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Abstract 
 
Purpose – The purpose with this study is to, in light of the globally integrated world 

economy, examine the impact of Major World Events (MWE) on international stock 

market prices. 

Design/methodology/approach – The study uses an exploratory approach, in order to 

obtain a deeper insight in the phenomena, and to capture any price changes within an 

index, an event study methodology has been conducted. 

Findings – The authors found that stock markets react differently from certain 

categories of MWE. The only significant occurrence of spillover effects following a 

MWE was to be found for “positive” and “neutral” political events, and to “negative” 

economical events. Additionally, the authors provide evidence of that European stock 

markets follow similar patterns regarding in what extent they are affected when a 

MWE occurs.  

 

KEY WORDS: Major World Events, Abnormal returns, Stock Markets, Spillover 

effects and Internationalisation.   
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1. Introduction	  

“When information becomes available about a cataclysmic event – like a terrorist or 

military attack – investors often flee the market in search of safer financial instruments 

and panic selling ensues” (Chen and Siems, 2004, p. 349). 

 
On the 11th of September 2001 the world could watch a second airplane hit the North 

tower of the World Trade Centre in New York, of what was until then the most severe 

foreign attack on American soil. The assault targeted major political and economical 

centres in the US, and resulted in the death of thousands and extensive material losses. 

Besides this, the US stock market experienced a loss of trillions US dollars due to the 

negative price reaction from investors. The unexpected event also caused spillover 

effects globally; 94 % of 33 stock markets performed significant negative “abnormal” 

returns following the attack (Chen and Siems, 2004). Moreover, another example of a 

dramatic world event is the 2007/2008-financial crisis, which has developed to become 

the deepest economic crisis since the Great Depression 1927. What started as a 

domestic crisis in the US due to sub-prime mortgage, came to spread and bring 

economical impacts all over the world (Jones, 2009).  
 
The two events above are examples of Major World Events (further referred to as 

MWE), which in our study include events related to economy, politics and natural 

disasters. It is evident that even if a MWE physically may be limited and occurs in 

only one country, implications from it may affect several more. I.e., the occurrence of 

a MWE in one country may cause so-called spillover effects, which refers to that the 

consequences of an event (often in an indirect way) “contaminate” or “infect” other 

countries. Furthermore, there are previous studies that suggest that the degree of 

spillover effects following an event has become even more evident due to the 

integration of the world economy (Baele, 2005). 
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1.1 Background 

1.1.1 Formation of a more integrated world economy 
The world economy has gone through rapid transformation during the last decades. 

Decisive factors such as political agreements, liberalization and deregulation of (e.g.) 

financial market have opened up for more internationally integrated markets where 

companies, investors and capital have become more moveable over borders. Coleman 

and Underhill (1998), for instance, points out the formation of the European Union 

(EU) as one of the most striking examples of international economic cooperation and 

integration with its purpose to facilitate exchange of goods, services, capital and labour 

between member states. Additionally, the increased amount of Regional Trade 

Agreements (RTA) such as North American Free Trade Agreement (NAFTA), 

Southern Common Market (MERCOSUR) etcetera, is as well some of the most 

prominent examples of international economical agreements. 

 
The market integration has also given rise to opportunities for corporations to (1) carry 

out new investments that can be fulfilled through more economically beneficial 

(“cheaper”) equity obtained overseas, (2) relocate manufacturing operations abroad or 

(3) list company’s stocks in foreign market (Levinson, 2009). However, the majority of 

European corporations prefer to list their stocks in the US market, while the opposite 

trend has declined. The cause can mostly be explained by high trading cost, low 

accounting standards and inadequate shareholder protection within the European stock 

markets (Pagano et al., 2002). Yet, several corporations have managed to gain 

competitive advantage due to the internationalisation, particularly those who grew to 

become transnational corporations (TNC), were they are involved in numerous of 

countries in an often complex structure (Dicken 2011, p. 110-1140).  

 
Further, one phenomenon that has increased regarding investment strategies is 

financial diversifications, which refers to when investors tend to invest in one or a few 

certain businesses across multiple foreign stock markets, rather than limit their 

investment to their domestic market. Thus, the idea of having a diversified portfolio in 

order to reduce risks has also increased. On the other hand, a few large financial 

services corporations (e.g. Intercontinental Exchange Group Inc, NASDAQ OMX, 

Tokyo Stock Exchange and London Stock Exchange) operates with multiple stock 

markets located worldwide, creating a complex network in order to meet customer 
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demand. However, taken all together, the different incitement to create more 

internalisation have indeed resulted in a more dynamic and uncertain world economy, 

especially within the financial markets. 

1.1.2 Spillover effects  
Even if a more open and accessible world economy may have positive outcome, e.g. a 

more efficient market, there are potential risks related to it. Unfortunately, as stated 

above, an integrated and harmonized financial market opens up for the assumption that 

economical risks and financial problems occurring in one country may have spillover 

effect to other financial markets. For example, Baele (2005) studied in what extent 

volatility (returns) in domestic financial markets is explained by events that occurs 

outside the actual country. By studying 13 European countries, the author provide 

evidence of that they are highly affected by economic events from, e.g. regional- 

(within member countries) and of global (from North America) shocks. According to 

the study, the main reasons for the increase of the shock spillover effects intensity in 

the 1980’s and 1990’s, is the economic integration through liberalisation and the 

deregulation of financial markets. For example, the spillovers to European financial 

markets increased from 8 % of local variance in first half of the 1980’s to 23 % by the 

end of 1990’s, and the US in turn increased from 15 % to 27 %. This view is supported 

by Badinger (2013), who argues that the impact of international shocks has increased 

substantially up to the 1980’s. The author claims that “a global shock quadruplicates 

by propagating through the world economic system via both trade and financial 

linkages” (p. 27). Furthermore, in a study which set out to determine the linkage 

between Asian and American following an economic- or financial crisis, Royfaizal et 

al., (2009) provide evidence of that the relationship between the Asian and American 

stock markets is the most evident during- and post crisis. However, they are relatively 

independent the period before the occurrence of a crisis. This is a conclusion Lahrech 

and Sylwester (2005) also highlights when conducting similar study, however between 

Latin American and US stock markets. 

1.1.3 Consequence of an integrated world economy  
In view of all that has been mentioned so far, one may suppose that as the world 

financial market gets more globally integrated, stock market volatility and risk for a 

countries to undergo spillover effects due to economical event should hypothetically 

increase. According to this hypothesis, financial services corporations (stock markets), 
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transnational corporations and investors in general will most likely face higher level of 

potential market risk the more integrated the world economy gets. If this assumption is 

correct, the probability of the occurrence of economical events will essentially 

(hypothetically) result in an increase in investments risk, in terms of making financial 

markets, corporate decision and private investments more unstable and uncertain.  

 
Yet, there has been little discussion about whether major political or natural disasters 

as well are potential source of spillovers effects, i.e. does these types of major events 

share the same underlying mechanism as the economical as mention above? If so, 

financial markets, corporations and investor should also consider their consequences. 

To give an example, the outcome of 9/11-terrorist attack resulted in, to name a few, 

Sweden -7.65 %, Norway -4.53 % and South Korea -12,42 % in abnormal returns 

(Chen and Siems, 2004). Though, it is hard to ignore the fact that the 9/11-event is 

indeed an extreme case and what is not yet clear is do all types of political, economical 

and natural disaster events most likely give rise to market reactions and if so, in what 

extent?  

1.2 The purpose and research question 
The purpose with this study is to, in light of the globally integrated world economy, 

examine the impact of three main MWE-categories (political, economical and natural 

disasters) on international stock market prices. In addition, this thesis intend to 

determine whether any sub-categories (positive, neutral or positive events) will most 

likely cause a market reaction or not. Finally, we also intend to examine if the 

observed countries share the same reactions or patterns, in order to identify any 

internationalising amongst them. In summary, this thesis seeks to address the following 

question: How and in what extent does MWE have an impact on stock market prices in 

the globally integrated world economy? 

 

Current and potential problems associated with the global integration of stock markets 

are indeed relevant and important out of a theoretical and practical perspective. The 

results of the study can perhaps be useful not only to understand how MWE affects 

stock market prices even if they do not occur in the immediate area, but also in order to 

make more accurate estimations regarding future investments. In addition, the 

understanding of in what extent MWE affects world stock markets is helpful 

information to policy makers and politicians in order to implement adequate regulation 
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and legislation that correspond to how the world economy and financial market 

evolves. Finally, this study could also increase the understanding of the subject 

theoretically, which could enhance further research. For example, by distinguishing 

different types of sub-groups, the study may be able to identify types of MWE that 

could be a subject for further studies.  

