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ABSTRACT 

Since the creation of the New York Stock Exchange in 1817, the world has been using 

the US financial markets as a leading indicator and measurement of global economic health. As 

the world becomes increasingly connected due to globalization, we see a correlation between 

different international stock markets. Since 2000, we have seen a significant increase in the 

number of terrorist attacks around the world. In addition to emotional damage, terrorism also has 

severe financial repercussions, which we often see reflected in the stock markets. Terrorism can 

have varying effects on the financial markets and different sectors, and while they are typically 

negative, there are some sectors that terrorism can even have a positive effect on. In my thesis, I 

will be researching the short-term effects of terrorism on the US financial market, specifically 

analyzing the S&P 500 index.  

While it is clear that terrorism causes movements in the overall stock market, these 

movements often differentiate by sector. I will be looking at the S&P 500, and how it reacts 

immediately to terrorist attacks. While looking at how the index responds to terrorist events, I 

will also analyze how the magnitude, media, and location of a terrorist attack effects the stock 

market. I understand that many factors affect the stock market and narrowing in on the particular 

financial effects of terrorism may cause a challenge there.  

Thus far, many analysts, economist, and other academics have performed significant 

research looking at the short-term market reaction to terrorism. Terrorism often increases fear 

and therefore volatility. Many academic sources have analyzed the correlation between the 

global markets and how terrorism affects them. Many of these research studies look specifically 

at September 11th and the effects it had that echoed around the globe. As terrorism has 

unfortunately increased, I want to analyze how the markets’ reactions have changed over time. 
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This question is relevant because terrorism has become an increasingly more prevalent problem 

around the world. While we usually see an initial reaction by the markets and then a return to 

previous levels, I want to analyze if the reaction of the S&P 500 to a terrorist attack is 

significant. Core indices usually correct themselves over time, as political fear decreases often 

leading to a decrease in economic fear as well. For future reference, I will be defining short-term 

as 24 hours after the event, medium-term as after 24 hours to 5 days after the attack, and lastly 

long-term will be referenced as the time after the 5 trading days following the attack. Since I am 

focusing in on the reactions of the S&P 500, I will filter my research to concentrate mostly on 

terrorist attacks that occurred in Western Nations and/or were a direct attack on the United States 

as a nation.    

The specific research question that my thesis hopes to answer is, what are the short-term 

effects that terrorism has on the financial markets, specifically observed by analyzing the S&P 

500? 

 

Literature Review 

Many factors shape the movement of the financial markets, including the evident factors, 

such as economic conditions, policy changes, and world prices. While terrorism has not 

previously been under serious scrutiny for its effects on financial markets, this is changing as we 

have seen large fluctuations in the markets globally in response to terrorist attacks. In response to 

many terrorist attacks, we see correlated movements between different international stock 

markets and contagion of the impacts. Not only do countries incur immediate costs in response to 

these attacks, but they also have longer-term effects on particular industries, which can be 

reflected in the overall market. As terrorism has increased over the past years, some argue that 
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the reactions of the markets have decreased overtime. The overall market is usually negatively 

affected in response to a terrorist attacks; however, each sector is affected differently. Some 

sectors can be positively impacted, while some have little to no affects. As this relationship has 

come under increased scrutiny over the last few decades, some economists have compared the 

effects of terrorism on the financial markets to those of natural disasters or a financial crisis.  

The international community has had a difficult time coming up with a universal 

definition of terrorism as motives and methods often vary. One reason for this is discussed by 

Professor Koufa, who discusses why there is no universal definition “the difficulty of drawing 

the boundaries between what is legitimate and what is illegitimate, between the right way to fight 

and the wrong way to fight…. ‘One person’s terrorist is another person’s freedom fighter’.” 

(Eicke, 2002, p. 451) While there is no universal definition that the world has agreed on, the 

United States defines terrorism in Title 22 of the U.S. Code as a “premeditated, politically 

motivated violence perpetrated against noncombatant targets by subnational groups or 

clandestine agents, usually intended to influence an audience”.   

Terrorism is an atrocious act that has been trending upward since the 9/11 attacks in 

2001. In 2014, terrorism resulted in over 32,700 deaths, an 81% increase from 2013 (Strobel, 

2015). Acts of terrorism can range in magnitude, target, and place. Terrorism can also vary, in 

terms of the type, such as suicide bombing, armed assault, or mass shootings. It is important here 

to note that school shootings are not usually classified as terrorism because most are not driven 

by political motives.  Terrorism is a strategic behavior that strives to create pain, fear and chaos. 

