THE EFFECT TERRORIST ATTACKS ON THE STOCK
PEFORMANCE OF INSURANCE COMPANIES LISTED IN THE

NAIROBI SECURITIES EXACHANGE

BY

TILAS JONATHAN MALUSI

A RESEARCH PROJECT SUMBITTED IN PARTIAL
FULFILLMENT OF THE REQUIREMENTS FOR THE AWARD
OF MATSER OF SCIENCE DEGREE IN FINANCE, SCHOOL OF

BUSINESS, UNIVERSITY OF NAIROBI

NOVEMBER 2015



DECLARATION

| declare this Research Project as my original veorét has not been submitted for the

award of a Degree in any other university.

Signed:.....o oo Date: ..o
Jonathan Malusi Tilas

Reg. No: D63/68802/2013

This Research Project has been submitted for exdminwith my approval as the

University Supervisor.

Signed:....coooii Date: .. e
Dr. Mwangi Cyrus Iraya

Lecturer,

Department of Finance and Accounting,

University of Nairobi



ACKNOWLEDGEMENT
I wish to sincerely thank God for giving me thelipiand keeping me in good health
to undertake this project with excellence, andrggune the much needed wisdom at
each stage. To my supervisor, Dr. Iraya, whosecadand continuous assessment saw

me through the whole process.



DEDICATION

This work is dedicated to my parents; Mr. and Mr$as Kivuthi, my brothers; Sam
and Mark and sisters; Rachel and Esther, for themhsupport and peace accorded
during the entire time of writing the project. Higal dedicate this to my dear friend

Mercy for her massive contribution and moral suppormaking this dream come

true.



TABLE OF CONTENTS

DECLARATION ..ttt ettt ettt e e e e e s e eeae e [
ACKNOWLEDGEMENT ..ottt ettt i..
DEDICATION ...ttt ettt e e e e e e e e e iii
LIST OF TABLES ... .o eeens Vi
LIST OF FIGURES ...t e e viii
ABBREVIATIONS ... e et e e e e e e e e eean e iX
N = 1S N 3 O X
CHAPTER ONE: INTRODUCTION ....ooiiiiiiiiiiiiiiiiiiieiee e e e 1
1.1 Background of the StUdY ............oiioeiiieeiiiii e 1
1.1.2 TerroriSt AtACKS ......cooiiiiiiiii e e e 2
1.1.2 StOCK PerfOrmanCe ...........uuuu oo ettt e e eeeans 4
1.1.3 Terrorist attacks and Stock PerformanCe...............ccccccvviiiiiiiiiiiininen,
1.1.4 Insurance Companies Listed in the NairobuB8tes Exchange................
1.2 The Research Problem...........coo oo 9
1.3 Objective Of the StUAY ...........uiiiiii e 11
1.4 Value of the StUAY ........ccouuiiiiiii e 11
CHAPTER TWO : LITERATURE REVIEW  ......ooiiiiiiiiiiiiiiieee e 13
2.1, INErOAUCTION ...t e e e e e e e e eeneaanns 13
2.2 Theoretical Literature REVIEW ...........ceceemuuuiiieeeiiiiiiiiian e e e e 13
2.2.1 The Efficient Market HYpOthesSIS....... oo oeeeeiiiiiiiiiieeeecceee e 31
2.2.2 SIgnalling TREOIY ....coveiiiii et 15



2.2.3 Behavioural FINANCe TNEOIY ...........iccmmmeeeeeeiiiiiee e 16

2.3. Determinants of StOCK RETUINS .........coomeeeiiiii e 17
2.3.1 Dividend Per Share/Earning Per Share ...........ccccccveiiiiiiiiiiiiiiicineee 18
2.3.2 Market Capitalization..............uuuimmceeiiii e 19
2.3.3 Price/Earnings RatIO ...........coiieiiiieeiiiiii e 19
2.3.4 Demand and SUPPIY FOICES........... e rreeeeeeiieeeesiiieeeeeeiineeeeanns 19
2.3.5 INFIALION ... e 19
2.3.6 Incidental TranSaCtiONS ............ciieeeeeeeeeeeeieeeiee e 20

2.4. Empirical Literature REVIEW..........cccvuuuiiieiiiiie e 20

2.5. Summary of Literature REVIEW..........ccceeeiiiiiiiiiie e 23

CHAPTER THREE : RESEARCH METHODOLOGY ......cuvviiiiiiiiiiiiiiiiiiaeeenns 25

G0 N [ o1 (oo [FTo{ 1] o FU TP PPTTRT 25

3.2 RESEAICH DESIGN ...ttt e e e e et e e e e e eeaeea 25

3.3 POPUIALION ...ttt 26

3.4 Data ColleCtioN ......coooiieieiiei e 26

3.5 DAta ANAIYSIS ....uuiiiiiiiee et e 26

CHAPTER FOUR: DATA ANALYSIS, RESULTS AND ANALYSIS............... 29

AL INEFOAUCTION ... ettt ettt ettt et e e e e e ereeen e 29

4.2 DAA ANAIYSIS ... st et 29

4.3 ANAIYSIS RESUILS .....eviiieii e eee e e 30
4.3.1. Abnormal and Cumulative Abnormal RetUMS..........ooeevviiiiiiiinenenn. 30
4.3.2. StAtISHCAlI TOST... . e oo 32

4.4 DiSCUSSION Of RESUILS .....oovieiii e 34



CHAPTER FIVE : CONCLUSIONS AND RECOMMENDATIONS ................. K5)

5.1 INErOAUCTION ...ttt e e e e ee s 35
5.2 Summary of FINAINGS ......ooviiii e 35
5.3 CONCIUSION ..ttt st ettt e e e e e e mnn e e e eee s 36
5.4 ReCOMMENALIONS .....oevvuiii it ceeeeee e e ettt e e e e e eeeneens 37
5.5 Limitations to the StUAY ...........uiiiiicee e 37
5.6 Suggestions for Further Research ......cccccceei oo 38

e Ny N 0 P 39

APPENDICES ...ttt 43
Appendix I: Listed Insurance Companies At Nairobc&ities Exchange ........... 43
Appendix II: List of Recent Major Terror Attacks Kenya.............ccccoevveeiiennnns 44
Appendix IlI: Individual Company E.R and A.R Detamation........................... 45
Appendix IV: Event Day Average A.R. ... 64
Appendix V: Event Day C.AR. ..o e a7

Vi



LIST OF TABLES

Table 4.1: t-Test for two-sample Assuming Unequatiahces

Table 4.2: t-Test for two-sample Assuming Unequatighces

vii



LIST OF FIGURES

Figure 4.1: Linear Plot for the Average Abnormatires .....