1.3 Disposition  
The overall structure of the thesis takes the form of six chapters, including this 

introductory chapter. Chapter Two begins by laying out the theoretical dimensions of 

the research, and looks at in what extent different MWE sub-groups; political, 

economical and natural disasters, with related groups, have an impact on the stock 

market prices. The third chapter is concerned with the methodology used for this 

study. The fourth chapter presents the findings of the research, focusing on the four 

key themes that concern MWE. The fifth chapter draws upon the entire thesis, trying 

up the various theoretical and empirical strands in order to draw relevant conclusion, 

and includes a discussion of several of contributions. The final chapter, includes the 

conclusion which gives a brief summary and areas for future research.  
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2. Literature review 
2.1 Markets reaction to new information 
Fama (1969) published a paper in which he describes the theory of efficient capital 

markets that eventually led to a considerable amount of literature has been published 

the last decades. The primary concept of the hypothesis is “…that security prices [or 

market] at any time ‘fully reflect’ available information is called efficient.” (p. 383). In 

other words, when new information is made available in financial markets, current 

prices will immediately be reflected. Moreover, he suggest that a price which “fully 

reflect” new information comes in three forms. First, a financial market that only is 

reflected by its past prices or return histories refers to the weak form. Second, if the 

market also has taken other publicly available information (i.e. announcements within 

the market) into account, the current price tends to adjust immediately, which bring us 

to the semi-strong form. Last, market participants that possess monopolistic access to 

vital information that has an impact on price refer to the strong form. 

 
However, a large and growing body of literature has challenged the market efficient 

hypothesis. For instance, within behavioural finance, scholars argue that academic 

finance is indeed in need of supplements of other broader social science perspective, 

such as psychology and sociology. According to Shiller (2003) “…to some observers 

/… / changes in prices occur for no fundamental reason at all, that they occur because 

of such things as ‘sunspots’, ‘animal spirits’ or just mass psychology” (p. 84). Further, 

Brown (2011) claims that there are no underlying mechanism that drives prices to 

“fully reflect” new information, and that the hypothesis fails to act as a benchmark for 

detecting, e.g., when a bubble is forming and when it might collapse. Malkiel (2013), 

who argues for the market efficiency hypothesis, although states that pricing is not 

always perfect, and the market has done some mistakes due to the irrationality of 

market participants.  

 
According to Shiller (2003), investors tend to under- or overreact to new information, a 

view which also is supported by De Bondt and Thaler (1985), were the authors 

concludes that experimental psychology suggests that people in general tend to 

“overreact” to events that are dramatic and unanticipated. Nevertheless, the behaviour 

was also identified at a market and financial level by Merrill (1984), which study 
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specifically is based on American stock market reactions on events related to 

presidential illness or death. Following the announcement of presidential illness or 

death, the Wall Street stock market instantly reacted negatively. However, when the 

first day passed following the announcement, stock market tended to raise and recover 

from the prior decline. This could, according to the author, be a feature of that the 

market has been overreacting to the events, since a price reaction that is followed by an 

almost instant correction may be assumed to be an evidence of that overreaction of 

events does occur. The provided evidence by Shiller, De Bondt, Thaler and Merrill that 

stock market tend to over- or under react to certain events challenge Fama’s theory of 

an efficient market. 

 

2.2 Major world events and stock market returns 

2.2.1 The impact of major political events  

Niederhoffer (1971) was the first to study the impact of political events, e.g. 

assassination of political leader or outbreak of war. According to the study, there is a 

strong tendency of large negative price change 1-2 days following a major political 

event. On days 2-5 following the events, stock market prices tended to rise, which 

suggests that the market in some extent has been overreacting. The paper also 

concludes that the initial stage of a certain political crisis, e.g. the Cuban crisis (1962), 

has the most impact on stock market prices. In order to achieve a more detailed 

analysis of the impact of MWE on stock market prices, the author distinguish and 

analyses certain categories of events and their particular impact. The categories of 

events did not indicate any significant difference from each other, even if slight 

differences could be detected. Other previous work has been done regarding the impact 

of particularly military and political conflicts on the stock market. In Guidolin and 

Ferrera (2008), a study was carried out with a sample of 101 internal and inter-state 

conflicts during the period of 1974-2004 and how they in turn affected stock markets 

in the US, Great Britain, France and Japan. The result indicated that conflicts have a 

significant impact on stock market return and that in general, national stock markets 

tend to react positively to the occurrence of conflict.  

 
There have also been studies regarding political events that are not related to conflict 

or act of violence. An example of this is the unification process of Germany during 



 

 8 

1989-90, of which its impact on stock returns were studied by Brooks et al., (2005). In 

the study, 31 countries were examined during the most crucial dates surrounding the 

unification. Besides the observing of that the event caused impact on stock market 

prices, the results also indicated that the degree of impact on a country's stock market 

is linked to the degree of economic exchange that a particular country had with 

Western and Eastern Germany. Both Belgium and France, great trading partners with 

Western Germany, experienced the most negative stock market returns during the 

period of the German reunification. Even if this study deals with only one specific 

event, it suggests that the degree of economic exchange between two countries affects 

the way the stock markets in each country react when major political events are 

arising.  

 
Furthermore, there are correspondingly studies of how political and economical 

agreements between countries affect stock market prices. For instance, Moser and 

Rose (2013) analysed the price reactions following announcements concerning RTA’s 

(regional trade agreements), in which 200 RTA and 80 countries were examined 

during a period of 20 years. The authors found evidence of that the stock markets 

reacted significantly positive to formation of RTA’s, especially amongst countries that 

at that time were great trade partners. Finally, the paper also acknowledges an even 

more significant positive market reaction in developing countries following the 

announcement of a RTA, in which the country was included.  

 

2.2.2 The impact of major financial and economical events  

The financial crisis in the US in 2007/2008 due to the sub-prime mortgage lending, 

resulted not only to an economic turmoil within the nation, but countries across the 

globe also experienced collapse in their financial market as a consequence. Standard & 

Poor’s 500 Index fell with more than 50 % from its peak in 2007 in real stock prices 

and the rest of the concerned countries, more or less, were thrown back to a GDP of 

year 1990s. E.g., Japans GDP fell over 15 % first quarter in 2009 (Jones, 2009). 

Another paper that has examined the global impact of the 2008 financial crises is 

Neaime (2012), which particularly examines how the stock markets of the Middle East 

and North Africa region were affected. According to the result, countries that had a 

relatively large extent of economical exchange with the US and European countries 

seemed to be more severely affected by the crisis, while the Saudi-Arabian stock 
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market was not. According to the author the reason for this could be that the country 

has a relatively restricted amount of foreign investors and ownership. This means that 

countries that have an interest or have establishes any form of close collaboration tend 

to share common risk. For example, Dimpfl (2011) examined the impact of US news 

on the German stock market and found that DAX stock prices (German stock market) 

tended to change more significantly to news release one hour prior to the opening of 

the New York Stock Exchange (NYSE). As stated already, if new information is 

announced and made available in the market, the price will be reflected instantly 

(Fama, 1969), and the author found that when NYSE finally opened for trade, the 

DAX index had already reacted. 

 
Furthermore, the linkage between stock market prices and economical events are also 

further investigated by Chen et al. (1986). The paper explores systematic economical 

factors, e.g. changes in inflation or industrial production, which has an influence on 

stock market return and pricing, specifically on the NYSE stock exchange. The 

conclusion of the study is that markets are systematically exposed to economic news, 

and that stock market pricing is in accordance with these. The study does not examine 

economical events as such, but enlighten the linkage between economic news and 

stock market pricing. Narayan and Narayan (2012) have conducted a similar paper, but 

examined particularly the impact on Asian stock markets of major macroeconomic 

events in the US between 2000-2010. The result is not unilateral, i.e. certain country 

stock markets tend to react to certain kind of macroeconomic events, and some does 

not. Depreciation of the home currency compared to USD in all Asian markets did 

have a significant impact on their respective stock market, which also has been more 

comprehensive since the break-out of the 2007 financial crisis. When it comes to how 

the Asian stock market reacted to news regarding American monetary policy stands, 

only the Philippines stock market did react, positively, to that kind of information. The 

authors also provide evidence of that the economic depreciation in the USA caused by 

the outbreak of the financial crisis in 2007/2008 did have a significantly negative 

impact on stock markets in all seven countries in the study. However, conversely, 

Pearce and Roley (1984) argues that certain kinds of economically related events do 

not generate significant returns on stock market prices. The paper examined the impact 

on the financial market of economy related news announcements, and the authors 

conclude that there is limited evidence of that economic news related to inflation or 

real economical activity does affect stock market prices.  
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2.2.3 The impact of natural disasters 

Little is known about the impact of natural disasters on stock market return out of an 

index perspective. However, in a recent study, Ramiah (2013) analysed the effects of 

the 2004 Boxing Day tsunami on world stock markets. The purpose of the paper was to 

examine if the outcome of the tsunamis had an impact on the risks and returns of 

industry and market portfolios. By studying 12 countries that experienced the natural 

disaster, the author also analysed if other foreign financial markets experienced 

spillover effects. The results of the study did not show any significant impact on 

market returns of the equity portfolios, i.e. the tsunami has had a minimal effect. In 

other words, the tsunami and market share movements did not have any direct link 

between each other. In addition, Ramiah (2013) point out that by measuring five days 

after the event, in order to await market delays, there were still minimal changes in 

returns. Thus, any significant impact on portfolios was not identified whatsoever.  