In recent years, terrorism has moved from military targets to civilians and businesses. In fact, 

according to the Insurance Information Institute, about 60% of businesses have terrorism 
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insurance in the U.S. to protect them against damage from any type of terrorism.  These actions 

have affected and continue to affect the markets on a domestic and international level.  

The Impact of Terrorism on Financial Markets (Johnston & Nedelscu, 2006) introduces 

some of the implications that terrorism has on the financial markets. The article was released 

over a decade ago, so it is important to recognize that terrorism is different today and has 

evolved. The article does show a significant increase in businesses struck by international attacks 

from 1998 to 2001, with a sharp drop off in 2002 and 2003 after 9/11. While Johnston and 

Nedelscu research the pattern in targets of terrorism, Chesney, Reshetar, and Karaman (2011) 

discuss the strategic movement of terrorist attacks as they respond to security changes. These 

responses include location, targets, and types of terrorism. I conclude that these strategies make 

predicting these attacks especially difficult. Although both of these articles give a slight glimpse 

of some of the impacts of terrorism on the financial markets, I think the magnitude and types of 

terrorism might have a direct relationship with the reaction of the financial market.  

Financial analysts and economists have observed that international markets are correlated 

with each other. Thomas Vo (2008) describes this correlation as the “nature and degree of 

relationship between two variables”. As globalization increases and businesses have become 

more integrated internationally, one would expect that correlation has increased. Surprisingly a 

study by Thomas Vo (2008) concludes there has been no significant change in correlations 

between the S&P 500, FTSE 100, and Nikkei 225 over time. Vo (2008) was measuring to see if 

the correlation between these markets increased in times of economic crises. The two terrorist 

attacks he examined were 9/11 and the London IRA Bombing of 1990. In response to these two 

events, there proved to be strong correlation between the S&P 500 and FTSE 1000, while the 

Nikkei 225 had lower correlation to the two. This lower correlation with the Nikkei 225, could 
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be an opportunity to hedge risk in one’s portfolio for investors who are concerned with the 

impact of terrorism on their portfolio. One last idea discussed by Chuliá, Climent, Soriano, and 

Torró (2009), is that the trading hours are different internationally so if one market opens lower 

or higher, then a market that opens later could also partly be a reaction to opening prices in the 

previous market.  This brings up an important point in these studies. There is no evidence that 

the day after will be the same for all market because of the different time zones and when the 

market is open. 

In addition to correlation, it is important to look at the contagion factor when analyzing 

the financial market’s reactions to terrorism. The World Bank defines contagion as, “is the cross-

country transmission of shocks or the general cross-country spillover effects”. This definition 

differs slightly from Pericoli and Sbracia (2008, p. 3), in Volatility Transmission Patterns and 

Terrorist Attacks, who describe it as “Contagion occurs when volatility of asset prices spills over 

from the crisis country to other countries.” Contagion has been studied after numerous events 

and while some studies have found that the correlation between international markets increases 

in response to negative financial effects, many have found no increased correlation. I have not 

been able to find any specific articles that study the direct relationship between contagion and 

terrorism. This is a significant gap that seems to exist.  

The financial market’s reaction to terror is usually one that evolves as time goes on. 

There is a general sense that after a terrorist attack, there is overreaction in the markets, which 

then corrects itself in the medium term, and in the long term the reaction of the financial markets 

is based on the resolution of the problem.  Many studies analyze this change and overall reaction. 

The best analysis of the reaction is The Impact of Terrorism on Financial Markets (Johnston & 

Nedelscu, 2006).  
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The most evident costs of terrorism are the immediate costs incurred. These are the most 

obvious costs and the easiest to study as well. As a result there is little deviation in how different 

studies measure the initial costs and effects of terrorism. Johnston and Nedelscu describe the 

short-term costs as, “destruction of life and property, responses to the emergency, restoration of 

the systems and the infrastructure affected, and the provision of temporary living assistance”. 

They then continue to discuss the costs and initial economic damage of the September 11th 

attacks. The direct costs resulting from the attacks were $27.2 billion, estimated by the 

Organization for Economic Co-operation and Development (Lavoix, 2017).  