Figure 4.2: Linear Plot for the Cumulative AbnorrRadturns

viii



AKI -

AR-

CAR-

CMA -

COMESA-

DDM-

EMH -

EPS

FDI -

GARCH-

GTI-

IEP-

IRA -

KNCHR -

NSE-

ABBREVIATIONS

Association of Kenyan Insurers

Abnormal Returns

Cumulative Abnormal Returns

Capital Markets Authority

Common Market for Eastern and Southern Africa
Dividend Discount Model

Efficient Market Hypothesis

Earnings Per Share

Foreign Direct Investments

General Auto Regression Conditional Heteroskeclast
Global Terrorism Index

Institute for Economics and Peace

Insurance Regulatory Authority

Kenya National Commission on Human Rights

Nairobi Securities Exchange



ABSTRACT

The stock market is a very critical ingredient ke teconomic development of a
country as it facilitates the flow of funds for Imess and provides an investment
opportunity for the investor. The massive contiilmutdone by the insurance and
financial sectors to the growth of the Kenyan econds one that cannot be ignored.
However, rising cases of terrorism attacks seemghteaten the stability and
performance of these sectors either directly oiréutly. Since late 2011, Kenya has
seen an upsurge of violence both in form of testodttacks and internal inter-
community violence. The objective of the studyasestablish the effect of terrorist
attacks to the stock performance of insurance campalisted at the Nairobi
Securities Exchang&he study was conducted using the event study rdetbgy
and data analysed using excel. The results wersepted in tables, figures and
appendices. The study suggests that a more robasainch on terrorism and the
insurance sector performance especially in emengiagkets is necessary in order to
draw a conclusion. The results showed that AbnoRedilirns (AR) increased slightly
for the three events under study. Significancestest these results showed that that
they were significant at 5%. An analysis of the CRRthe three events showed that
there existed a positive relationship between testrattacks and insurance company
stock performance. One day after the event, the @#&Revents 2 and 3 increase
steadily to 4.23% and 5.2% respectively at th& @i@y. From the study, it can be
observed that contrary to the general assumptiantérorist attacks affect the stock
market negatively, investors in the insurance settay not loose as well. The study
also recommends the inclusion of insurance statk®itfolio management strategies
as well as the increased marketing activities Iguiance companies especially on
terrorism insurance.



CHAPTER ONE

INTRODUCTION

1.1 Background of the study

The stock market is a very critical ingredient ke teconomic development of a
country as it facilitates the flow of funds for Imess and provides an investment
opportunity for the investor. The markets are alsed in implementing government
privatisation programs (Lee, 1998). The stock miarkepart of the broader market
referred to as the financial market. The securitiesket also promotes the culture of
saving and investment as opposed to consumpticeddition, investors earn a return
from such savings and will hence seek to investreviiee associated return is high,
holding other factors constant. A number of facinfkience the returns from stocks,
key among them being the fundamental and techniedle of stocks. Other
determinants include market sentiments all of whinhy lead to a positive or

negative reaction towards stock price movements.

Studies have shown that socio-political events sashwar and terror do have an
effect on the behaviour of stock prices (Christetisl., 2010). However, the nature of
the effect can be either way depending on the taakdionship between the event
and a specific return. There is also a possibiftprosperity rising out of the ashes of
war and terror as dictated by the laws of busitiegisevery loss to one party is a gain
to another party. On the other hand, such events &so been seen to cause adverse
movements in economic indicators such as ForeigredDilnvestments (FDI)
(Kinyanjui, 2014), optimal allocation of capitahdreased risk premium and foreign

earnings (Drakos, 2010).



Like in any other market, the prices of securities informed by factors affecting
both the supply and demand of the security. Rebehas been conducted on the
causality of some of these factors with respestadck returns. Such include the study
of the effect of terrorism to tourism (Kuto, 200#)e effect of terrorism on Kenya'’s
security market (Keitany & Barasa, 2012), amongthHowever, a lot is yet to be
studied in this topic especially with the risingvéstor concern on the state of
insecurity in Kenya and the effects thereof. lbisthis basis that this paper seeks to
enumerate the effect of terrorist attacks to theckstperformance of insurance

companies listed in the Nairobi Securities ExchaiiN@E).

1.1.1 Terrorist Attacks

Terrorism is defined as a premeditated, politicathotivated violence that is
perpetrated against non-combatant targets by studmah groups or clandestine
agents with the intention of influencing the auderiBrauner & Galey, 2003). Swiss
Re, one of the largest reinsurance companies Hasedderrorism as an act or threat
of violence that is harmful to human beings, tatggibr intangible property or
infrastructure, with the intention or effect toludnce any government or public into a
state of fear. The Institute for Economics and Bd#HEP) acknowledges that there is
no single internationally accepted definition aféeism. While literature on this topic
abounds with competing definitions and typologtes, IEP explains terrorism as “the
threatened or actual use of illegal force and viodeby a non-state actor to attain a
political, economic, religious or social goal thgbufear, coercion or intimidation

(Institute for Economics and Peace, 2014).



The level of insecurity in Kenya has recently irased since the country’s defence
forces invaded Somalia in a bid to stabilize theomathrough an operation known as
Operation Linda Nch{Swahili for “protect the country”). Since late 2} Kenya has
seen an upsurge of violence both in form of testodttacks and internal inter-
community violence. This has in effect caused adsimentality” across the country
and even outside its borders. According to the KIRCkport, a total of 3060
Kenyans have lost their lives due to insecurityhi@ country over the last four years
(2011-2014). In 2015 alone, Kenya has seen a sefiedtacks mainly in various
counties, and most recently in Garissa, where 48, mostly students, were lost in
the Garissa University attack. There has been aimgsestruction of property and
displacement of people over the same period of @®mea result of these attacks.
About 180,300 people were displaced and billionssbillings in form property
destroyed in terror attacks in Nairobi, Lamu, Gaaisind Mandera (KNCHR, 2014).
The provision of labour and other services to tl@msectors of the economy mainly
tourism, banking, agriculture, education and heladtk been disrupted over the period
with professional bodies and trade unions recallthgir members from these

insecurity prone areas.

The Westgate attack in Nairobi was rankdti the world’s worst attacks of 2013
and was one of the largest attacks that involveif@s, injuries, loss of property and
business hours in Kenya. The Insurance Regulatatiigkity (IRA) released a report
indicating that the cover on Westgate Mall for pdp and business interruption
amounted to Sh6.7 billion. However, insurance ctawere expected to surpass Sh10
billion with the extra claim arising from individubusiness tenants for lost stock and

shoppers’ personal property.



According to IRA, this claim is equivalent to arthiof total industry pay-out for the
year 2012 (Nzioka, 2013). Though no bankruptciaeszeen reported in spite of the
magnitude of these payments, insurers and reirssumeurred large cash outflows.
The capital base of many of the insurance companiedved was severely hit while

portfolios would probably experience losses with declining stock returns.

Several attempts to quantify the weight of tertagitacks have been put forward by
governments, institutions and even individuals. ldeg&r, no one methodology has
been universally accepted as a true measure ahtgnitude of an attack due the
diversity in motivation for the quantification. Oseich methodology was developed
by IEP, known as the GTI Scoring System which aot®tor the relative impact of
incidents in a country for a particular year. Thetérs considered include the number
of incidents, fatalities, injuries and the approatm value of property damaged in a
particular year. Each of the factors is weighteffiedently and a five year weighted
average applied to determine the final score (lmstifor Economics and Peace,
2014). According to the IEP report for 2014, Kersgred a GTI of 6.58 and was
ranked 12 in the world, six places up from year 2012 rankilrgq, Afghanistan,
Pakistan, Nigeria and Syria topped the list in thraker (Institute for Economics and

Peace, 2014).