 
Another example of a major event caused by natural factors is the eruption of the 

Icelandic volcano Eyjafjallajokull in 2010. The volcanic eruption combined with the 

weather conditions at that time ended up in numerous of cancelled flights to and from 

Europe. This is an example of that events related to natural factors seem to be firm-

specific when it comes to abnormal returns, which is concluded by Mezzochi et al., 

(2010). The study also indicated that as the flight industry suffered economically from 

the event, other industries tended to gain from it, e.g. car rental but overall at a country 

level there were no signs for market reactions. 
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3. Methodology  

3.1 An event study 
Since we are interested in investigating whether MWE has an impact on several 

financial markets, in combination of limited theoretical and empirical contribution, this 

study therefore uses an exploratory approach. The study will examine the phenomenon 

and thus provide a deeper insight of what types of MWE may or may not generate 

spillover effects. Moreover, in order to measure MWE on stock market indexes, an 

event study methodology has been conducted according to the procedure of Mackinlay 

(1997). The approach plays a vital role in capturing any “abnormal” or “residuals” (a 

significant deviation from average) value changes in an index prices, regardless 

underlying explanations from market efficacy hypothesis, behaviour finance 

perspective or other scholars. However, the study follows the notion that prices will 

immediately be reflected by an event (Fama, 1969). 

 

3.1.1 Event selection 
We define MWE as major international events that occur worldwide. By major we 

refer to a direct event that may affect at least one country’s economy and has a 

potential to have an indirect impact in at least on multiple country economies. Also, we 

have been selecting events that not necessarily need to be considered as an extreme but 

selecting those that at least that has been followed by an extensive media exposure. 

Furthermore, the events are categorised in (a) political events, (b) economical events 

and (c) natural disaster events. The events are in turn further divided into different 

groups, based on the type of their occurrence. What determines each event in what 

group is more or less for their “obviousness”. For instance, The Tiananmen Square 

student demonstration in China 1989; where the students were fighting for democracy 

and human rights that can be considered as a positive occurrence, however, resulted in 

death of several people, which is indeed a negative outcome. Therefore, events that 

have more than one perspective of occurrence are considered to be a neutral. (See 

Appendix A-C for categorization of each event.) Furthermore, the political sub-group 

are divided into negative, neutral and positive events. However, the economical events 

are divided into negative and neutral. The reason for this is that we did not detect any 

positive economical from our data. Finally, natural disasters can only be classified as a 

negative event. The source of the events was collected from Swedish historic 
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(1) 

(2) 

(3) 

(4) 

yearbooks, Årskalender från Förlagshuset Norden och Svenska Dagbladet and 

Bokförlaget Corona Årsbok. 

3.1.2 The event study design 
The event window will take place at t = 0 = 24 hour event date. If the event day of 

interest take place at holiday or other reasons for the stock market to be closed, the 

next opened banking day will be accounted as the event day, “0”. Moreover, the 

estimations window contains of 10 days (T0=−14, T1=−4) prior to the event, 5 days of 

the event window (T1=−3, T2=+1) and finally 10 days of post-event window (T2=+2, 

T3=+11). In order to be able to capture any significant cumulative abnormal returns 

(CAR) for one sample-period the benchmark for the study will assume that there are no 

abnormal. Hence, our hypothesises testing framework: 

 
𝐻! ∶   𝜇 = 𝐶𝐴𝑅(!!,!!) = 0   

𝐻! ∶ 𝜇   =   𝐶𝐴𝑅(!!,!!) ≠ 0   

 
The primary idea of an event study is to capture abnormal returns of the overall return 

on the market, approximated by an index. However, as we are interested in stock 

market indexes, we will use Brown and Warner (1985) daily excess return as the 

abnormal returns, calculated using the mean-adjusted-returns approach for each event. 

The calculation is:  

𝐴𝑅!,! =   𝑅!,! −   𝑅  !  
 
where ARm,t is the excess return for stock market index m at time t, Rm,t is the actual 

observed market return for stock market index m at time t, and 𝑅  !  is the average of 

stock market index m’s daily returns in the estimations window. 𝑅  !   is computed as 

follows: 

  𝑅  ! =
1
10 𝑅!,!

!!

!!"

 

 

Furthermore, the study will consider several financial markets in different countries, 

therefore it is vital for our analysis to (cross-section) averaging these excess returns 

across indexes in common event time, 𝐴𝑅  !,!: 
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(5) 

(6) 

(7) 

(8) 

(9) 

 

𝐴𝑅  !,! =
1
𝑁 𝐴𝑅!,!

!

!!!!

 

 
In addition, in order to draw relevant and overall inferences for the event of interest, 

the abnormal return observations must be aggregated (Mackinlay, 1997). The 

aggregation (i.e. CAR) will take both time and across major world events in 

consideration. We defined CARm(τ1,τ2) as the sample from τ1 = –3 to τ2 = +1. We 

computed: 

 

𝐶𝐴𝑅(𝑡!, 𝑡!)! = 𝐴𝑅  !,!

!!

!!!!

 

 

Finally, in order to test our hypothesis we will use according to Brown and Warner 

(1985) t-test, where the daily abnormal returns are assumed to be independent and 

normal distributed. The calculation is: 

 

𝑡 =
𝐴𝑅  !,!
(𝑆 𝑛

 

 
where 𝑆 is the average estimated standard deviation of the 𝐴𝑅  !,!, followed by 

 

𝑡 =
𝐶𝐴𝑅(!!,!!)

𝑆(!!,!!)
!

 

where 

 
𝑆(!!,!!)
! = 𝑆!(𝐴𝑅  !,!) 

 

and 𝑆!(𝐴𝑅!,!) is the variance of the one-period average abnormal return. If the actual 

observed events’ CARm deviates from zero with equal to or less than −2.5% and equal 

to or more than +2.5%, will be designed as a significant impact that has a potential for 

spillover in another financial markets. Thus, within the 5%-range the event will not be 

considered to promote any spillover effect. 
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3.2 Data description 
For the purpose of the analysis that follows, daily price index (PI) of the four stock 

markets in Sweden (OMX Stockholm 30), Finland (OMX Helsinki), Germany (DAX 

30 Performance) and United Kingdom (FTSE 100) are used. The main reason for 

choosing these countries, is because they are developed economies with a high-degree 

of international integration. This will result into following observations; (4x33) 132 

political, (4x15) 60 economical and (4x12) 48 natural disasters for a one-day sample. 

The source of the historic index prices is drawn from DataStream (see Appendix A-C), 

which extends from 1987-10-19 to 2013-11-11.  

 

3.3 Quality of the study and limitations 
The data of the events in the study is verified through reliable sources. Still, we 

acknowledge the potential risk of some eventual inaccuracies regarding the data. 

Certain major events does rarely “come alone”, but is often followed by other events 

which may occur as a reaction to the main event or other independent reasons. 

Therefore, we cannot exclude the fact that our measurements done in the study is not 

solemnly related to the main event.  
 
In addition, we accept the fact that virtually, it is the exact time of when the 

information of the occurrence of an event is released that is the matter to be studied in 

order to be the most accurate. However, events such as a natural disaster that lacks 

“precise” time or political agreement that tends to be mentioned in news several times 

over a longer period are difficult to determine exact time of interest. Hence, our five-

day event window. We estimate that we will be able to capture both aspects of the 

event, both the actual occurrence of it, and when the news of it reaches the market. 

 
Finally, there are certain drawbacks associated with our choice of using few amount of 

days in the estimation window, and to our approach to determine the average variance. 

It has been argued that the short time estimation window do not fully provide accurate 

average market return and in the case of the variance approach, it may lead to 

downward bias in the standard deviation and thus overstate the t-statics, as discussed 

by Kothari and Warner (2007, p. 11). However, previous studies (Chen and Siems, 

2004: Brounen and Derwall, 2010) have followed similar methodology approach to 

examine excess returns as our study with success, therefore we are confident to be able 

to carry out liable results. 
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4. Results and analysis 

4.1 The impact of MWE on stock market prices 
The reaction on the stock markets and CARs following all MWE (all countries 

included) are according to the data characterized differently between the three 

categories of events, which can be observed in Table 1. 
 
