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Abstract

This paper summarises research analysing the effects of the terror attacks of 9/11

on a set of marine operator stocks listed on Nasdaq and the New York Stock

Exchange.
1
 The paper investigates whether these events had an adverse effect on

the stock market prices of marine operators and whether 9/11 resulted in a

structural change in systematic risk for these companies. The paper conducted

event studies using the market model to estimate the effect of 9/11 on security

prices (abnormal returns) and systematic risk. The empirical evidence shows that

9/11 had an adverse impact on returns and resulted in a structural increase in

systematic financial risk. These results had adverse implications for the cost of

these operators in raising capital. The results also show a substantial increase in
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idiosyncratic risk and conditional systematic risk and that the percentage the

latter risk represents of total risk more than quadrupled. These results may have

had an adverse effect on market risk and liquidity. As a whole, the increased

financial risks are ancillary costs of 9/11. From a policy standpoint, policies that

reduce these risks could produce ancillary secondary benefits.
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Notes

1. The US Coast Guard disclaims responsibility for any private publication or

statement by any of its employees. The views expressed herein are those of the

author and do not necessarily reflect the views of the Coast Guard.

2. Forthcoming work is investigating the impact of the Maritime Transportation

Security Act (MTSA). This will cover a full period of analysis from October

2002 through December 2004.

3. The S&P 500 is the market proxy for all NYSE listed companies. For Nasdaq

companies, the market proxy is either the Nasdaq composite or the S&P 500

and depends on which proxy best fits the data. As noted in Section 4, the best

statistical fit is also the S&P 500 for these firms.
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4. All the reported beta coefficients in Table 2 were significant and based on the

S&P 500 as the market proxy. None of the market models exhibited any serial

correlation. This, of course, is as expected. Serial correlation implies current

errors are correlated with past errors. This would be a violation of efficient

markets since it implies predictability in stock prices. I also conducted a Chow

breakpoint test using an earlier date of 9/1/01 and estimated betas for the time

period between 9/01/00 through 8/31/01 and 9/4/01 through 10/31/02. The

former time period is consistent with the model the paper uses to conduct an

event study of 9/11 in the next section. The differences between the estimated

betas from these models and the ones in Table 2 were infinitesimal. As above,

the Chow breakpoint test was significant in seven cases and the results of the

paired T-test were practically identical (t=6.0). I only report one set of results

for space conservation purposes.

5. For more information on the Siegal–Turkey test see Sheskin (1997). For more

information on the Bartlett test see Sokal and Rohlf (1995) and for more

information on the Levene test see Levene (1960).

References

Bichou, K . 2004: The ISPS code and the cost of port compliance: an initial

logistics and supply chain framework for port security assessment and

management. Maritime Economics and Logistics 6: 322–348.

Black, F . 1971: Toward a fully automated stock exchange. Financial Analysts

Journal 27: 29–44.

Campbell, J, Lo, A and MacKinlay, C . 1997: The econometrics of financial

markets. Princeton Press: Princeton, NJ.

Carter, D and Simpkins, B . 2002: Do markets react rationally? The effects of the



September 11th tragedy on airline stock returns. Oklahoma State University:

Stillwater, OK. Unpublished Paper.

Chow, C . 1960: Tests of equality between sets of coefficients in two linear

regressions. Econometrica 28: 591–605.

Drakos, K . 2004: Terrorism-induced structural shifts in financial risk: airline

stocks in the aftermath of the September 11th terror attacks. European Journal of

Political Economy 20: 435–446.

Duffie, D and Singleton, K . 2003: Credit risk. Princeton Press: Princeton, NJ.

Fama, E . 1970: Efficient capital markets: a review of theory and empirical work.

Journal of Finance 25: 383–417.

Hamada, R . 1969: Portfolio analysis, market equilibrium and corporation finance.

Journal of Finance 24: 13–31.

Levene, H . 1960: Robust tests for the equality of variances. In: Ghurye, G,

Hoefding, W, Madow, W, Mann, H and Olkin, S (eds). Contribution to Probability

and Statistics. Stanford University Press: Palo Alto, CA.

Modigliani, F and Brumberg, R . 1954: Utility analysis and the consumption

function: an interpretation of cross-section data. In: Kuriham K (ed). Post-

Keynesian Economics. Rutgers University Press: New Brunswick, NJ.

O'Hara, M . 1995: Market Microstructure Theory. Blackwell Publishers:

Cambridge, MA.

Rubinstein, M . 1973: A mean-variance synthesis of corporate financial theory.



Journal of Finance 28: 167–181.

Sharpe, W . 1964: Capital asset prices: a theory of market equilibrium under

conditions of risk. Journal of Finance 19: 425–442.

Sheskin, D . 1997: Parametric and nonparametric statistical procedures. CRC

Press: Boca Raton, FL.

Sokal, R and Rohlf, F . 1995: Biometry. Freeman and Company: New York, NY.

Staff. 2005: WorkBoat Composite Index. Workboat 62: 11.

Author information

Authors and Affiliations
US Coast Guard, 2100 Second st., SW, Washington, 20593, DC, USA

Anthony C Homan

Rights and permissions

Reprints and permissions

About this article

Cite this article
Homan, A. The Impact of 9/11 on Financial Risk, Volatility and Returns of Marine Firms. Marit Econ Logist

8, 387–401 (2006). https://doi.org/10.1057/palgrave.mel.9100165

Published

11 December 2006

Issue date

01 December 2006

DOI

https://s100.copyright.com/AppDispatchServlet?title=The%20Impact%20of%209%2F11%20on%20Financial%20Risk%2C%20Volatility%20and%20Returns%20of%20Marine%20Firms&author=Anthony%20C%20Homan&contentID=10.1057%2Fpalgrave.mel.9100165&copyright=Palgrave%20Macmillan%20Ltd&publication=1479-2931&publicationDate=2006-12-11&publisherName=SpringerNature&orderBeanReset=true


https://doi.org/10.1057/palgrave.mel.9100165

Keywords
Financial risk financial returns return volatility market model terrorism

Search

Search by keyword or author

Navigation

Find a journal

Publish with us

Track your research

https://link.springer.com/search?query=Financial%20risk&facet-discipline=%22Business%20and%20Management%22
https://link.springer.com/search?query=financial%20returns&facet-discipline=%22Business%20and%20Management%22
https://link.springer.com/search?query=return%20volatility&facet-discipline=%22Business%20and%20Management%22
https://link.springer.com/search?query=market%20model&facet-discipline=%22Business%20and%20Management%22
https://link.springer.com/search?query=terrorism&facet-discipline=%22Business%20and%20Management%22
https://link.springer.com/journals/
https://www.springernature.com/gp/authors
https://link.springernature.com/home/