In addition to the initial direct costs paid out by the government, private entities, and non-

government organizations, there is usually an initial reaction by the financial markets. In 

response to the 9/11 attacks the financial markets halted trading for 4 days. The NYSE and the 

NASDAQ closed in response to the damage done to firms that were key to the operations of the 

U.S. financial markets. There were multiple companies in both World Trade Centers that 

managed and completed trade transactions. Lehman Brothers has their IT development center in 

the World Trade Center 1 with 150 technical staff members and a datacenter nearby. It was 

reported that Lehman Brothers had to “move 400 traders and recover mostly proprietary trading 

and financial-risk applications in new environments”. (Grygo, Scannell, Woollacott, & Neel, 

2001) In addition to Lehman Brothers, Marsh & McLennan, Deutsche Bank, and TradeWeb all 

had significant damage that impeded their day to day operations and their ability to manage 

trades. It was estimated that it would cost $3.2 billion to replace the 30,000 securities trading, 

sales and operational posts, and other technology. (Grygo, Scannell, Woollacott, & Neel, 2001) 

The direct costs were even further amplified in the financial markets, when the opened back up. 

 When the U.S. stock market opened back up on September 17th, the Dow Jones 
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Industrial Average fell 7.1%, according to the Wall Street Journal. The day after the 2004 

Madrid explosions, Spain’s IBEX 35 index closed 2.2% lower and after the 2005 London 

bombings, the FTSE closed down about 1.4%. In The Impact of Terrorism on Financial Markets, 

the study found that in most cases there are extreme responses in stock returns on the day of or 

immediately following the attacks. Furthermore, the article found that in a study of 77 terrorist 

events, at least one stock index showed a significant initial impact. Through different 

perspectives, we can conclude that terrorism usually has the strongest effect on the day of the 

attack, or the next trading day, as the market experiences fear and volatility. An interesting 

finding by Johnston and Nedelscu (2006) is that the impact of the attacks on the financial 

markets is not directly correlated to the magnitude of the attacks. I hypothesized that the 

magnitude of the attack and the location of the attack will be key factors; however, I found no 

research measuring the impact of these factors. This is a gap that I hope to fill, in finding out 

what are some of the main factors in terrorist attacks that cause stronger reactions by the market. 

This is a difficult gap because all terrorist attacks are different and have varying detrimental 

effects.   

Looking past the immediate financial impacts of terrorism, we move into the time when 

the market is usually rebalancing itself. We usually see this a few days after the event, when 

investors are relying less on fear and more on the fundamentals of the value of the market.   This 

is the period when the direct costs are no longer the focus, but instead we turn to the sentiment of 

the market. The effect that we usually see here is the deterioration of investor and consumer 

confidence. In response to this fear, many investors and consumers reduce their spending and 

decide to save more. Johnston and Nedelscu (2006) concluded that in a response to falling 

investor confidence, we might see a drop in asset prices and flight to quality across the markets. 



HOW DO TERRORIST ATTACKS AFFECT THE FINANCIAL MARKETS?
    
 

10 

Additional studies on how the price of gold changes after terrorist attacks could be helpful in 

confirming or proving this incorrect.  

Johnston and Nedelescu (2006) found that the strength of the initial impact on the 

financial markets declines the days following the attack. This study found that in the U.S. bond 

market, the effects are mostly on the day of the attack, whereas the gold market, takes longer to 

react and price in the events. In the stock market, the reactions vary between only on the day of 

the attack and various time periods after the attack. Within the event study, the previous 

statement is supported by looking at the effects on the FTSE All World, MSCI Europe, S&P 500, 

and the SMI after 5 major terrorist events. These events include the 9/11 attacks in the US, 

bombings in Madrid, Russia and Egypt and suicide bombings in the UK, all taking place 

between 2001 and 2005. The event-study shows that all of the attacks, except for the suicide 

bombings in the UK, resulted in negative cumulative abnormal returns (CAR) on both the day of 

the attack and the 6-day period following.  

A study by Chens and Siems supports the information found that European capital 

markets were exposed to negative CARs 6 days after the 9/11 attacks (Chen & Siems, 2004).  