Table 1. Abnormal returns surrounding the MWE of political, economical and natural disasters 

 
The table reports the average ARs and CARs in percent surrounding the MWE of political, 
economical and natural disasters on the OMX Stockholm 30, OMX Helsinki, DAX 30 
Performance and FTSE 100 stock market exchange. *, ** and *** indicate two-tailed 
significance levels of 10%, 5% and 1%, respectively. 

 
As can be seen from the table (above), the political group reported a significant 

positive CAR, 1,21 % at level 0,001, for the entire event period of 15 days. Thus, the 

results show that a political event on average generates positive AR, particularly on 

day “0”, 0,53 %. Nevertheless, the positive CARs seems to occur on the observed 

event window, 0,71 % and following 10 days of post-event, 0,50 %. However, there 

were no significant abnormal returns three days prior to day “0”. Moreover, the 

economical group reported significantly more impact with a CAR of   

m m m 

m m m 
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-5,01 % at level 0,001, for the same period of 15 days. In other words, our results 

indicate that economical events on average give rise to negative AR. Also, table 1 

shows that the significant negative CAR occurs not only three days prior to day “0”, -

1,25 %, but the event window reports -2,46 %, followed by -2,55 % 10 days of post-

event. In addition, the actual observed event day of interest, (0+1), show a significant 

CAR of -1,22 %. Finally, our results report no statistically significant CAR for natural 

disasters over the whole study period. I.e. no market reactions were found in our 

observations when a natural disaster occurs. Though our results did show a significant 

and positive CAR, 0,42 % at level 0,05, three days prior to day “0”, followed by a 

significant CAR at -0,33 % on the actual event day, (0, +1).  
 
Figure 1. Cumulative abnormal returns surrounding the MWE of political, economical and natural disasters 

 
For the political group, the CAR starts at 0,10 % at the first day of the event period,    

“-3”, but exceeds to 1,21 % in day “11”. Regarding the volatility, the graph shows a 

significant increase of 0,53 % average AR at day “0”, however, in day “4” it occurred 

a significant increase of 0,37 % but was eliminated by a significant decrease in day “6” 

and “7”, with -0,49 % and -0,35 % respectively. Finally, the event period reported a 

significant increase of 0,46 % in day “9” and 0,22 % in day “11”.  Overall, these 

results indicate that throughout the whole event period, CARs of the political group is 

at all times above 0 %, i.e. positive, yet less than +2,5 % as can bee seen. Further, 

regarding the CARs for the economical events, the volatility starts at 0,12 % at day  

“-3” and decreases to -5,01 % at the last day of the event period, “11”. Strong evidence 

of market reaction can be seen of Figure 1. One day prior to the event day “0” and on 

the actual event day, we were able to capture -1,19 % and -1,63 % average AR, 

respectively. Besides this, our results show a significant decrease in day “2” (-0,98 %) 

and day “7” (-0,57 %). Despite that the remaining days in the event period cannot be 
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explained by the occurrence of an event, due to their insignificance, however, 

contributes to a period of relatively high-level of significant CARs. Finally, from the 

graph above we cannot see any signs of abnormal market reactions regarding the 

natural disasters sub-group. Although the CAR starts at day “-3” as positive (0,27 %), 

the results are, however, most likely not related to an occurrence of a natural disaster. 

Given the fact that nobody actually has information in advance when a natural disaster 

will take place, nor is the impact of such event associated with positive outcome. 

Taken together, these results suggest that the economical group is the only group out of 

the three that proved to be significant less than -2,5 %, meaning that the remaining two 

sub-groups were within the 5 %-range. 

 

4.2 The impact of economical events 
The results obtained from the preliminary analysis of the two sub-groups; negative and 

neutral types of economical MWE, and the reaction on the stock markets and CARs as 

follows, can be observed in Table 2 below. 

 
As can be seen from the table, the negative sub-group reported a significant -6,41 % 

CAR at level 0,001, for the entire event period of 15 days. I.e. our results show that a 

negative economical event, on average, gives rise to a significant negative AR on the 

stock market. Moreover, the significant value changes (CAR) seems to occur as low as 

-2,50 % at the event window and -2,14 % average ARs at day “0”. In addition, the 

results show that the following 10 days (post-event) CAR reaches as low as -3,91 %, 

i.e. the negative reaction in the stock market increases throughout the studied period of 

interest. Furthermore and interestingly, our results indicate that the neutral economical 

events makes the stock market react differently in contrast to the negative. First, three 

days prior to the event the impact tends to generate a significant CAR at -3,05 % at 

level 0,001, where the negative is only -0,59 % at level 0,1, at the same period. 

Second, one of the most striking result to emerge from the data is that there were no 

significant CAR on day “0+1”, but a significant low as -2,36 % on the event window 

of interest. Third, our results report that the following 10 days generated a significant 

CAR of 1,20 % at level 0,001. Lastly, the results show that the CAR for the whole 

event period is significant at 1,16 %. 
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Table 2. Abnormal returns surrounding the negative and neutral types of economical MWE 

 
The table reports the average abnormal returns and CAR in percent 
surrounding the two types of groups of economical MWE; negative and 
neutral on the OMX Stockholm 30, OMX Helsinki, DAX 30 Performance and 
FTSE 100 stock market exchange. *, ** and *** indicate two-tailed 
significance levels of 10%, 5% and 1%, respectively. 

 
Figure 1 presents an overview of the CARs surrounding the economical sub-groups; 

negative and neutral. The former starts at 0,57 % at level 0,1, however, as can bee 

seen, decreases and reaches its lowest point at -6,41 % at level 0,01. Regarding the 

volatility, the CAR as whole is more or less following a pattern of a linear decrease, 

with a significant decrease in day “-1” (-1,26 %), “0” (2,14 %), “2” (-1,18 %), “7” (-

0,72 %) and “11” (-0,43 %). On the other hand, the graph shows a more volatile 

reaction on the neutral sub-group. At the beginning of the event period, day “-3” 

experienced a significant decrease of 1,11 %, however, followed by with a significant 

increase of AR at day “1” by 0,91 %, but was eliminated by a decrease at day “6”,  

-0,96 %. Still, at day “11”, a significant increase occurred of 1,12 %, resulting into that 

the market reaches a higher value than the beginning of the study period, i.e. day “-3”.  
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Figure 2. Cumulative abnormal returns surrounding the negative and neutral types of economical MWE 

 
Our results show that the market prices decreases and then recovers (approx.) to its 

benchmark, twice, within 3-4 days intervals. All together, these results provide 

important insight into over- and under reactions that may occur more frequently in 

neutral than negative events.  

 

4.3 The impact of political events 
Like in the previous analysis, to be able to obtain a deeper understanding of the 

political group, table 3 provides a summary statics for negative, neutral and positive 

sub-groups. 

 
As observed in the table below, and unexpected to emerge from the study, is the fact 

that the negative events reported a positive significant CAR at 0,53 %, and the neutral 

2,82 % and finally the positive with -2,73 %. If we first turn to the negative sub-group, 

our results show that there is no significant CAR three days prior to day “0”. However, 

it can be observed that during the actual event day, we managed to capture a significant 

average AR of 0,99 %, which in turn result into an event window price reaction of 0,51 

% at level 0,1. In addition, the following 10 days also indicates of a positive, yet small, 

reaction by 0,53 % at level 0,05. However, further statistical tests (single event level), 

revealed that, for instance, the stock market reaction to the 1993 World Trade centre 

bombing were 3,15 % significant, and to give other examples; the start of the Kosovo 

War 1999: +0,61 % CAR and the 2006 Lebanon War: 5,4 % CAR for the same period. 

Also, we did find events that did generate negative or insignificance CAR, e.g., the 

Boston Marathon bombings in 2013: -0,95 % at level 0,01 or the start of the Russo-

Georgian war in 2008, which did not report any market reaction.  
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Table 3. Abnormal returns surrounding the negative, neutral and negative types of political MWE 

 
The table reports the average abnormal returns and CAR in percent surrounding three types of 
groups of political MWE; negative, neutral and positive on the OMX Stockholm 30, OMX 
Helsinki, DAX 30 Performance and FTSE 100 stock market exchange. *, ** and *** indicate 
two-tailed significance levels of 10%, 5% and 1%, respectively. 

 

If we now turn to the neutral events, as can be seen in the Table 1, our results show a 

significant CAR 1,14 % at the event window, followed by 0,35 % three days prior the 

event and 1,50 % in post-event. Further statistical tests (single event level), also 

revealed that the stock markets tend to react significant different depending on type of 

event, for instance, the death of Muammar Gaddafi, leader of Libya 2011 reported 2,58 

% CAR or the case of the US and its allies invasion of Afghanistan in 2001: 12,91 %. 

