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Abstract  

The study is to try to fairly accurately the impact of terrorist behavior in stock markets in 

Pakistan. It also helps to learn the relationship between market behavior and securities terrorists 

path in Pakistan. Terrorist activities taking place in Pakistan during the month of July 2003 to 

June 2011. Basic data of every two weeks (collected secondary data) were collected in 

connection with the Karachi Stock Exchange. It is found in our analysis that the negative impact 

of terrorist behavior in general in the stock market found. Along with many other factors terrorist 

behavior is also responsible that affect the stock market, which is not taken into account. 
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Introduction  

Many terrorism attacks has changed and destroyed the history. At September 11, 2001 

hijacked planes crashed into the twin towers of the World Trade Center and the Pentagon by 

suicide bombers, who killed a total of more than 3,000 people. 9/11 terrorist act paved the direct 

effects on human life and property. Terrorist acts can have indirect effects on the social and 

economic conditions and the range of each country. Terrorist attacks as a result of immigration 

facilities for local residents and businesses. Has a blow unfavorable consumer confidence and 

investors. It also imposes the impact of terrorism on the economic outlook and financial markets 

negatively (Panagiotis Liarogas, 2010).  



  

World have witnessed a significant increase in terrorist activity after the 9/11 attacks in 

the United States. Pakistan has unwantedly face and revise the most defenseless typical of 

terrorism attacks. The geographical location of Pakistan is the weak side. Political, social and 

economic structure of the country is also pathetic to fighting these non-stop terrorist activities. 

The lives of residents in danger now. Terrorist activities pose a significant impact on the 

infrastructure of the state. In the "war on terror", it is natural to bear loss by the Pakistani 

economy. Include all economic and educational fronts work, tourism, business and industry, 

agriculture industry, and services industry, bearing deficit. Foreign investors are also affected by 

the continuing rise of terrorist activities, which also affected their investments. Terrorist 

activities have caused foreign direct investment stops, in addition to the withdrawal of portfolio 

investments (Wasti, 2010-11). 

Impact of terrorism is felt in all areas of the economy with a greater or lesser degree and 

intensity. Highlights include the tourist areas, Hoteling, manufacturing and household industries, 

transport, trade, etc. These have a self-reinforcing effect of industries. Factors such as the large 

influx of Afghan immigrants. Afghanistan and Pakistan, porous border helps the Taliban to 

cross. Political instability, foreign conspiracies, geographic and demographic weaknesses, 

stressed terrorism operation in Pakistan. All of these factors combined with the "war on terror" 

has been the deterioration of the general economic situation in Pakistan as a whole. Financial 

markets, which are the core of any economic system were also been affected due to terrorist 

activities. In the wake of the terrorist attacks of September 11, 2001 in New York and March 11, 

2004 deteriorated investors outside the national borders (Johnston and Nedelescu, 2006). 

Research Problem  

Given the importance to Pakistan's economy and financial markets, measuring the impact of 

terrorist activities on the financial market becomes interesting area of research. In this paper, we 

take an alternative for the study of the effects of terrorism on the confidence of the market 

approach, using a graphical way. We analysis terrorist activities effect on Stock Market of 

Pakistan. 



Research Objective  

1. The economy of Pakistan affected by terrorist activities. 

2. Terrorists Activities put negative affect on the Karachi stock market of Pakistan. 

Research Question  

1. Is economy of Pakistan affected by the terrorist activities? 

2. Are terrorists’ activities put negative affect on the Karachi stock market of Pakistan? 

Literature Review  

Very limited literature on the subject issue is available. Although a few studies are found to be 

discussing the overall consequences of terrorism on world economies. In this area not much 

evidence found about the quantification of the impact of terrorist activities on financial markets 

using such high frequency data and with special reference to Pakistan. For the benefit of readers, 

the review of some of the relevant studies has been made which is given as under:  

Chen and Siems (2004) assess the market reaction of US securities after the extreme operating of 

9-11 in the last ninety years, using the case study methodology. They also tried to assess the 

impact of the attack on Kuwait by Iraq in the markets in different countries. The researchers 

found specific evidence of flexibility in the fact that the meeting with lead these extremists to a 

decline in market reaction. Furthermore, became known that the effect of the presence of 

September 11 and the Iraqi incursion it was more convenient and detrimental to countries around 

the world stock markets, unlike stock markets in the United States. 

Johnston et al. (2005) tried to explain the impact of terrorism on the financial markets. The 

researchers found that the way financial markets respond to different shocks resulting from 

terrorist attacks. Using data on the financial markets, such as government securities market, the 

transfer market, the insurance industry and the capital market in the United States, the study 

looking at the reaction of financial markets, September 11, 2001 terrorist attacks in New York, 

and March 11, 2004 in the Madrid attacks. They concluded that, given accurate and timely 

information from the authorities and management of disaster response rogue, and financial 

markets in the United States and Spain, respectively, and were attributed to the diversity and 



flexibility to absorb the shock of the terrorist attacks. Both charged with the sense of 

responsibility of "lender of last resort, central banks" also came to the rescue of financial systems 

in the consequences of these terrorist acts. In addition, globalization trends also confirmed cross-

border cooperation among central banks, and that reduce the spread of infection through the 

business cycle process. 