While this might not be a direct result of correlation and contagion, it supports the idea in that we 

see the markets moving in the same direction after significant terrorist events, measured by the 

number of fatalities. There were 2,996 fatalities as a result of 9/11 in 2001 during  (Harden, 

2016), 191 fatalities as a result of the Madrid bombings in 2004 (History.com Staff, 2010), 6 

fatalities, including the Chechen president, as a result of the Russia Bombing in 2004 (Bomb 

Kills, 2004), 34 fatalities as a result of the Egyptian bombing of Sinai in 2004 (History of, 1992), 

and 52 fatalities as a result of the UK suicide bombing in 2005 (7 July, 2015). While many other 
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factors must be taken into consideration to measure the magnitude of an event, the number of 

fatalities is an important and measurable factor.  

Lastly, many researchers have analyzed the long-term impact of these terrorist attacks. 

Usually after a terrorist attack, we see the financial markets drop and then eventually return to 

previous levels. While we usually see market levels return to their previous levels, there is the 

question of how they are affecting different internal factors of the markets, such as different 

sectors. Johnston and Nedelescu found that in the long-term the markets reflect how investors 

feel about the reaction and resolution to the attacks. For example, as a quick response to the 9/11 

attacks the Federal Reserve stepped in and provided liquidity, which helped investors and 

consumers maintain confidence and ensure that all business transactions were performed as 

usual. This quick reaction helped decrease fear and uncertainty in the market during a time of 

shock and panic within the United States.  

The study by Johnston and Nedelscu also questions the impact that attacks have on 

productivity in raising costs through increased “security measures, higher insurance premiums, 

and the increased costs of financial and other counterterrorism regulations.” While studies have 

looked at the long-term effects of terrorism on the markets, it is made difficult by other factors in 

the markets. Most of the long-term costs are indirect and it is hard to isolate the effects of 

terrorism on the overall financial markets. This is a gap in research that has been difficult for 

researchers to fill.  

While the studies have been done over the last few decades analyzing the short-term to 

long-term effects of terrorism on the financial markets, these effects have changed, as terrorist 

attacks have become more frequent. The Wall Street Journal reported after the Paris attacks that, 

“investors have become more used to terror on their own streets” (Stubbington, Albanese, & 
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Kantchev, 2015). A U.S. equity strategist at S&P Capital IQ, Sam Stovall described the market 

reaction to the 2015 Paris Attacks, by saying, “Because we don’t see these terrorist actions 

causing substantially more weakness to the global economy, we believe any share price decline 

will be short lived” (Egan, 2015). The Chief Investment Officer at Commonwealth Financial 

network, Brad McMillan, says that investors understand that “maniacs” will kill innocent people 

(Egan, 2015). This supports the idea that while there may be some initial emotional panic, 

investors understand that it does not usually warrant financial panic in the long term.   A senior 

portfolio manager at Russell Investments concurred with saying, “Sadly, there’s an 

understanding this is part of the world we live in” (Stubbington, Albanese, & Kantchev, 2015). A 

significant amount of the research done on the effects of terrorist attacks on the financial markets 

was done before 2006, and has not analyzed the change in the effects of terrorist attacks. Many 

studies use 9/11 as one of the most studied events because it had one of the hardest hits on the 

financial markets. Since the United States has not experienced an attack of this magnitude in the 

last 15 years, it is difficult to measure the change in how the financial markets react to terrorist 

attacks. 

While the reaction of overall market movements can be difficult to isolate, analyzing the 

sector reactions can be slightly clearer. Studies mostly agree that the sectors that are the most 

affected by terrorist attacks are travel and insurance sectors. Chesney, Karaman, and Reshetar 

(2011) attribute this to the number of fatalities and significant property damage affecting the 

insurance sector and increased fear harming travel companies. The study also discusses how after 

9/11 the insurance industry generated losses of over $50 billion from large claims after the 

attacks. Further studies by the International Monetary Fund show that some of these insurers 

might have ended up profiting overall, as they were able to increase premiums in the time of 
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increased uncertainty. The article also states that some insurers didn’t have to pay some of the 

claims through using act-of-war clauses. In response to 9/11, government agencies stepped in to 

give direct assistance to insurance and airline industries.  It is evident that due to the fear that 

terror attacks induce, travelers are more likely to cancel their trips and decide to stay at home. 

Kathleen Burke, a reporter for MarketWatch, reported in 2015 that a survey by YouGov showed 

10% of American travelers canceled a trip in response to terror attacks. The World Travel & 

Tourism Council (2017) says that on the macro level tourism remains resilient, despite terrorism. 

