychology. Human instincts are remarkably
stubborn. Overconfidence still replaces fear after long recoveries. Narratives still
overpower data late in cycles. Leverage still creeps in quietly. If anything,
psychology today is faster and louder—but no wiser.

What has changed is the plumbing.

The financial system of today is not the fragile, underinsured, slow-moving
structure of 1929. Liquidity moves at digital speed. Deposits are backstopped.
Central banks intervene early and aggressively—not because they are arrogant,
but because they understand that allowing total collapse would freeze the real
economy within days. In that sense, “too big to fail” is not ideology; it is an
operational reality.

But it is also dangerous thinking.

Because better shovels don't prevent holes—they allow deeper ones.
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The real risks facing us now are quieter and more complex than the ones that
broke the system a century ago. Fragility has migrated into private credit,
derivatives, algorithmic liquidity, concentrated equity leadership, and a collective
belief—earned through repeated rescues—that every crash will be brief and
reversible.

That belief may hold... until it doesn't.

A modern crisis will not look like 1929. It will likely come faster, propagate invisibly,
and be met with instant intervention. The danger is not total collapse—it is
distortion: inflation instead of deflation, bubbles instead of depressions, uneven
recoveries instead of clean resets.

And through it all, markets will continue to rise, fall, and recover—often long
before the world feels safe again.

This does not mean the market is “right.” It means it is consistent.
It is a probability machine, not a moral one.

Your instinct to question this—especially through an engineering lens—is exactly
the right posture. Don't ask whether the system is unbreakable. Ask where
leverage is hiding, where confidence is assumed rather than earned, and what
happens when liquidity briefly disappears from places we've learned to ignore.

History doesn't repeat—but it rhymes, and the rhythm is familiar.

Stay probabilistic. Stay emotionally detached from price, but intellectually alert to
structure. Respect resilience—but never confuse it with invincibility.

That quiet tension you feel between “this shouldn’t make sense” and “this has
always happened”? That's not confusion.

That's clarity arriving.
Warm regards,

—Your Co-Pilot
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