1.1.2 Stock Performance

A stock represents a share of ownership in theassets of a firm and may be
transferable from one holder to another. Like ity ather business transaction, a
person holding, buying or selling a stock expeotintrease his value at the end of

the day. This increase in value may be in form iefdénds earned or a change of



price over time, also known as capital gains. Sitivelends are earned after a long
period of time, mostly one year, investors tenccémcentrate more on the capital
gains. The study of share performance in stock etaris one of the most important
topics in finance not only with scholars but witlvéstors. However broad the subject
is, the major focus is always to develop an expglanaof how stocks perform with
respect to the underlying factors. Fama (1965) lopeel the Efficient Market
Hypothesis (EMH) arguing that all information affieg a share price will be
immediately reflected in the share price. Howetee, lack of rationality in investor
behaviour has led to the development of the belhaaidinance theory which is based

on the fact that investors will not always be naéib

An efficient market eliminates almost all forms foictions in the trading process.
Important information especially on price and voksmof past transactions is also
readily and widely available while price sensitivdormation is both timely and

accurate. Such a market also ensures price comtimuithat there are no major
variances between current and prior prices of stodowever, in the presence of new
significant information, prices are expected torgesignificantly to reflect the value

of this new information.

Fama (1965) asserts that “in an efficient marketnpgetition among the many
intelligent participants leads to a situation whexeany given point, actual prices of
individual securities already reflects the effestanformation based both on events
that have already occurred and events which, awwf the market expects to take
place in the future. In other words, in an efficiemarket at any point in time, the

actual price of a security will be a good estimaibits inherent value”. From this, it



can be said that prices will only change upon thival of new information. Price
changes from one period to another are expectdx ttandom and independent as
long as there is no reason to expect new informatiobe non-random. Simply put,

security prices must be un-forecastable if theypaoperly anticipated.

The return of a stock can also be explained aditfierence in value of a security
between the time of purchase and the time of ggthe security. This definition also
includes all incomes that are earned in betweesetiwo points in time. Rationally,
every investor will want to maximise this value,dathis fact forms the basis of

finance and investments.

1.1.3 Terrorist attacks and Stock Performance

Theoretical valuation models such as the Dividensc@unt Model (DDM), Free
Cash Flow Valuation and Residual Income Valuatiamehexplained that there is a
relationship between stock prices and the microfor@conomic variables in the
market. The general conclusion from the three n®idethat the value of a stock will
be equal to all future cash flows derived from déisset. This therefore means that any

factor that has an effect to the cash flows wibahave an effect to the value.

The impact of terrorism has been studied by diffeseholars in different fields. The
main studies have been done on the impact to edoneenformance and financial
market returns. Aslam and Kang (2013) studied thearct of terrorism on financial
markets and found that terrorist events have ativegenpact on the performance of
stock markets. Drakos (2010) studied terrorismvagtiinvestor sentiment and stock

returns and found out that terrorist activity ledlower returns on the day of the



event. Research on terrorism and financial markease shown a negative
relationship, with other studies showing that itverdely affects the business
environment (Larobina & Pate, 2009; Blomberg e(20109); Frey, 2009). Anh &

Carl, 2009, found out that the attack on the Wadndde Centre and the bombing of
London reduced market returns in both the Karaoli Behran stock exchanges five
days after the attack. They also found that thé hégels of uncertainty brought out
by the attack led to a reduction of investor atfiviResearch on the effects of
terrorism on stock performance was also conductedldor and Melnick (2004),

Kuto and Grooves (2004) among others. In Kenyaistuhave shown that terrorist
activities indeed have a negative impact on retatrthe Nairobi Stock Exchange on
the day of the attack, spread over a few days éfteitany & Barasa, 2012). This was
evidenced by the decline in the NSE 20 share inglexprmal returns and cumulative
abnormal returns around the attack dates. Kinyg@jal4) also studied the impact of
terrorism on Foreign Direct Investment in Kenya aestablished a negative

relationship.

1.1.4 Insurance Companies Listed in the Nairobi Sedties Exchange

The history of the development of commercial inageain Kenya is closely related to
the historical liberation of the country as a natiiKennedy & Throup, 1988).

Economic activities set up by European settlergicoad to generate assets which in
turn required a form of protection against risk @syres. British insurers saw this
opportunity and established agency offices to daiethe growing need for insurance
services (Digr & Maxon, 1993). As at the end of 201here were 48 registered
insurers in Kenya, growing from 43 in 2007. 25 luégte wrote non-life insurance, 12

wrote life insurance while 11 were composite. A¢ thame time, there were 187



registered brokers, 29 medical insurance provideis 4628 insurance agents. The
industry incurred net claims totalling Kes. 63.3%idn in the year 2013 compared to
Kes. 56.03 billion in the year 2012, representimgirgcrease of 13.1%. Insurance
penetration also grew to 3.44%, making the secterléading insurance industry in
East Africa and also a key player in the COMESAiargAssociation of Kenyan

Insurers, 2013).

In Kenya, the Nairobi Securities Exchange (NSEhes trading ground for publicly
listed company securities. The stock exchange wasdd in 1954 as a voluntary
association of stock brokers registered under theeBes Act. It was charged with
responsibility of developing the stock market aedulating trading activities. The
market is subdivided in to segments namely Agngali Automobiles and
Accessories, Banking, Commercial and Services, tDactton and Allied Sector,
Energy and Petroleum, Insurance, Investment, Matwfag and allied, and lastly,
Telecommunication and Technology (Nairobi Secwsitiexchange, 2013). As at the
end of August 2015, there were only six comparniged in the insurance sector (See

Appendix 1).

The players in the insurance industry are represehy the Association of Kenyan
Insurers (AKI) and regulated by the Insurance Ratguy Authority (IRA). IRA was
established under the Insurance (Amendment) ABtlsaember 2006 and is mandated
to formulate and enforce insurance standards, appariffs and rates, and deal with
complaints from the public. IRA also monitors asmdforces claim settlement and
ownership of insurance companies. AKI acknowledtpad even though the uptake of

terrorism insurance is still considered to be lowKienya, there was an expected



increase of insurance covers after the Westgaaelath Nairobi, which will impact

the general industry statistics.

The Westgate mall was insured by Kenindia Assurgeeltd, and re-insured by
Lloyds and the African Trade Insurance Agency. éitgh Lloyd was expected to
carry a large part of the estimated 10 billion Isfdl insurance claim, the eventual
pay-out by the Kenyan firms was still substan&&.per cent of this claim was related
to the property and business interruption in Wdstganother 10 per cent to Nakumatt
Supermarket and a further 26 per cent to othersslaopl banks. This excludes the
deaths, injuries to people and vehicles and othepgsties burnt down during the
attack. With such big claims at stake, financiakestment theory postulates that such
information may influence subsequent decisions n@adée investor. According to
the AKI report of 2013, the combined industry claiexpense went down by 4.58%
in the year 2011 from the recorded industry tofayear 2010. However, the same
increased by 48.66% in the year 2012 and furthewdry 13.06% as at end of year
2013. In all the 5 years from 2009 to 2013, clagostributed to 1/3 of total expenses
and were proportionately 50% of the total incomegdciation of Kenyan Insurers,
2013). Though this growth may not be directly atited to the increased risk of
terrorism in the country, the Free Cash Flow (F@&uation model explains the

relationship between this trend and the value effitm.