However, the council also says that in countries where terrorist attacks have occurred, the money 

brought in by foreign visitors usually suffers. In 2016, this was exemplified by a decrease in 

inbound tourism spending, with a 4.4% decrease in Belgium, a 7.3% decrease in France, and a 

22% decrease in Turkey (World Travel & Tourism Council, 2017).   

While insurance and tourism companies are negatively impacted by terrorism, a study by 

Chesney, Karaman, and Reshetar (2011) found that defense and pharmaceutical/biotechnology 

companies can have positive movements in response. The study analyzed terrorist events in 25 

countries over an 11-year time period, using a variety of methods. While the defense and 

pharmaceutical/biotechnology companies do not always positively react to terrorist attacks, this 

study found that they had positive 11 and 30 day CARs in response to 9/11, the bombings of 

Madrid, and Egypt in 2004 and in London in 2005. Chesney, Karaman, and Reshetar (2011) 

hypothesized that this is likely due to an increase in spending by the government as preventative 

actions for future attacks. While these effects seem slightly obvious, this study only takes into 

account attacks from 1995 to 2005. 

While terrorist attacks usually have negative effects on the tourism and insurance sector, 

and positive effects on biotechnology and defense sectors, they have mixed effects on the 
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financial sector. Looking at the cumulative average abnormal returns after 9/11 for the market’s 

banking and financial sectors, Chen and Siems (2004) found that they are negative when studied 

both 6 and 11 days after. This study also found that it took the Tokyo stock market the shortest 

time to rebound in 6 days, while it took the Johannesburg financial sector the longest at 162 day 

to react to the 9/11 attacks. In addition it took the NYSE exchange banking/financial sector 13 

days to rebound (Chen & Siems, 2004). It is important to remember that this was one of the most 

shocking and deadly attacks on the Western world and is not of the same magnitude of most 

terrorist attacks. In addition, the global market reactions to 9/11 were of higher magnitude 

because New York is the financial capital of the world. The United States Government and the 

Federal Reserve reacted to these attacks in a way that absorbed the shock and enabled businesses 

to continue to perform their functions.  

As terrorism has become an increased problem in our world, terrorist attacks continue to 

destroy lives, impact business operations and have effects on financial markets around the world. 

Terrorism is strategic and sends nations into shock and induces significant fear, which is 

sometimes passed on to the economy. This shock and fear runs through the financial markets 

having adverse effects. While these affects are generally negative, sectors, nations, and overall 

markets all have different reactions to terrorism, often based on the location, magnitude, and type 

of terrorism.  Throughout my research, I whether or not these terrorist attacks truly modify the 

financial markets by analyzing the S&P 500 index.  

 

Methods & Results 

As previously stated, I wanted to run my study with a focus on the U.S. stock market and 

how it reacts to terrorism. I hypothesized that the U.S. stock market would see a decrease in the 
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days following a significant terrorist attack. My hypothesis was impacted by a quote by Warren 

Buffet, which states, “Occasional outbreaks of those two super-contagious diseases, fear and 

greed, will forever occur in the investment community. The timing of these epidemics will be 

unpredictable, both as to duration and degree”. This idea that fear is a key driver of the market 

led me to believe that after a terrorist attack, there is an increase in fear, which effects the 

market. My hypothesis was that it would negatively impact the market because the increase in 

fear would decrease consumer and investor confidence, leading to a decrease in investment and 

an overall stock market decline.  

When collecting my data, I made decisions to filter and select particular data so use in my 

study. I had to decide what events could be classified as terrorism, which events I wanted to 

focus in on, what index to analyze, and what size of events.  

 I started by deciding what definition to use for terrorism. As previously mentioned, there 

is no universal definition of terrorism that the international community uses. I decided to use the 

U.S. definition because I was using the S&P 500 and attacks that were primarily in the United 

States. Title 22 of the U.S. Code defines terrorism as “premeditated, politically motivated 

violence perpetrated against noncombatant targets by subnational groups or clandestine agents, 

usually intended to influence an audience.” This definition eliminated some of the big events in 

the U.S. that I had previously considered including, such as the Sandy Hook Shooting, 

Colombine High School Shooting and the Virginia Tech Shooting. These could be removed 

because I did not feel like these shootings were “politically motivated”, nor were they performed 

by “subnational or clandestine agents”. As horrific as these attacks were, they were not declared 

to be terrorism as defined by the United States.   
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Next, it was necessary to filter through the events that had already been declared as 

terrorism because of the numerous attacks globally throughout history. I decided to first focus on 

events in Western Nations because terrorism is very common in places such as the Middle East, 

which would make it more difficult to isolate these events if included them in the study. I also 

chose to study events of a certain magnitude because of the vast number of terrorist attacks. 