Chain Barth, et al. (2006) use panel data on terror and used some of the control variables 

that proved negative, frustrating and unfavorable for terrorism for economic development 

impact. In a broad spectrum, accidents and incidents of these extremists "have a major 

devastating impact on the economy, and therefore make the consumption and deterioration of the 

economy. The results of some light are also highlighted on that the aim of these attacks also 

makes a difference. Extremist attacks targeted sites and other properties of so from the public 

regarding the construction is usually with the development and capital structure and generation. 

Gully and Jahangir (2006), the use of statistical data available for stocks, bonds, foreign 

currencies, and the stock market from 1968 to July 2005, by a group of countries, namely 

Australia, Canada, France, Germany, Italy, Japan, the United Kingdom and the United States. 

Data were collected on the terrorist attacks at the National Memorial Institute for the Prevention 

of Terrorism (MIPT) for the exact same time that characterizes the date, time, place and type and 

target of the attack. Since the data is the high-frequency data, which has been used "generalized 

gradient policeman Heteroskedasticity (GARCH) model" to study the effect of the terrorist 

attacks on the return (level) and the volatility of the financial markets in the region of the sample, 

while a theoretical model based on asset pricing model. Results and cooperated well with the 

perceived expectations and theory. The researchers found a negative return with the increasing 

terrorist activities by the market, while the bond market have been observed to reduce revenue. 

The terrorist attacks associated with additional volatility in the stock market in a certain group of 

countries under observation. Liquidity in the forex market is much higher than other markets. 

Results indicate that the objects have a significant impact on stock prices and the prices 

behave negatively upon the occurrence of a major event in the national or international front. 

There is a need for a range of different individual’s effort, stakeholders, regulators, economists, 

investors and governments and foreign officials to ensure the effectiveness of the financial 

market in Pakistan from the curse of political pressure and terrorists and suicide attacks, which in 



turn help the prosperity of the country (Muhammad Tauseef Khan, Naveed Saif, Shafiq Ur 

Rehman, Roohullah, 2013). Our results suggest that the terrorist attack, the news has a negative 

impact on revenues from all sectors. However, news of these events 100 volatility index KSE 

and the financial sector increased. Furthermore, it was concluded that the results of oil and gas 

industry is not statistically significant in the response to the news of a terrorist attack, noting that 

this kind of news does not affect the volatility of these sectors. Moreover, the asymmetry of 

volatility is negative in all sectors, including Kuwait Stock Exchange 100 confirms the leverage 

effect (Suleman, 2012). MD of KSE Mr. Nadeem Naqvi says, Pakistan's stock market in record 

territory, with the closure of KSE-100 index above the 18,000 level for the first time on February 

22, 2013. This is an important event in the history of 64 years of securities Karachi. It is even 

more striking because, from the headlines, it seems that the risks in the country have deteriorated 

in the last quarter or so of the social, political and economic terms. In the social and political 

front, the war on terrorism has become more and internal sectarian / ethnic centered with some of 

the worst atrocities testified against ethnic and religious minorities in the first two months of 

2013. The political scenario has become more flexible with elections on the horizon (Naqvi, 

2013). Tayyaba Gul in European Journal of Social Sciences - Volume 18, Issue 1 (2010) study 

and aimed primarily at assessing the impact of different types of terrorist activities in Karachi 

stock market. 

Research Methodology  

In this paper, the effects of terrorism activity on the KSE are observed through the market 

approach, using a graphical way. 

Data Technique  

It is mix study of Primary Data and Secondary Data. Primary data is collected on major terrorist 

activities from different resources and secondary data of K.S.E. all index Stock Market Rate on 

fortnightly basis collects from K.S.E. web site.  

Negative Impact Events  

  

March 17, 2008  
 



 
DATE  K.S.E. ALL SHARE INDEX  

 
March 10, 2008 10616 

 
March 11, 2008 10630 

 
March 12, 2008 10775 

 
March 13, 2008 10718 

 
March 14, 2008 10714 

 
March 17, 2008 10666 

 
March 18, 2008 10434 

 
March 19, 2008 10597 

 

 

March 17
th

, 2008:- Killing at least 24 people and over 200 wounded in double suicide bombings 

in the eastern city of Lahore Pakistan. One attack tore the building of the Federal Investigation 

Agency (FIA), killing 21, including 16 policemen. And the other hit the posh locality of Model 

Town, explode near Bilawal House, associated with the PPP leaders Benazir Bhutto and her 

husband, Asif Ali Zardari. This terrorist activity adversely affects the market. 

  

December 21, 2007   

 
DATE  K.S.E. ALL SHARE INDEX  

 
December 19, 2007 10363.56 

 
December 24, 2007 10452.68 

 



December 26, 2007 10471.69 
 

December 27, 2007 10444.32 
 

December 31, 2007 9956.76 
 

January 01, 2008 9666.65 
 

January 02, 2008 9441.23 
 

January 03, 2008 9891.71 
 

 