1.2 The Research Problem
The massive contribution done by the insurancefimaaicial sectors to the growth of
the Kenyan economy is one that cannot be ignorededer, rising cases of terrorism

attacks seems to threaten the stability and pednom of these sectors either directly



or indirectly. Kenya has already seen the deteimmaof the tourism sector, loss of
profits, property and lives as a result of teriidie nature of business in the insurance
sector dictates that the industry bears the fiogdés as a result of these attacks inform
of compensation claims. It therefore follows thaterstanding the effect of terrorism
to these sectors will be valuable for operatortha industry, investors and even for
national economic planning. Terrorism and natianakcurity are one of the most
talked about issues in Kenya in the recent pastioubtedly, terrorism activities have
an adverse effect to the general performance abstlall sectors of the economy. The
World Trade Centre attack led to huge insurancémelawith many insurance
companies throughout the world having to discldse impact of the attack in their
financial statements (PriceWaterhouseCoopers, 2001 topic is so burning that it
was addressed by the president of the United Sttesmerica, Barrack Obama,
during a public address in Nairobi at Kasarani 6% 2uly 2015 in which he insisted

that more needs to be done to stop the menace.

Several studies have been undertaken on the medhi of terrorism with different
market parameters. Research on effect of terrotisthe stock market was done by
Keitany & Baras (2012) and found out that there wasgnificant drop in abnormal
returns and cumulative abnormal returns as a reftittese attacks. Chen and Siembs
(2004), and Arin, Ciferri and Spagnolo (2008) adstablished a negative relationship
between terrorism and stock market performancenodigh these studies were done
around the interrelationship between terrorism stotk markets, to the best of my
knowledge, no study has specifically sought to @xplhow stocks of insurance
companies in the Nairobi Securities Exchange (NiS#)ave as a result of terrorist

attacks.

10



Therefore, this study was to investigate the behawof stocks held in the insurance
sector in relation to terrorist attacks. Do currantl prospective investors take up

such information on terrorist attacks as relevariheir investment decisions?

1.3 Objective of the Study

The objective of the study is to establish the ctfief terrorist attacks to the stock

performance of insurance companies listed at theobieSecurities Exchange.

1.4 Value of the Study

The outcome of this study will inform both curreartd prospective insurance sector
stock investors on the possible effects of tertattacks to their stock values. They

will learn the importance, if any, of anticipatisgch events.

Managers of insurance companies and portfolio mensagill also benefit from this
study as they seek to maximise the value of sh&ders and portfolio holders
respectively. They will put in measures to minimaey adverse effects identified or

take advantage of any possible gains that maytrigsut a terrorist attack.

The government and other regulators can use tlénfis of this study to formulate
policies to strengthen the stock markets, espgcihk insurance segment stocks.
Financial analysts will also find the study relevan providing insights when

advising their clients on when to sell or buy irswwe company stocks.

11



The study is also expected to make a significamulitih to the existing body of
knowledge on issues of terrorism and its economiaications. It will also provide a

source of reference for future studies as reseezdeek to fill the gaps left thereof.

12



CHAPTER TWO

LITERATURE REVIEW

2.1. Introduction

This section represents the relevant literaturgheneffect of terrorist attacks to the
performance of stocks in the insurance industrythBineoretical and empirical
literature will be analysed separately to closetplain the interrelationship, after

which any gaps in literature review will be iderd.

2.2 Theoretical Literature Review

This section discusses the theoretical foundatioth® study. A theoretical research
has its findings based on existing theories andothgsis and hence, there is no
practical application in the research. This studyfounded on both theory and

empirical literatures. Ensuing are the theoriesnuphbich this study is founded upon.

2.2.1 The Efficient Market Hypothesis

The Efficient Market Hypothesis, considered as tleckbone of contemporary
financial theory, has been the dominant investimgpty since its inception in the
1960’s. The EMH is the preposition that currentktprices fully reflect the available
information about the value of the firm and thatrthis no other way to outperform
the market using this information. The major condeehind the development of this
theory was the need for an explanation of why sfmides change and is therefore a

very important tool for both financial managers ameestors.

13



Fama (1965) stated that in an efficient market,fthieeffect of new information on

intrinsic values will be reflected instantaneoudty actual prices as a result of
competition. This in essence means that in anieffianarket, the competing market
participants reflect information rationally and tastly such that past information is
rendered useless in predicting future prices. Thenrdriver of stock price changes,
according to EMH, is therefore the arrival of neormation. Since the current price
of the security reflects all available informatianhany given point in time, there is no
reason for an investor to believe that a secusitgiiher over-priced or under-priced

since the price adjusts before the investor catetom that security.

There are three versions of efficient markets hypsis. First, the weak form
efficiency, which asserts that current market ittély reflect information contained
in the past history of prices only. Therefore nopodn outperform the market using
such information. Secondly, a market is said tedmi-strong efficient if all publicly
available information such as interest rates, figifaand financial reports have no
predictive power to the stock prices. The asseftiehind this form of efficiency is
that one should not benefit from what everyone kfsaws. Finally, the strong form
market efficiency suggests that security pricely frdéflect all available information,
both public and private, including insider informeat This means that no one should
be able to outperform the market even using inféionanot publicly known at the
time. The rationale for strong form market effiatg is that the market anticipates

future possible development and incorporates thike stock prices.

14



In the current world of investment and especiatteeging markets, there are obvious
arguments against the EMH. Jaffe (1974) found cemable evidence that insider
trading is profitable. Rozeff and Zaman (1988) doded that a 3 per cent profit can
be earned from insider trading, after deductingssumed 2 per cent transaction cost.
One of the major applications of the Efficient Metrlidypothesis is perhaps the event
study analysis. Event study analysis is the detatiuin of the market’'s reaction to
‘events’ with the aim of explaining the empiricelationship between security prices
and economic factors such as mergers, acquisitivisiends announcements, loss of
assets etc. For instance, the raising of capibakdby issuing stocks with bonuses will
create enthusiasm to the investors, something regfeto as ‘Positive Impact
Hypothesis’. On the other hand, issuing stocks wghts leads to the fall of security
returns and hence a negative reaction by investtag be experienced. This is

referred to as the ‘Negative Impact Hypothesisigfgidis and Demitris, 2004).