While reacting significant negatively to Egypt’s President, Hosni Mubarak’s 

resignation in 2011: -2,49 % CAR. In addition, negative reaction when the republican 

George W. Bush was elected as the President in year 2000, -5,85 % CAR, in contrast 

to the democrat Bill Clinton in 1992, 2,24 %, at level 0,01 respectively. Furthermore, 

regarding the last sub-group, as shown in the table 1, our results suggest that the stock 

market tend to react negatively to positive events. For example, it can bee seen that the 

event window has a significant CAR of -0,88 % and 1,85 % following the 10 days, 

however, no significant price change were noted three days prior to the event of 

m m m 
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interest. If we conduct a further statistical tests (single event level), our data reports 

that, e.g., the market reacts negatively to events such, the fall of the Berlin wall in 1989 

with -1,78 % CAR, or to the official reunification of Germany in 1990, -14,82 %. 
 
Figure 3. Cumulative abnormal returns surrounding the negative, neutral and positive types of political MWE 

 
As observed in Figure 3, the trend of the three sub-categories of political MWE is that 

they generate an equivalent CAR, around 0 %, during the three days prior to the event 

day “0”. During day “0”, positive political events generate negative CAR while 

positive and neutral events generate positive returns. Following day “0”, the relatively 

stable volatility of the CARs starts to get more diverse from each other. As seen in 

Figure 3, the more days that follows the day of the event, the more the diversification 

of the three sub-groups. All three categories tend to depart from the general trend, 

particularly during day “4” and “7”, when the CARs of positive political events 

becomes less negative and the CARs of negative and neutral events become less 

positive. In summary, these results show that the different market reactions leads to 

higher degree of volatility surrounding political events with high uncertainty, in 

addition, both the neutral and positive did report a significant CARs more than and less 

than 2,5 %.  
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4.4 Country specific impact of MWE 
Table 4 below compares the breakdown of our observed countries according to the 

three types of MWE groups, where the purpose is to find any signs of an internalisation 

amongst them. This table is quite revealing in several ways and our result reports 

strong evidence of integration. 

 
As can bee seen, political MWE tends to generate more or less similar significant CAR 

amongst the countries for the whole event period; Sweden 1,40 %, Finland 1,80 %, 

Germany 0,53 % and United Kingdom 1,18 %, all below 2,5 %. Moreover, all 

countries report insignificant price change three days prior to day “0”, however, a 

significant impact during the actual event window, expect for Germany. In addition, all 

countries expect Germany; show a significant positive CAR in the post-event, with less 

than 1 %. Regarding the impact of the economical events, similar outcome can be seen 

in all countries, i.e. reacting significantly negative; for Sweden –4,95 %, Finland -4,25 

%, Germany -5,51 % and United Kingdom -5,33 %, all less than -2,5 %. Further, only 

Finland report an insignificant impact three days prior the event day, however, all 

countries show a significant impact on the event window; for Sweden -2,33 %, Finland 

-1,65 %, Germany -2,58 % and United Kingdom -3,30 %. Finally, our results show 

that following 10 days all countries experience significant negative price decrease, 

more than 2 %. Finally, our study also reports an overall insignificant price impact 

regarding natural disaster group in all countries. Yet, Sweden reports a positive CAR 

on the event window, 0,71 % and Finland -0,89 %. As stated already, the results are 

most likely not related to the occurrence of a natural disaster. Given the fact that 

nobody actually has information in advance when a natural disaster will take place, nor 

is the impact of such event associated with positive outcome. And in the case of 

Finland’s negative reaction, still it is hard to link to such event. Taken together, these 

results suggest that there is a similarity in how the countries’ stock market in general 

tends to reacts, on average, on the three MWE groups.  
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Event&day t*statistic t*statistic AR t*statistic t*statistic t*statistic t*statistic

−3 0,09 0,43 0,11 0,19 0,40* 1,99 0,03 0,09 1,18 1,48 0,24 1.04

−2 0,39 1,60 *0,20 0,38 0,68 1,41 0,13 0,62 *0,02 0,03 0,50 0,54

−1 *0,08 0,20 *0,98* 1,81 *0,26 0,52 0,05 0,15 *1,17** 2,50 *0,40 1,15

0 0,71* 1,91 *1,63** 2,20 0,05 0,30 0,44 1,05 *2,09** 2,17 *0,43 1,44

+1 *0,17 0,63 0,37 0,60 0,05 0,15 0,18 0,79 0,45 0,58 *0,45 0,86

+2 *0,16 0,61 *1,40*** 3,74 0,05 0,15 *0,18 0,46 *1,02** 2,52 0,52 1,64

+3 0,26 1,19 0,30 0,29 0,21 0,76 0,29 1,20 *0,70 0,73 *0,29 0,72

+4 0,34 1,40 0,02 0,02 0,21 0,84 0,45 1,29 0,11 0,16 *0,02 0,08

+5 0,02 0,12 0,40 1,34 *0,63 1,52 0,43** 2,15 0,41 0,95 *0,10 0,23

+6 *0,45 1,34 *0,44 0,90 0,16 0,86 *0,40** 2,01 0,17 0,30 0,45 1,39

+7 *0,14 0,50 *1,06 1,62 *0,23 0,88 *0,34 0,98 *0,60 1,54 *0,72 1,58

+8 0,25 0,94 *0,04 0,06 0,23 0,90 0,24 0,87 *0,90 1,62 *0,01 0,02

+9 0,31 1,42 0,18 0,36 *0,29 0,70 0,30 1,25 *0,13 0,24 *0,65 1,02

+10 *0,18 0,65 *0,26 0,74 0,26 0,55 *0,17 0,52 *0,07 0,14 0,79 1,60

+11 0,21 0,79 *0,31 0,57 *0,19 0,70 0,44** 1,96 0,14 0,30 *0,09 0,25

Event&day n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic

(−3,&−1) 99 0,39 1,28 45 *1,07* 1,97 36 0,82* 1,98 99 0,21 0,73 45 *0,01 0,01 36 0,35 0,59

(−3,&+1) 165 0,93*** 2,98 75 *2,33*** 3,86 60 0,92** 2,55 165 0,83** 2,23 75 *1,65** 2,27 60 *0,54 1.02

(0,&+1) 66 0,54* 1,67 30 *1,26* 1,84 24 0,10 0,38 66 0,62* 1,83 30 *1,64** 1,88 24 *0,89* 2,07

(+2,&+11) 330 0,46* 1,80 150 *2,62*** 4,24 120 *0,22* 0,66 330 0,98*** 3,38 150 *2,60*** 4,56 120 *0,11 0,28

(−3,&+11) 495 1,40*** 5,03 225 *4,95*** 8,07 180 0,71** 2,09 495 1,80*** 6,11 225 *4,25*** 10,01 180 *0,65 1,43

Event&day t*statistic t*statistic t*statistic t*statistic t*statistic t*statistic

−3 0,13 0,50 *0,37 0,80 0,18 0,52 0,11 0,63 *0,43 1,25 0,25 1,09

−2 *0,08 0,31 *0,37 0,80 0,01 0,04 0,13 0,74 *0,12 0,27 0,19 0,67

−1 *0,23 0,54 *1,10 1,46 0,05 0,14 *0,03 0,13 *1,53* 2,10 *0,18 1,03

0 0,56* 1,71 *1,17 1,23 *0,23 1,06 0,46** 2,16 *1,63* 1,85 0,09 0,52

1 0,01 0,22 0,43 0,63 *0,17 0,53 0,05 0,27 0,41 0,60 *0,22 0,84

2 0,07 0,20 *0,91* 1,83 *0,54 1,68 0,31 1,37 *0,59 1,37 *0,35 1,37

3 *0,03 0,15 *0,13 0,14 *0,03 0,07 0,08 0,54 0,20 0,25 0,29 0,97

4 0,63** 2,35 *0,29 0,38 0,09 0,34 0,11 0,68 *0,48 0,67 0,00 0,01

5 *0,29 1,25 0,20 0,37 0,52 1,50 *0,03 0,20 0,32 1,12 0,05 0,22

6 *0,66** 2,17 *0,76 1,42 *0,05 0,19 *0,36 1,67 *0,60 1,35 0,04 0,16

7 *0,59** 2,21 *0,79* 1,89 0,18 0,71 *0,35* 1,75 0,18 0,56 *0,22 1,47

8 0,13 0,40 *0,34 0,50 0,06 0,16 0,16 0,82 *0,56 1,29 0,21 1,09

9 0,66*** 2,99 0,17 0,27 *0,16 0,43 0,61*** 4,21 *0,25 0,50 *0,19 0,81

10 *0,05 0,16 *0,17 0,49 *0,16 0,50 *0,03 0,15 *0,29 0,73 *0,18 0,71

11 0,28 1,53 0,09 0,17 *0,26 0,62 *0,03 0,22 0,03 0,06 *0,04 0,15

Event&day n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic n= CAR t*statistic