Between 2001 and 2009, there were 91 homegrown terrorist attacks in the United States and 380 

international terrorist attacks on the United States (Muhlhausen & McNeill, 2011). I defined this 

magnitude as over 10 deaths or over 200 injuries. 

Lastly I chose the S&P 500 as the index to study. The S&P 500 is market cap weighted 

and is one of the largest and most diverse indices. It represents about 80% of the total value of 

the U.S market, making it a representative index of what is happening in the U.S. economy.  

Using the daily market returns for the S&P 500 from the Wharton Database, I found the 

compounded abnormal return (CAR). The compounded abnormal return tells us the excess return 

over what is expected for the market during a certain time period. This was calculated by finding 

the average return for the year that ended 2 months before each event, to avoid contamination of 

the event. Then the CAR was calculated for the immediate day after the event and the 5-day 

period after the event. Using t tests, I calculated the probability of the 5-day CAR for each 

events. The events that were analyzed were: The Lockerbie Flight from London to New York, 

the first World Trade Center Bombing, the OKC Bombing, 9/11, the Madrid Train Bombings, 

the London Transport Bombings, the Fort Hood shooting, the Boston Marathon Bombing, the 

2015 Paris Attacks, the San Bernardino Shooting, the Brussels attack, and the Orlando Nightclub 

Shooting.  
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Results from the data analysis can be seen in Figure 1. The chart is sorted by the 

probability that the stock market would create the calculated 5-day return after the terrorist attack 

on any random day within the time period covering the year before. The probability was 

calculated by using t-test values. The only statistically significant event was 9/11, which 

provided a -11.69% compounded annual return for the 5 days after the market reopened after 

9/11. Volatility was higher than usual as well after 9/11 at 1.79, compared to a normal level of 1. 

This volatility level is calculated by comparing the standard deviation of the stock market returns 

for the year ending 2 months before the attack date to the standard deviation of the 5 days after 

the attack.  

While 9/11 was the only statistically significant event causing a negative reaction, there 

was only a 14.44% probability that the market would react the way it did after the Boston 

Marathon Bombing, returning -2.9% the 5 trading days after the attack. The compounded 

abnormal return for the 5 day CAR, had the second lowest probability of happening, out of the 

chosen attacks. The Boston Marathon Bombing was an interesting attack because the city was on 

Location Country Date Casualties Injuries

5 Day 

Compounded 

Annual 

Return

Annual Return 

on Event Date 

or First Date 

Stock Market 

Open

Probability Volatility

New York City USA 9/11/2001 2,993 8900 -11.69% -4.99% 0.04% 1.79

Boston Marathon Bombing USA 4/15/2013 3 264 -2.90% -2.61% 14.44% 1.51

London Transport Bombings W.Europe 5/7/2005 52 770 -1.81% 0.61% 23.19% 1.10

San Bernardino, CA USA 12/3/2015 16 23 -3.07% -1.43% 32.33% 1.34

Paris Attacks W.Europe 11/13/2015 130 200 0.28% -0.97% 41.08% 0.81

Fort Hood, Texas USA 11/5/2009 13 32 5.23% 1.98% 41.95% 0.37

OKC Bombing USA 4/19/1995 168 1259 0.72% -0.29% 46.16% 0.52

Madrid Train Bombings ("11-M") W.Europe 3/11/2004 191 1800 -2.12% -1.50% 63.39% 1.07

Orlando Floria USA 6/12/2016 50 53 -2.25% -0.80% 64.26% 1.30

Pan Am Flight 103                   

(London→NYC)

12/21/1988 259 11 -0.61% -0.11% 88.93% 0.44

Figure 1. Data on the S&P 500 after terrorist attacks 



HOW DO TERRORIST ATTACKS AFFECT THE FINANCIAL MARKETS?
    
