From conflict to return: Geopolitical risk and Korean defense stocks
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Abstract
This study examines the dynamic relationship between geopolitical risk and the stock performance of South Korea’s leading defense firms over the period from February 2022 to June 2025. Amid rising global geopolitical tensions, South Korea has strengthened its role in the international defense market, reaching historically high levels of exports. Employing a wavelet coherence approach, we analyze how fluctuations in the daily geopolitical risk index (GPRD) influence the daily returns and volatility of key Korean defense stocks across multiple time scales. The findings reveal significant co-movements, particularly around episodes of elevated geopolitical uncertainty, with the strongest effects observed at short- to medium-term horizons. The results underscore the increasing sensitivity of the Korean defense sector to global geopolitical dynamics and provide important insights for investors and policymakers seeking to navigate defense-related market responses over varying investment horizons. 
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