(−3,&−1) 99 *0,19 0,58 45 *1,84*** 3,19 36 0,24 0,71 99 0,21 1,00 45 *2,07*** 3,91 36 0,25 1,08

(−3,&+1) 165 0,38 1,19 75 *2,58*** 3,76 60 *0,16 0,49 165 0,72*** 3,49 75 *3,30*** 5,10 60 0,12 0,53

(0,&+1) 66 0,57* 1,88 30 *0,74 0,90 24 *0,40 1,45 66 0,51** 2,52 30 *1,22* 1,55 24 *0,1 0,60

(+2,&+11) 330 0,15 0,54 150 *2,94*** 4,84 120 *0,33 1,01 330 0,461** 2,48 150 *2,03*** 4,08 120 *0,38 1,65

(−3,&+11) 495 0,53* 1,82 225 *5,51*** 8,69 180 *0,48 1,50 495 1,18*** 6,12 225 *5,33*** 9,65 180 *0,26 1,12

n=12n=33 n=15 n=12 n=33 n=15

Germany United&Kingdom
Political Economical Natural&disasters Political Economical Natural&Disasters

n=33 n=15 n=12 n=33 n=15 n=12

Sweden Finland
Political Economical Natural&disasters Political Economical Natural&Disasters

AR AR AR AR AR

AR AR AR AR ARAR

Table 4. Abnormal returns surrounding MWE on a country level 

 
The table reports the average abnormal returns and CAR in percent surrounding country specific impact from the three 
types of sub-groups of MWE on the OMX Stockholm 30, OMX Helsinki, DAX 30 Performance and FTSE 100 stock 
market exchange. *, ** and *** indicate two-tailed significance levels of 10%, 5% and 1%, respectively. 
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In Figure 4-7 there are a clear similarity within the patterns. In other words, the results 

indicate that, besides the small deviation in country specific volatility, the four stock 

markets reacts at the same direction. For instance, Sweden and United Kingdom share 

more stable patterns regarding the impact of political events, however, the increase in 

day “0”, “1”, “4” and following decrease in day “7” and “10” occurred more or less in 

all countries. In addition, they all possess a positive political MWE. Regarding the 

economical MWE pattern it is also obvious that all countries experience similar stock 

market reaction. Germany and United Kingdom share a more stable decrease, however, 

the increase in day “1”, “5” and following decrease in day “0”, “2-3” also occurred 

more or less in all countries.  
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Figure 5. Finland 
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Figure 6.  Germany 
Figure 7.  United Kingdom 
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Finally, as can be observed in Figure 4, Sweden experienced a positive price reaction 

pattern from the natural disaster group, still less than 2,5 %, in contrast to the 

remaining countries that are more or less stable at 0 %. In summary, these figures also 

points out that all the observed European countries reacts more or less similar to the 

three types of MWE, which can be seen as an indication of a more integrated 

European countries. 

 

Figure 4. Sweden 
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5. Discussion 

The study found that MWE in the globally integrated world economy in some extent 

does have a significant impact on stock market prices, and that in turn will most likely 

lead to spillover effects. More precisely, the phenomenon concerns the negative 

economical, neutral- and positive political sub-groups, where each yielded for the 

whole event period CARs that were more than 2,5 % or less than -2,5 %. 

 
According to our findings, an occurrence of a neutral or positive political or negative 

economical event in one country will indirectly have an influence on foreign stock 

markets in terms of price changes. Even if the study is limited to 60 events starting in 

the late 1980’s, it has increased our understanding of how stock market prices are 

affected by MWE. Although, a minor examination like ours is not enough to be able to 

make assumptions and conclusion by certainty, the study has helped us to identify and 

acknowledge certain patterns and trends regarding how MWE affects stock market 

prices. 

 
Furthermore, we consider our data as accurate and the source of from we achieved it, 

DataStream, as reliable. During our study, we have acknowledged the possibility of 

minor inaccuracy in our data, primarily the potential risk of that observed stock price 

returns might not be related to the particular event, but explained by other 

circumstance. The method of collecting relatively many, 60 events, has perhaps 

reduced this eventual risk. In addition, we also have acknowledge the fact that there are 

several approach to conduct an event study and by following Mackinlay (1997), Brown 

and Warner (1985), Chen and Siems (2004) and Brounen and Derwall (2010) we are 

confident that we have been able to carry out liable and fairly results. Nevertheless, in 

order to be more confident about data accuracy for future studies, even more samples 

may be used. Besides this, an alternative method could have been to collect data that 

represents the three categories equally. By doing this, the potential risk of data 

inaccuracy would have been equal to all categories. However, such a collecting method 

would not have been compatible with our purpose to specifically examine the 60 most 

influential and extensive MWE during 1987-2013. 

 
Still, the study produced results that corroborate the findings of a great deal of the 

previous work in this field, i.e. our findings are not unilateral for all categories of 

events. Put in other words, a majority of previous studies brought up in our paper do 
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present that MWE, or a specific category of events, do have an impact on stock market 

prices. This is also the case for the categories of which we have detected significant 

spillover effects. For instance, our findings suggest that stock markets react positively 

to outbreak of war, e.g. to the Kosovo- and Lebanon war, which is consistent with the 

study by Guidolin and Ferrera (2008), but not with the study conducted by Niedehoffer 

(1971). A possible explanations for the divergence is that Niedehoffer (1971), study is 

based on (1) a scientific analysis, which is a “technique that has been used most often 

in social scientific investigations involving the movement of meaning of words of 

content analysis” (p. 195), i.e. different methodology approach. (2) The study is also 

based on events that occurred within the period of 1950 to 1963, i.e. a period before 

the rapid development of globalisation under the 1980’s and 1990’s. Furthermore, our 

results also points out that there are some tendency of overreaction within concerning 

political and neutral economical events (of which the market recovers within 2-5 days 

after the event day), which is in accordance with the presented study of Shiller (2003), 

Bondt and Thaler (1985) and Merrill (1984). On the other hand, according to our 

findings, negative economical events do generate significant spillover effects, which is 

coherent to previous studies concerning particularly how the 2007 financial crisis 

generated negative spillovers (Jones, 2009; Neaime, 2012). Also neutral political 

MWE do appear to have a significant spillover effect, which also is to be found in 

Moser and Rose (2013) concerning stock market price reaction related to RTAs. The 

third category that generated significant spillover effects returns in our result, positive 

political MWE, is also something that Brooks et al., (2005) prove evidence of, 

specifically regarding the unification of Eastern- and Western Germany in 1990. Also, 

according to our findings, natural disasters do not appear to generate spillovers to 

international stock prices. This result is in accordance with studies conducted by 

Ramiah (2013) and Mezzochi et al. (2010), in which a significant impact on 

international stock markets are not to be detected. However, the papers suggest that 

natural disasters might have stock market impact, but specifically on stock markets in 

the countries in which the event occurs, or to specific businesses and industries.  

 
However, contrary to expectations, this study did find a significant difference between 

negative- and positive reactions within the political events, which unfortunately, 

cannot be explained by this study. For example, investors reacts positively to events 

that are considered as “bad news”, such as the US invasion of Afghanistan, and reacts 
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negatively to “good news”, such as the official reunification of Germany. Despite the 

fact that it is aligned with efficient market hypothesis described by Fama (1996), which 

conclude that a market in semi-strong form fully reflect available information, 

however, our findings suggest that the hypothesis is indeed in need for complement of 

other academic subject areas, such as psychology (Shiller, 2003). Perhaps both theories 

have to be considered in order to be able to understand why the stock market reacts 

positively to the election of the democrat Bill Clinton and negatively to the republic 

George Bush, as an example. May this particular event be explained by the fact that the 

market believed the democratic candidate to bring more favourable economical 

conditions, or may the difference be explained by what information that was available 

prior to the election? Regardless of explanation, our results do indeed suggest that 

MWE in some extent generate spillovers effects in the integrated world economy. 