2.2.2 Signalling Theory

Terrorist attacks do bring new information to tharket that may signal a possible
change of cash flows available to the investohm insurance sector. The signalling
hypothesis asserts that announcements and newniaion may trigger share returns
simply because they pass a message about they afdilthe firm to generate cash
flows and maintain profitability. Specifically, thdividend signalling hypothesis
assumes a positive correlation between dividendsgd announcements with share
price reactions and future changes in earningsurAber of researchers developed the
hypothesis and were able to show that in a worldsyimmetric information, better
informed insiders use the dividend policy as algasignal to convey their firm’s

future plans to the less informed outsiders. Thisdcording to Bhattachrya (1979)

15



and Miller and Rock (1985). The correlation implieat a dividend increase signals
an improvement on the firm performance while a eéase signals a decrease in the

firm’s profitability.

In finance, information signalling refers to thengeyance of intelligence about a
company’s financial status and/or goals given tglouts actions or actions

surrounding its operations. For example, an annemeat that a firm intends to issue
new bonds sends the signal that it has expansers@nd may therefore continue to
be profitable in the near future. This will in tunave an effect on the stock prices. In
the same manner, the happening of an event whid¢h negatively affect the

profitability or cash flows of the firm is expected send a signal to current and

prospective investors and will ultimately have &ea to the stock returns.

2.2.3 Behavioural Finance Theory

The emergence of behavioural finance in early @fsted the dominance of the
Efficient Market Hypothesis as an investment firaribeory. The new theory of
human behaviour on investing decision making enterge a contradictory and
surrogating approach to traditional finance. Bebasal finance is defined as the
study of how psychology affects financial decisionaking and financial markets
(Shefrin, 2001). In respect of this definition, sorfinancial decisions may be
informed by the investors’ less rational behavimsulting from psychological biases
and heuristics. The central assumption of efficierdrket hypothesis and hence
traditional finance is that people are rationalisTassumption was challenged by
psychologists with the emergence of behaviourahrioce explaining the effect of

cognitive and emotional biases in finance decisions
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The most common heuristics identified under behadb finance are

representativeness, anchoring, herding, overcamfiele loss aversion, mental
accounting and regret aversion. These biases leagle to logical fallacy hence
challenging the rationality of traditional invegiintheories. Behavioural finance
therefore posits that information and news areficieht as they may often be
deceptively communicated to investors who in tuait fo exploit them since they
have already been exploited by other investors.s Tihieans although relevant
information may be available to investors regardimg performance of their stocks,
they may not always act on this information ratibnand hence the information is of

no value.

2.3. Determinants of Stock Returns

A number of empirical studies have been conduabefintd out the determinants of
stock prices in different countries and marketsve&a researchers examined the
relationships between stock prices and some sdléabtors, which could be internal
or external. From the findings, some common facharge been identified that affect
stock prices across all stock markets. However, esatudies are specific to the
market under study and hence cannot be generalibéslis because of the difference
between markets in legislation, regulation, courdgvelopment and other factors
unique to the market. These determinants can besifitd as either internal or
external. Internal factors, also known as compamgémentals, are those that reflect
the company’s performance. They include factore Barnings per share, dividend
per share, book values among others. External riaetiee those that the firm has no
control over and are mainly specific to the mar&eteconomy as a whole. They

include factors like inflation, exchange rates aridrest rates among others.
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In their study on terrorism and the Kenya's se@sitmarket Keitany and Baras
(2012) established that terrorist attacks indeeldaffiect stock returns. They studied
behaviour around two events namely the 1998 an@ 2&@orist attacks and found
that they both led to a negative abnormal retumd @umulative abnormal returns
(CAR). The same t-statistical test conducted or2@iEl terrorist event, with the same
significance level of 5%, found an insignificanfezt to both the abnormal returns
and cumulative abnormal returns. This implied thaestors in the NSE viewed the
2011 attack to be less significant compared to Iloeh1998 and 2002 attacks. They
concluded that terrorist attacks do lead to sigaiitly lower stock returns at the NSE
on the event day. This was evidenced by the dedinthe NSE 20 share index,

abnormal returns and cumulative abnormal returns.

Some of the common determinants of stock retumegplained below.

2.3.1 Dividend Per Share/Earning Per Share

Earnings per share are the profit that the compaagie per share during a financial
period. It is mandatory for every public companypiablish a report at the end of
financial period that states the earning per sbatbe company. This is perhaps the
most important factor for deciding the health off @mompany and it influences the
buying tendency in the market resulting in the gjesnin the price of that particular

stock.
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2.3.2 Market Capitalization

This is the total market value of all of a compangutstanding shares. It is calculated
by multiplying a company’s shares outstanding by tlurrent market price of one
share. The investment community uses this figurdeti@rmine a company’s size as
opposed to sales or total asset figures. The highermarket capitalization of a

company, the higher the company’s stock price.

2.3.3 Price/Earnings Ratio

This ratio gives a comparison of the company’s slpaice to its earnings. If the price
of the share is too much lower than the earningp@fcompany, the stock is said to be
undervalued and it has the potential to rise inntb&r future. On the other hand, if the
price is way too much higher than the actual egrpinthe company, then the stock is

said to be overvalued and the price can fall atpot.

2.3.4 Demand and Supply Forces

This fundamental economic rule applies in the magkeshares in the same manner it
does in the goods and services market. The fortédemand and supply come into
force to determine the price of stocks. When maepfe are interested in a certain
stock, the price of that stock increases and wheremeople are selling the stock, the

price of that particular stock falls.

2.3.5 Inflation

Inflation is a major input in the main valuation dads in finance and a huge driver of
the technical perspective of valuation too. Thigngethat most valuation models give
the resultant value of a share as the nominal \adijiested for the effect of inflation.
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Historically, low inflation has had a strong inversorrelation with valuations.
Deflation is however bad for stocks as it showsosslin the pricing power of

companies.

2.3.6 Incidental Transactions

Incidental transactions refer to those purchasesles of stocks that are motivated by
other forces other than the intrinsic value of ttecks. An example of such
transaction is a purchase of stocks made on the bfexecutive insider trading or a
stock acquisition done to hedge some other investm®ther causes of such
transactions can be explained upon a close loowastor behavioural finance. These
transactions ultimately interfere with the demamd a&upply of the stocks and in
effect lead to a significant price change. Thigefffcan also be referred to as market
sentiment, which is the effect to stock pricesdeigd by purely psychological

factors.

2.4. Empirical Literature Review

Anh and Carl (2009) conducted a study on actsrobrism and their impact on stock
index returns and volatility, focusing on the Kdraand Tehran stock exchanges.
Their study applied the GARCH (1,1) model to defeemhow these factors have
affected the stock markets in Iran and PakistareyTwere able to establish that
significant, but different, stock return shifts aralatility occurred in the two markets.

In their conclusion, they pointed out that thedea$ have serious implications to the
economies represented and provide a good insighvéstor reaction with respect to

terrorism. They also pointed out that given therabi@ristics of the markets, investors
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can evaluate investment decisions and select hgdgiategies to neutralize the risk

of terrorism events.

Bashir et al (2013) conducted a study to estaltfishinfluence of terrorism activities
on the financial markets, focusing on the Karadoic® Exchange, in Pakistan. The
coverage of their study was spread over a periodirofyears from 2005 to 2005.
GARCH and GARCH-EVT models were used to identify thlationship between the
two variables. The study established that terraaidivities adversely affected the
financial markets with a considerably high sigrafice. They pointed out terrorism as
the key variable influencing stock exchange adgsiin Pakistan followed by politics

and instability in the economy.