 

18 

lockdown as police searched for the terrorists who were responsible for the bombing. This not 

only stopped operations in one of the largest cities in the United States but it also increased the 

level of fear in citizens around the nation. In addition 8 out of 10 of the events studied had a 

negative CAR the trading day following the attack and 7 out of 10 of the events had a negative 

CAR for the 5 days following the terrorist attack. While only 9/11 was statistically significant, 

well over a majority of the events had negative CAR’s for both 1 day and 5 days after the event.  

 There was no clear connection between the number of deaths and injuries and the return 

on the market. When plotted on a trend line graph, it illustrates the relationship between the 5 

day CAR and the number of deaths and injuries. Figure 2 leads one to believe that there may be a 

direct relationship; however, when 9/11 is removed from the data, as it is in Figure 3, there is no 

clear trend. This is different from my 

hypothesis, as I believed that there would be 

a relationship between the magnitude of an 

event and the negative impact it has on the 

financial markets. While the selected events 

don’t support this hypothesis, there is a clear 

relationship between the magnitude of 9/11 

and the impact it had on the stock market. It 

is often cited as the biggest terrorist attack on 

the United States, as it hit the biggest city in 

the nation, killed almost 3,000 people and injured thousands more, and caused significant 

financial damage.  
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Figure 2. The magnitude of the terrorist attack compared to 
the 5 Day CAR, including 9/11 

Figure 3. The magnitude of the terrorist attack compared to 
the 5 Day CAR, excluding 9/11 
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While no relationship between the number injured or killed and the return of the financial 

market was found in this study, there may be a relationship with other measurements of 

magnitude. The damage on the financial market could be correlated to the size of the city hit or 

the financial damage, among other factors. In addition, it is important to note that New York City 

is the financial center of the world and that could have made the financial market reaction more 

severe than if the attack had happened in other large U.S. cities, such as Los Angeles or Dallas. 

In the literature review, an article in the Wall Street Journal (Stubbington, 2015) was 

reviewed that said the financial markets react less to terrorism today than in earlier years. The 

article was written after the 2015 Paris attacks and said that investors have become more used to 

terror. In my research, no evidence supported this claim. The PanAm Flight in 1988 and the 

Oklahoma City Bombing in 1995 both had negative compounded abnormal returns the day after 

the bombing. However, the OKC bombings had a slightly positive compounded abnormal return 

for the 5 days after the attack. These are two of the largest terrorist attacks on Western Nations, 

prior to 9/11 so if this claim were true we would expect these events to have very negative 

CAR’s, which was not the case. In this study there was no sign of the markets becoming more 

immune to terrorist attacks as the Wall Street Journal hinted at.  

 

Discussion Section 

Overall, there were no significant findings in the data analysis, except a significant effect 

caused by the terrorist attack 9/11 on the financial markets. The NYSE did not open on 9/11 and 

remained closed until 9/17. The markets were closed for 4 trading days, which provided time for 

the nation to process and react to the terrorist attack. It also gave time for fear and questions to 

build in the financial market. While there seems to be a clear relationship between the terrorism 
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of 9/11 and the negative economic returns, market closure could have provided a time gap that 

made the decrease of the market even more severe due to the 

buildup of fear. As shown in Figure 4, the first day the market 

opened after 9/11 was 9/17/2001, which was the Monday following 

the week of the terrorist attack. The market returned a -4.99% 

compounded abnormal return the first day the market was open 

after the terrorist attack. The negatives returns became less extreme 

than this almost negative 5% return, as the week went on.  

While this study and data analysis shed some light on the economic reaction of terrorism, 

there are still gaps and areas for additional research. Additional research could be done by 

incorporating indices from foreign countries. The United States is a leading economy and one of 

the strongest in the world. The S&P 500, in particular is argued as the strongest and most stable 

market in the world. As a result this index does not usually see significant movement unless 

there is clear reasoning for it. If using a less stable index, we might see larger dips the day of and 

the days following a terrorist attack with a more clear correlation. 

In addition, using a larger selection of events, especially from pre 9/11 could lead to more 

accurate results. However, while the results may be more accurate, if too many events are 

considered, it could be difficult to isolate the effects of each terrorist attack on the financial 

market. In times of significant uncertainty or fear, gold prices often increase in a “flight to 

safety”. The emotion of investors might be better analyzed by looking at commodities in a time 

when we can expect there would be a move toward investing in real assets. If the price of gold 

went up after each terrorist attack, then we might be able to confirm that terrorism induces 

enough economic fear that leads investors to search for safer assets.  