 

5.1 Contributions 
The findings from our result may be considered as contributing for several actors on 

the financial market. From an investor point of view, the awareness of tendencies of 

how the stock market reacts to certain kind of MWE is helpful to carry out a more 

accurate risk management. As an example, if MWE, like negative economical, 

generate spillover, the advantage of a diversification approach may be less 

advantageous. Corporations that intend to invest internationally might perhaps consider 

primarily negative economical events, since these according to our result seem to 

generate the most spillover effects. Regarding the theoretical contribution, perhaps 

scholars can distinguish between the mechanisms that are driven by an under- or 

overreaction and for those that drives negative financial crisis. For instance, is the 

mechanism of that the stock market overreacts and immediately recovers explained by 

rationality or irrationality behaviour?  
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6. Conclusion 

In this thesis, we examine the impact of Major World Events (MWE) on stock market 

returns between 1987-2013 in four countries: Sweden, Finland, Germany and the 

United Kingdom. We conducted an event study methodology and examined daily 

excess return on stock market price of a total number of 60 MWE, divided in three 

sub-categories: political, economical and events related to natural disasters. Our main 

findings are that natural disasters do not generate significant spillover effects during 

the whole event period of fifteen days, nor do “neutral” economical and “negative” 

political events. On the other hand, our study reported that “positive” and “neutral” 

political and “negative” economical events did indeed give rise to significant spillover 

effects, with -2,73 % and +2,82 % and -6,41 % CARs respectively. Finally, the study 

show proof of that the stock markets in Europe are in some extent integrated, since 

they more or less follow the same patterns and volatility regarding the impact of 

different categories of MWE.  

 

6.1 Future research  
Further research might investigate the differences of the underlying mechanisms 

behind over- and under reactions following political events and negative economical 

events, e.g., between major financial crisis and Presidential elections. It is interesting 

to identify why negative economical events does not share the same price reaction 

pattern as political events. Do both categories of events share the underlying 

mechanisms?  

 
Furthermore, an interesting observation from our study is that when an overreaction 

occurs, it recovers to its original starting point of value. Why does this phenomenon 

occur specifically several days following the occurrence of an event, and why does 

investors seem to regain confidence and the motivation to reinvest at approximately the 

same time following the event day? 

  



 

 29 

References: 
[1] Badinger, H. 2013. “Measuring the World Economy”, The World Economy, Vol. 36, No. 1, 

pp. 12-30. 
 

[2] Baele, L. 2005. “Volatility Spillover Effects in European Equity Markets”, Journal of 
Financial and Quantitative Analysis, Vol. 40, No, 2, pp. 373-401. 
 

[3] Brooks, R.D, Faff, R.W. and Sokulsky, D.L. 2005. “The stock market impact of German 
reunification: international evidence”, Applied Financial Economics, Vol. 15, No. 1, pp. 31-42. 
 

[4] Brounen, D. and Derwall, J. 2010. “The Impact of Terrorist Attacks on International Stock 
Markets”, European Financial Management, Vol. 16, No. 4, pp. 585-598. 
 

[5] Brown, S.J. and Warner, J.B. 1985. “Using Daily Stock returns: The Case of Event Studies”, 
Journal of Financial Economics, Vol. 14, No, 1, pp. 3-31. 
 

[6] Brown, S.J. 2011. “The efficient market hypothesis: The demise of the demon of chance?”, 
Accounting and Finance, Vol. 51, No. 1, pp. 79-95. 

 
[7] Chen, A.H and Siems, T.F. 2004. “The effect of terrorism on global capital markets”, 
      European Journal of Political Economy, Vol.20, No. 2, pp. 349-366. 

 
[8] Chen, N-F., Roll, R. and Ross, S.A. 1986. “Economic Forces and Stock Market”, The Journal 

of Business, Vol. 59, No. 3, pp. 383-403. 
 

[9] Coleman, W.D. and Underhill G.R.D. 1998. Regionalism and global economic integration: 
      Europe, Asia and the Americas. Routledge: London. 

 
[10] De Bondt, W.F.M. and Thaler, R. 1985. “Does the Stock Market Overreact?”, Journal of 

Finance, Vol. 40, No. 3, pp. 793-805. 
 

[11] Dicken, P. 2011. Global Shift: Mapping the Changing Contours of the World Economy, 6th ed. 
Sage: Thousand Oaks, Calif.  
 

[12] Dimpfl, T. 2011. “The impact of US news on the German stock market – An event study 
analysis”, The Quarterly Review of Economics and Finance, Vol. 51, No. 4, pp. 389-398. 
 

[13] Fama, E.F. 1970. “Efficient capital markets: a review of the theory and empirical work”, The 
Journal of Finance, Vol. 25, No, 2, pp. 383-417. 
 

[14] Guidolin, M. and Ferrara, L. 2010. “The economic effects of violent conflict: 
Evidence from asset market reactions”. Journal of Peace Research, Vol. 6, No. 6, pp. 671-684. 
 

[15] Jones, C.I. 2009. The Global Financial Crisis: Overview: A Supplement to Macroeconomics. 
Retrieved Mars 17, 2014, from http://people.ucsc.edu/~kkletzer/CJones2009_financialcrisis.pdf 
 

[16] Kothari, S.P. and Warner, J.B. 2007. “Econometrics of Event Studies”, in B. Espen Eckbo 
(eds), Handbook of Corporate Finance: Empirical Corporate Finance, Vol. 1. Amsterdam: 
Elsevier, pp. 3-32. 

 
[17] Lahrech, A. and Sylwester, K. 2011. “U.S. and Latin American stock market linkages”, 

Journal of International Money and Finance, Vol. 30, No, 7, pp. 1341-1357. 
 



 

 30 

[18] Levinson, M. and Economist Newspaper Limited. 2009. Guide to Financial Markets. London: 
Economist. 
 

[19] MacKinlay, A.C. 1997. “Event Studies in Economics and Finance”, Journal of Economic 
Literature, Vol. 35, No. 1, pp. 13-39. 
 

[20] Malkiel, B.G. 2003. “The Efficient Market Hypothesis and Its Critics”, Journal of Economic 
Perspectives, Vol. 17, No. 1, pp. 59-82. 

 
[21] Mazzocchi, M., Hansstein, F. and Ragona, M. 2010 “The 2010 Volcanic Ash Cloud and its 
        Financial impact in the European Airline Industry”, Focus, pp. 92-100. 

 
[22] Merrill, A.A. 1984. Behavior of Prices on Wall Street, Chappaqua, NY: The Analysis Press. 

 
[23] Moser, C. and Rose, A.K. 2011. “Who Benefits from Regional Trade Agreement: The view 

from the Stock Market”, National Bureau of Economic Research: Working Paper No. 17415. 
 

[24] Narayan, S. and Narayan, P.K. 2012. “Do US macroeconomics conditions affect Asia stock 
markets?, Journal of Asian Economics, Vol. 23, No. 6, pp. 669-679. 
 

[25] Neaime, S. 2012. “The global financial crisis, financial linkages and correlations in returns and 
volatilities in emerging MENA stock markets”, Emerging Markets Review, Vol. 13, No. 3 p. 
268-282.  
 

[26] Niederhoffer, V. 1971. “The Analysis of World Events and Stock Prices”, The Journal of 
Business, Vol. 44, No. 2, pp. 193-219. 

 
[27] Pagano, M., Röell, A.A. and Zechner, J. 2002. “The Geography of Equity Listing: Why Do 
        Companies List Abroad?”, The Journal of Finance, Vol. 57, No. 6, pp. 2651-2694. 

 
[28] Pearce, D.K. and Roley, V.V. 1985. "Stock Prices an Economic News." The Journal of 

Business, Vol. 58, No. 1, pp. 49-67. 
 

[29] Ramiah, V. 2013. “Effects of the Boxing Day tsunami on the world capital markets”. Review of 
Quantitative Finance and Accounting, Vol. 40, No. 2 pp. 383-401. 

 
[30] Royfaizal, R.C., Lee, C. and Azali, M. 2009. “The Linkages of Asia and the US Stock 

Markets”, The Icfai University Journal of Financial Economics, Vol. 7, No. 2, pp. 74-90. 
 

[31] Schneider, G. and Troeger, V.E. 2006 “Stock Market Reactions to International Conflicts”, 
The Journal of conflict resolution, Vol. 50 No. 5, pp.  623-645. 
 

[32] Shiller, R.J. 2003. “Efficient Markets Theory to Behavioral Finance”, The Journal of 
Economic Perspectives, Vol. 17. No. 1, pp. 83-104. 
 
  



 

 31 

Appendix A – Political events 
The source of the price index (PI) is DataStream, from the period of 1987-2013.  If the actual event date 

occurs at a holiday or other closed stock market day, next opening day will be taken in account.  