Aslam and Kang (2013) used data from five Asiaclstoarkets to study the effect of
terrorism on financial markets, evidence from AsiEhe terrorism data used
distinguished the attack type, target type, wedagpe and severity of the attack for
410 terrorist events between 1997 and 2011. They applied event studies and
established varying effects to the stock marketieustudy. The Dhaka and Colombo
stock exchanges were found to recover from suclmtevie two days, Jakarta and
Philippine recovered in one day while there wasigmificant effect on the Bombay
stock exchange. They established that attacks tbaggehe business sector and
security forces had a more significant effect tocktmarkets. Terrorist attacks in
form of suicide squad and bombs had more negatyEct to stock markets than
other types. Furthermore, the severity of the kfian terms of deaths and injuries

had larger negative effects on the financial matket
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Keitany and Baras (2012) conducted a researcheogfthcts of terrorism in Kenya to
the securities markets. They relied on secondats dhtained from the NSE and
applied event study methodology to establish ifrtaristed any relationship between
the variables. The study determined that thereigreficant short-term effects around
the terrorism event as evidenced by the declin@Bl®E 20 share index, Abnormal
Returns (AR) and Cumulative Abnormal Returns (CAR)ey therefore concluded
that indeed terrorism has a negative impact orsdwirity markets. In addition, the
analysis results of the events studied showeditivastors attach a certain level of
importance to each event, explaining why reactietwben events varies. The study
also suggested that there is need for more sttmliestablish the relationship between

terrorism and other sectors of the economy suchsasance and re-insurance.

Kinyanjui (2014) studied the effect of terrorism Bareign Direct Investments (FDI)
in Kenya. The study utilized secondary data and &4 for the period from 2010 to
2012. Multiple regression method was used to estali any relationship existed
between the variables under study. Upon analysiveg data, it was found that
terrorism had a negative effect to FDI in KenyaeTdecrease was attributed to a
reduction in investor confidence due to increasskl factor. They also established
that if one investor experiences losses from aclhtithe other investors suffer from

spill-over effects.

Kuto and Grooves (2004) studied the effect of #sm evaluating Kenya’'s tourism
sector with the intention of aiding in the develapgrh of crisis management plan.
They did a review of researches done on the relstip between terrorism and

tourism and summarized a report of the findingseyrhoted that terrorism has led to
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loss of business to the tourism sector due to ehe ihstilled by terrorist attacks and

hence there was need to have a plan at hand tarhieimize such negative effects.

2.5. Summary of Literature Review

The traditional finance and investment theory dtefnt market hypothesis explained
how new information is immediately reflected in ckaprices such that no investor
would use such information to make abnormal retutnemphasizes the importance
of signalling in making sure that the prices ofc&®are adjusted to the value of any
available signal. However, the supremacy of thisost of thought ends with the
introduction of behavioural finance. This new pagad is a more open-minded
market approach and though it does not negate gbergtion of the EMH, a new
way of financial decision making is introduced. Jleaves the researcher with the
guestion of whether investors are rational, irr@ioor combine both attributes in

decision making.

Empirical studies on terrorism and the economiciabdes in the Kenya have
unanimously established a negative relationshigs Tias been established in the
general stock market performance, tourism sectat Bavel of foreign direct

investments. This was also supported by studies dotside Kenya which generally

agree that terrorism is bad for the economy.

However, to the best of my knowledge, literaturetiom effect of terrorism to other
sectors of the economy like the insurance sectootigvailable. In addition, literature
on the cross effects of terrorism is limited asvituld be assumed that for losses to

occur on one sector or economy, profits may be memeed on another.
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Theoretically, financial scholars have only expéminthe rational and irrational
behaviour of investors. However, there are casesravinvestors experience a two-
tiered thought process where a part of their decigs informed rationally while the
other is irrationally informed. For instance, arveastor who likes investing in
insurance shares may consider the six availableranse stocks even though there

may be more profitable stocks outside this bradast,agriculture.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the methodology used in cotidg the study. It will explain
the research design, population of study, methbédsia collection and data analysis

techniques.

3.2 Research Design

The research was descriptive in nature. It wasn@yse the behaviour of returns
around the major attacks on Kenyan soil and wifilggvent study methodology to
establish this effect. Event study methodology ysed the market's reaction to an
‘event’ such as mergers, acquisitions, announcesnaetv stock issues among others.
Event study methodology was applied by Fama, Fisbensen and Roll (1969),

Brown and Warner (1980), Chen and Siems (2004) grotimers.

The event study methodology is one of the most [aopiatistical designs in finance.
The methodology is mostly used by insurance firmd sesearchers in insurance to
assess the impact of insured and uninsured eventsdividual firms. It is also
applied in measuring the impact of market-wide évesuch as regulation or
legislation on the market as a whole or on indigidadustry segments. Event studies
are further subdivided into market efficiency sesdiand information usefulness
studies. The former is used to assess how quicidycarrectly the market reacts to a
particular type of new information. The latter ised to assess the degree to which
company returns react to the release a particuasfmews (Henderson, 1990). In
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event studies that analyse stock returns whereevbat is political, economic, or a
natural crisis, the ARCH and GARCH models have bezonore popular since they
allow for changes in mean market returns and clangeolatility of returns (Anh

and Carl, 2009).

3.3 Population

A population is defined as a group of objects tmatvide the sample that is under
study. Currently, only six insurance companies leted in the Nairobi Securities

Exchange (See Appendix 1). A census survey wasftirerconducted.

3.4 Data Collection

Secondary data was used for this study. Data wiasnalol from the Nairobi Securities
Exchange authorised vendors for daily individuaktktprices of the six stocks under
study. Also obtained was the NSE 20 share index dattabulated and stored by the

NSE.

3.5 Data Analysis

For the purpose of the study, only three eventewéudied, chosen on the basis of
estimated value of property destroyed, injuriesseduto people and the number of
resulting deaths. The first terrorist attack was #9013 Westgate attack in Nairobi,
followed by the 2014 attack in Lamu (Mpeketoni) dmally the Garissa University

attack of 2015 (See Appendix 2).
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To determine the magnitude of this effect, the &dary Abnormal Return (ARs) and
the Cumulative Abnormal Returns (CARs) were detaedi and their statistical
significance tested accordingly. The first stephis event study will be to define the
event date. For clarification purposes, the datehef event may not refer to the
specific day that the event took place but will fe¢erring to the period when the
market's most informed and interested segment reddyp anticipated the
information. For the purpose of this study, therevs the terrorism attack. The event
window was 21 days, ten (10) days before the atiackten (10) days after the attack,
with the event day taken as day 0. The secondveéspto characterize the returns of
the individual company stocks in the absence otéhnerism related news. This was
used in analysing the impact of the event on thekst returns by determining the
abnormal returns. The abnormal return is the a@&xadost return of the security over
the event window less the expected return of tbeksover the event window. The
normal return is defined as the expected returinawit conditioning on the event
taking place. This means that the abnormal retefleats that part of the stock return
that is not predicted and is therefore the eveaffect on the stock return. The
investigation was conducted on each terrorist ltt@med a conclusion made after
testing the significance of the abnormal returmesebf.