Date

Avg Return 

Year 

before

Daily CAR

9/10/2001 -0.08% 0.43%

9/17/2001 -4.99%

9/18/2001 -0.75%

9/19/2001 -1.63%

9/20/2001 -2.98%

9/21/2001 -1.78%

Figure 4. Daily CAR after 9/11 
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Lastly, completing the study again looking at the individual industries more could lead to 

more telling results and provide more information on how to diversify one’s portfolio against 

terrorism. Research by Chesney, Karaman, and Reshetar (2011) found that after terrorist events 

of a certain magnitude, travel and insurance sectors are negatively impacted, while defense, 

pharmaceutical and biotechnology companies are often positively affected. Further research 

could be performed on this theory by looking at sector ETFs or by looking at individual stocks in 

each industry.  

 

Implications Section 

This topic sparked my interest while working in a private bank, where billions of dollars 

in assets are managed every day.  During my time there, I observed many clients calling their 

bankers in panic in response to any terrorist news that they observed. This led me to ask the 

question if there really was a correlation between terrorism and the financial markets. My data 

collection and analysis does not signal that terrorism has any significant impact on the S&P 500 

index, with the exception of the extreme case of 9/11.  

While no significant impact on the S&P 500 was observed in this study, except for 9/11, 

there could be impact on the various sector and a larger impact on less stable indices. A study 

looking at the individual sectors, various indices, and the price of commodities, might support a 

particular investment strategy. Using the information from previous studies, if worried about 

diversifying against terrorism, investors should not overweight their portfolio with securities in 

the travel or insurance industry. If one has considerable investments in these industries, then that 

individual should diversify by also owning securities in defense, biotechnology, and 

pharmaceutical stocks.  
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It can be recommended to an investor to not overreact to fear caused by terrorism. There 

is no statistically significant impact from terrorism on the S&P 500, except for in extreme cases 

such as 9/11, so it is important to not pull money out of the stock market in response to a terror 

attack. Media coverage can often be extreme and can induce panic in some investors; however, 

there is no clear correlation between the S&P 500 and terrorist events. Therefore, there is no 

reason to pull money from the stock market after a terrorist attack if one is primarily invested in 

companies that make up the S&P 500. This study does not address investing in other foreign 

markets, so if an investor has significant assets abroad, there may be concern for their finances 

after a terrorist attack. Further data analysis would be required to run this study and make this 

statement.  

 

Conclusion 

In conclusion, while only one of the events yielded a statistically significant change in the 

market return, there was a noticeable trend toward negative returns. The S&P 500 is arguably the 

most stable financial market in the world as it is the largest market in the U.S. and the U.S. is the 

largest country by GDP. Using the research discussed in the literature review, correlation and 

contagion are likely to be reflected in the international markets as foreign indices react in the 

same way as the U.S. but in a more volatile fashion. A study looking at less stable international 

markets might find more statistically significant market reactions. The spillover from the U.S. to 

smaller nations and economies is not something to be underestimated.  

 The effects of terrorism can be observed from the moment immediately after an attack 

and can exist a long time after the attack as well. The immediate effects of a terrorist attack can 

include the loss of life, damage to property, destruction to business, and the generation of fear. 
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While the strongest effects are often observed on the day of a terrorist event, these effects can 

still be observed in various financial markets after the first day. Adverse effects can be seen in 

different countries, markets, and sectors. As discussed, travel and insurance sectors are often 

negatively affected by terrorist attacks. On the other hand, defense and 

pharmaceutical/biotechnology companies sometimes move in a positive direction as a reaction to 

a terrorist attack.  

 As terrorism aims to induce fear and disturb communities around the globe, it is 

important that the financial markets maintain stability. If investors allow fear to determine their 

investing decisions, then the goals of terrorists will be met. The S&P 500 serves as a leading 

index in the financial markets as it has not reacted in a statistically significant way to terrorism, 

for the most part. We can hope that even as terrorists aim to effect the operations of businesses 

more and more, the S&P 500 can continue to respond in a way that is not over exaggerated. This 

will be observed if the S&P 500 continues to respond in a way that reflects the fundamental 

value of the market.  

Terrorism is a horrific act that has unfortunately become something that we are seeing 

increase. While the main goal of many terrorists is to induce fear, it usually also harms families, 

businesses, communities and entire nations emotionally, socially, and as we observed in this 

study, even financially.  
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