 
Event No. Category: Event date: 
   1  Neutral  1989-04-18 

 
Event-type: 

Tiananmen Square: Student demonstration in China 
 
 

Event No. Category: Event date: 
   2  Positive  1989-11-09 

 
Event-type: 

The fall of the Berlin wall 
 
 

Event No. Category: Event date: 
   3  Neutral  1990-02-12 

 
Event-type: 

Nelson Mandela released from prison. Actual date: 1990-02-11 
 
 

Event No. Category: Event date: 
   4  Neutral  1990-03-12 

 
Event-type: 

Augusto Pinochet stepped down as the President of Chile 
 
 

Event No. Category: Event date: 
   5  Neutral        1990-05-29 

 
Event-type: 

Boris Yeltsin was elected as the first President of the Russian Federation 
 
 

Event No. Category: Event date: 
    6  Negative  1990-08-02 

 
Event-type: 

The Gulf War; Iraq’s invasion of Kuwait 
 
 

Event No. Category:  Event date: 
    7  Positive  1990-09-12 

 
Event-type: 

Official reunification of Germany 
  
 

Event No. Category: Event date: 
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   8  Neutral  1991-01-17 
 

Event-type: 
The Operation Desert Storm 

 
 

Event No. Category: Event date: 
   9  Neutral  1991-02-25 

 
Event-type: 

The Warsaw Pact dissolves 
 
 

Event No. Category: Event date: 
  10  Neutral  1991-12-02 

 
Event-type: 

Ukraine left the Soviet Union. Actual date: 1991-12-01 
 
 

Event No. Category:  Event date: 
   11  Neutral  1991-12-26 

 
Event-type: 

The Soviet Union dissolves 
 
 

Event No. Category: Event date: 
   12  Neutral  1992-11-03 

 
Event-type: 

Bill Clinton was elected as the President of the U.S.A. 
 
 

Event No. Category: Event date: 
   13  Negative 1993-02-26 

 
Event-type:  

The 1993 World Trade centre bombing 
 
 

Event No. Category: Event date: 
   14  Negative 1995-04-19 

 
Event-type: 

The Oklahoma City Bombing in the U.S.A. 
 

 
Event No. Category: Event date: 
    15  Positive  1995-12-14 

 
Event-type: 

The Dayton Agreement; peace in Bosnia, Croatia and Serbia 
 

 
Event No. Category: Event date: 
    16  Negative 1996-04-22 
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Event-type: 

The start of the Kosovo War 
 
 

Event No. Category: Event date: 
   17  Neutral  1997-07-01 

 
Event-type: 

Britain surrender Hong Kong to China through a signed agreement 
 
 

Event No. Category: Event date: 
   18  Neutral  1999-01-01 

 
Event-type: 

The implementation of the EURO currency 
 
 

Event No. Category: Event date: 
   19  Neutral  1999-03-24 

 
Event-type: 

The NATO bombing of Yugoslavia 
 

 
Event No. Category: Event date: 
    20  Positive  1999-06-11 

 
Event-type: 

The end of the Kosovo War 
 
 

Event No. Category: Event date: 
    21  Neutral  2000-11-07 

 
Event-type: 

George W. Bush was elected as the President of the U.S.A. 
 

 
Event No. Category: Event date: 
    22  Negative  2001-09-11 

 
Event-type: 

The terror attack 9/11; World Trade Centre 
 
 

Event No. Category: Event date: 
    23  Neutral  2001-10-08 

 
Event-type: 

The U.S. and allies invade Afghanistan. Actual date 2001-10-07 
 

 
Event No. Category: Event date: 
   24  Negative 2002-10-14 
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Event-type: 
Bali bombings. Actual date 2002-10-12 

 
 

Event No. Category: Event date: 
    25  Positive  2003-12-15 

 
Event-type: 

The capture of Saddam Hussein. Actual date 2003-12-14 
 
 

Event No. Category: Event date: 
    26  Negative 2004-03-11 

 
Event-type: 

2004 Madrid train bombings 
 
 

Event No. Category: Event date: 
   27  Negative 2005-07-07 

 
Event-type: 

London terror attacks 
 
 

Event No. Category: Event date: 
    28  Negative 2006-06-15 

 
Event-type: 

The 2006 Lebanon War 
 

 
Event No. Category: Event date: 
    29  Negative 2008-08-08 

 
Event-type: 

The start of the Russo-Georgian War 
 
 

Event No. Category: Event date: 
   30  Neutral  2011-02-11 

 
Event-type: 

Hosni Mubarak resigns as Egypt’s President 
 
 

Event No. Category: Event date: 
   31  Neutral  2011-10-20 

Event-type: 
Muammar Gaddafi, leader of Libya, was shot dead 

 
 

Event No. Category: Event date: 
   32  Neutral  2013-02-11 

 
Event-type: 

Resignation of Pope Benedict XVI 
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Event No. Category: Event date: 
   33  Negative 2013-03-18 

 
Event-type: 

Boston Marathon bombings. Actual date: 2013-03-15 
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Appendix B – Economical events  
The source of the price index (PI) is DataStream, from the period of 1987-2013. If the actual event date 

occurs at a holiday or other closed stock market day, next opening day will be taken in account.  

 
Event No. Category: Event date: 
     1  Negative 1987-10-19 

 
Event-type: 

Black Monday 
  

 
Event No. Category: Event date: 
    2  Negative 1988-01-08 

 
Event-type: 

The January Stock Market Crash 
 
 

Event No. Category: Event date: 
    3  Negative 1988-08-10 

 
Event-type: 

The Stock Market Crash of 1987 
 
 

Event No. Category: Event date: 
    4  Negative 1989-10-13 

 
Event-type: 

Friday the 13th mini-crash 
 
 

Event No. Category: Event date: 
    5  Neutral  1990-07-02 

 
Event-type: 

The German Monetary Unification. Actual date: 1990-07-01 
 
 

Event No. Category: Event date: 
    6  Neutral  1992-02-14 

 
Event-type: 

EEA Agreement signed between the EC and EFTA 
 
 

Event No. Category: Event date: 
    7  Neutral        1993-11-01 

 
Event-type: 

The European Economic Community is replaced by the European Union 
 
 

Event No. Category: Event date: 
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   8  Negative 1997-06-02 
 

Event-type: 
The start of the East Asian financial crisis 

 
 

Event No. Category: Event date: 
    9  Negative 1998-08-17 

 
Event-type: 

The Russian financial crisis 
 
 

Event No. Category: Event date: 
   10  Negative 2000-04-10 

 
Event-type: 

Dot-com bubble 
 
 

Event No. Category: Event date: 
    11  Negative  2001-02-16 

 
Event-type: 

Turkish economic crisis; prime minister announce the public 
 
 

Event No. Category: Event date: 
   12  Negative  2002-07-23 

 
Event-type: 

Turkish economic crisis; prime minister announce the public 
 
 

Event No. Category: Event date: 
    13  Negative  2008-09-15 

 
Event-type: 

Lehman Brothers files for bankruptcy 
 
 

Event No. Category: Event date: 
   14  Negative 2009-01-07 

 
Event-type: 

Russia-Ukraine gas disputes 
 

 
  



 

 38 

Event No. Category: Event date: 
   15  Negative 2010-05-03 

 
Event-type: 

First bailout for Greece in response to the country’s debt crisis 
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Appendix C – Natural Disaster events 
The source of the price index (PI) is DataStream, from the period of 1987-2013. If the actual event date 

occurs at a holiday or other closed stock market day, next opening day will be taken in account.  

 
Event No. Category: Event date: 
    1  Negative 1988-12-07 

 
Event-type: 

Earthquake in Armenia 
 
 

Event No. Category: Event date: 
    2  Negative 1994-01-17 

 
Event-type: 

Earthquake in Los Angels, the U.S. 
 
 

Event No. Category: Event date: 
    3  Negative 1995-01-17 

 
Event-type: 

Earthquake in Kobe, Japan 
 
 

Event No. Category: Event date: 
    4  Negative 1999-08-17 

 
Event-type: 

Earthquake in Turkey 
 
 

Event No. Category: Event date: 
    5  Negative 2000-06-05 

 
Event-type: 

Earthquake in Indonesia 
 
 

Event No. Category: Event date: 
    6  Negative 2001-01-26 

 
Event-type: 

Earthquake in India 
 
 

Event No. Category: Event date: 
    7  Negative 2003-06-16 

 
Event-type: 

Floods in India and Bangladesh. Actual date: 2003-06-14 
 

 
Event No. Category: Event date: 



 

 40 

    8  Negative            2004-12-27 
 

Event-type: 
2004 Indian Ocean earthquake and tsunami. Actual date: 2004-12-26 

 
 

Event No. Category: Event date: 
   9  Negative            205-08-29 

 
Event-type: 

Hurricane Katrina 
 
 

Event No. Category: Event date: 
  10  Negative            2010-01-12 

 
Event-type: 

Earthquake in Haiti 
 

 
Event No. Category: Event date: 
   11  Negative            2011-03-11 

 
Event-type: 

Earthquake and tsunami in Japan 
 
 

Event No. Category: Event date: 
  12  Negative            2013-11-11 

 
Event-type: 

Typhoon over Philippines 
 

  

 