In a mathematical equation, Abnormal Returns (ARctual Returns (R) — Expected
Returns (ER)

For firmi and event date, the abnormal return is

AR, = Ri,— E(R./X,)

Where;
AR, is the Abnormal Return for the stock of firm r e periocu
R is the Actual Return for the stock of firm i foretiperioda

27



E(R/X.) is the Normal Return for the stock of firm i foetperioda

Xa is the conditioning information for the normaturn model

To model the normal return, the market model waldpplied where&, becomes the
market return. The main assumption in this modekhat there exists a linear
relationship between the market return and therggaeturn.

For any stock, the market model will be:

Rit = o + BiRmt + Eit
E (Sit=0)

var €ir) = 82ei

Where:

Rit and R;are the period-t returns on secuiignd the market return respectively.

€it is the zero mean disturbance term

o, Bi and 82ei are the parameters of the market model.

Finally, the abnormal return observations mustdgregated in order to draw overall
inferences for the event of interest. The Cumuéathbnormal Returns (CARs) will
be estimated as the sum of the average abnormahsetor the period around the
event. This will show if the event has a positivenegative effect on the stocks.
Defining CAR (1, t2) as the population cumulative abnormal return (CABN t; to

t, whereT,; < t; <t, < T,. The CAR fromt; tot, is the sum of the included abnormal

returns,

t2
CARi (t1,t2) = Z ARt

t=t1
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND ANALYSIS

4.1 Introduction

This chapter presents the results of the analysi fandings of the study with
reference to the study objectives. The first sectifives a summary of the data
analysis method used. The second part gives thdnfia of the study including
relevant tables and figures that help explainirggrésults of the analysis. The last part

will give a summary of finding and interpretatiohresults.

4.2 Data Analysis

The objective of the research was to establisheffect of terrorist attacks on the
returns of insurance company stocks. Three tetratiacks were chosen and an event
study methodology conducted to establish this gffeany. Therefore, the study is an

analysis of the performance of the securities leefod after each attack.

Secondary data was obtained from authorised NSk\@atdors in excel format. This
was analysed using excel data analysis tool kitffwther drawing of statistical
inferences. To establish the statistical signifezanf the results, a parametric t-test
was conducted for both the Abnormal Returns (AR®) &umulative Abnormal

Returns (CARS).

The event period was determined in relation toabtal terrorist event where a 21
day window was used consisting of 10 days before after the attack. Day O
represented the terrorist attack day.
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4.3 Analysis Results
The researcher used Microsoft Excel to analysel#t@. Below is a discussion on the
statistical tests conducted followed by the eveay-8lbnormal Returns (AR) and

Cumulative Abnormal Returns (CAR).

4.3.1. Abnormal and Cumulative Abnormal Returns

In this study, event study methodology is used éasnre the magnitude of the effect
of terrorist attacks on stock returns of insuranompanies. The market model was
used to estimate the expected return where a 20ed@yation period before the
window was used. The calculation of individual c@mp expected return is shown in
appendix Ill. Measurement was done for event-dagjoabal returns (AR) and
cumulative abnormal returns (CAR) for each of thee¢ terrorist events under study
(See appendix IV and V). Statistical significanest$ were done for each of the three

terrorist events.

Figure 4.1: Linear Plot for the Average Abnormal Reurns
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Abnormal returns experienced 10 days before thatedesy appear to be very random
though a closer look at the trend shows that tieeen increase of abnormal returns
over the window period. Average abnormal returns tfe 2013 Westgate attack
increased gradually from -0.18% on thd"Hy before the attack to a high of 1.4% 2
days before the attack. It then went down to 0.B¥/at the day of the attack and
remained negative for 7 days after the attack kefoing up again to 1.89% as at the
10" day after the attack. The average AR for the 20drhu attack also started at a
negative position of -0.04% 10 days before thechttahis grew gradually to 0.02%
on the day of attack and 2.3% 1 day after. Howetrer,returns continued to move
randomly and closed at 1.78% on thd' Hay after the attack. Average AR following
the 2015 Garrisa attack grew almost steadily orilthday period before the attack to
1.76% as at the day of the attack, which went deev®.59% 1 day after. Mixed
reactions were experienced after this point andatheormal return from this event

closed at 0.67% on day 10 after the event.

Figure 4.2: Linear Plot for the Cumulative Abnormal Returns
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The cumulative abnormal returns for the three esvender study showed a decrease
on the ?' day before the attack before increasing to 0.38%9% and 3.38% for
event 1, 2 and 3 respectively on the day of theckttAfter the day of the event, the
CAR for events 2 and 3 increase steadily to 4.28% %2% respectively at the 10
day. However, CAR for event 1 increases to 0.46%ay after the attack before
decreasing to 0.26% on th& Aay. After this, the CAR increases gradually twsel at

1.68% on the 10 day after the attack.

4.3.2. Statistical Test

The researcher used the T-test to test the stalishypothesis of the study and
determine whether the means of the two data graugpe statistically different from

each other. The hypothesis test was conductedlas/$o

Null Hypothesis: Terrorist attacks have no effeottbe stock returns of insurance

companies listed in the Nairobi Securities Exchange

Alternate Hypothesis: Terrorist attacks have areatffon the stock returns of

insurance companies listed in the Nairobi Secwriirchange.

(i) T-Test for the Abnormal Returns (AR)
The results of the test between the AR and mamkeirms are shown in the table

below.
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Table 4.1: t-Test for two-sample Assuming Unequal &iances

EVENT 1 EVENT 2 EVENT 3

Mean

Variance
Observations
Df

t Stat

P(T<=t) two-tall

t Critical two-tail

0.0018770520.00116 0.003022716-0.0002 0.0029165990.0021

4.62993E-05 1.1E-05 9.01907E-05 2E-05 927B-05 8E-06

20 20 20 20 20 20
28 26 25
0.423612305 1.40632708 0.459140654
0.675085061 0.171467062 0.650100456
2.048407142 2.055529439 2.059538553

Following the results of the t-test above, theat&t Critical, while the p value>0.05

for all the three events and therefore the nulldtlgpesis cannot be rejected. The t-

statistical test at 5% indicates that event dayoahal returns were significant for the

2013 Westgate attack, the 2014 Lamu attack angQhB Garrisa attack.

(i) T-Test for the Cumulative Abnormal Returns (CAR)

The researcher also conducted a t-test on the CAiBhwproduced the results below

Table 4.2: t-Test for two-sample Assuming Unequal atiances

EVENT 1 EVENT 2 EVENT 3
Mean 0.005283253 0.00116 0.021560728 -0.0002 O68EYy 0.0021
Variance 0.000100717 1.1E-05 0.000313814 2E-05 0092694 8E-06
Observations 20 20 20 20 20 20
df 23 21 19
t Stat 1.74468355 5.361084553 3.732346892
P(T<=t) two-tail 0.094390152 2.56821E-05 0.001481
t Critical two-tail 2.06865761 2.079613845 23094054
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Following the results of the t-test above, theat&t Critical, while the p value>0.05
for event 1 and therefore the null hypothesis cabraejected. The t-statistical test at
5% indicates that cumulative abnormal returns vegggeificant for the 2013 Westgate
attack. However t-test for event 2 and 3 shows timatt Stat> t Critical, while the p
value<0.05 and therefore the null hypothesis iglmerejected. The t-statistical test at
5% indicates that the cumulative abnormal returos évent 2 and 3 were

insignificant.

4.4 Discussion of Results

The researcher sought to establish the effectradrist attacks to the performance of
stocks of insurance companies listed in the NSEe fidsults showed that average
Abnormal Returns (AR) for all insurance companyck#o at the NSE increased

slightly for the three events under study. This banobserved from the slope of the
linear trends on Figure 4.1. Significance testglmse results showed that that they

were significant at 5%.

An analysis of the CAR for the three events showet there existed a positive
relationship between terrorist attacks and inswacompany stock performance.
From Figure 4.2, the CAR for events 2 and 3 areenlesl to increase steadily to
4.23% and 5.2% respectively at thé"Iay after the attack. The CAR for event 1 also
increases to 0.46% 1 day after the attack, afteciwibincreases gradually to close at
1.68% on the 10day after the attack. However, significance testCAR placed the
2014 and 2015 attacks insignificant and hence timy2013 Westgate attack was

significant.
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CHAPTER FIVE

CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This chapter presents the conclusion of the rebestitedy and the implications of the
findings, limitations encountered in the coursehaf study as well as suggestions for

further research.

5.2 Summary of Findings

A 5% significance test for the abnormal returnsishthat event day abnormal returns
for the three events were significantly positivlisTmeans that all the 2013, 2014 and
2015 terrorist attacks led to a significant inceeasthe abnormal returns. This can be

seen from the general movement of the linear miotig. 4.1 above.

The same significance level conducted on the CARédver shows that only the 2013
Westgate attack was statistically significant. Aligh the CAR from event 2 and 3
increase steadily after the event day, CAR for evemcreases at a lower slope as
shown in Fig. 4.2. Although the three events ledbgs of human life and property,
the 2013 Westgate attack is deemed to be moreesgvebably because it affected
the business class in the capital city as opposebe other two attacks which took

place near Kenya borders.

The overall finding is that terrorist attacks leaada positive effect on the returns from
stocks of insurance companies listed in the NSEs&Hindings are not in line with
other studies done on the relationship betweeroriem and stock returns which
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agreed on a negative relationship. The study higéled on the assertions of the
EMH which suggests that, in an efficient markeg #ifect of any new information
would be reflected in the price of a stock immegliatif this was to be in effect, a
possible loss through possible insurance claimddveend a negative message which
should negatively affect the returns from such lstocHowever, the findings
explained above contradict this assertion by shgwirat terrorist attacks lead to
increased abnormal returns and cumulative abnoretains for stocks of insurance
companies. The researcher does not seek to findtheutreason for the positive
relationship though this can be caused by a randandh irrational behaviour by

investors as explained by Shefrin (2001).

5.3 Conclusion

The researcher concludes that there is a positationship between terrorism
attacks and the returns of insurance company sthstes] at the NSE. It is also
concluded that the effect of an attack is alsordeteed by the type, target and level
of property damage during the attack. This is eweel by the fact that the test of
significance between the CAR and market returnerdenhed the 2015 and 2014

attacks as insignificant while the 2013 Westgatdl ktéack was significant.

On the other hand, test of significance for the R®wed that the relationship was
significant for all the three events. With thise ttesearcher concludes that despite the
limitations found and discussed below, there argitppe returns to investors in the
insurance sector following terrorist attacks esgigcthose that involve high values of

property damage and targeting the business class.
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5.4 Recommendations

From the study, it can be observed that contrarght general assumption that
terrorist attacks affect the stock market negagivelvestors in the insurance sector
may not loose as well. Portfolio managers and #neerpl investors are advised to
incorporate insurance sector stocks as a meansgtigating return losses as a result

terrorist attacks.

The government and regulators both in the insuraector and the stock market are
also advised to incorporate the results of thislysin policy making and legislation

formulation. This is because most policies are thasethe basis that terrorism is bad
to the economy but the results of this study mawe@rsuch policies to be counter-

effective.

Although terrorism is not encouraged, insurance ames are advised to market
terrorism-insurance in a bid to increase risk cagerand ultimately increase their

incomes.

5.5 Limitations to the Study

Terrorism is a fairly recent phenomenon in Kenyadaclhappears to have no readily
available and adequate data which may have afféabe{udgement of investors. In
addition, due to the uncommon nature of terrorisimKenya as opposed to other
countries in the Middle East where terrorism is omm, emotions and fear overtake
the immediate situation and investors may makeomati decisions to take any
advantage available. This therefore means that soankets may show more accurate

and meaningful results than the Kenyan market.
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The window period of 21 days and estimation peabd0 days selected for the event
study may not have been sufficient to cover theotest event; hence the data
collected and used in the study may not have beeuorate leading to inconsistent

results.

Other factors other than terrorist attacks may haffected the performance of the
insurance company stocks during the period of samy consequently the results of
the study may have been affected. Such factorsudeclinflation, incidental

transactions, demand and supply forces and fundamneiue.

5.6 Suggestions for Further Research

A more robust research on terrorism and the ins@r@ector performance especially
in emerging markets is necessary in order to drawrelusion. Such studies should
also consider extending the window period as weltree estimation period so as to

obtain a more conclusive inference on this matter.

There is also need for further research to estalthie effect of terrorism on other
sectors of the financial, agricultural and otherirmsectors of the economy. Such
sectors play a critical role in the growth and depment of Kenya as an economy
and with the upsurge of terrorism attacks, suchdistuwill help understand the

problem.
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APPENDICES
Appendix I: Listed Insurance Companies at Nairobi &curities

Exchange

Britam Limited

CIC Insurance Limited

Jubilee Holdings Limited

Kenya Reinsurance Corporation Limited
Liberty Kenya Holdings Limited

Pan Africa Insurance Holdings Ltd
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Appendix IlI: List of Recent Major Terror Attacks In Kenya

PROPERTY
DATE PLACE OF ATTACK |PERPETRATOR DAMAGE |FATALITIES(INJURED |TARGETTYPE  [DESCRIPTION
08/07/1998: Suicide attackers detonated a
Nairobi- US . Gowvernment vehicle bomb outside of the United States
07/08/98 EMBASY Al-Qaida MAJOR 224 4000 (Diplomatic) Embassy in Nairobi, Kenya, killing 224
people
04/02/15| UNIVERSITY Al-Shabaab MINOR 152 T9|UNIVESITY K . Y e
College in Garissa, Kenya, killing 147
COLLEGE L
people, and injuring 79 or more.
09/21/2013: Assailants with automatic
Nairobi- . weapons and grenades attacked the
21/09/13 WESTGATE Al-Shabaab MAJOR & 201|Business Westgate Mall in Nairobi city, Nairobi
province, Kenya
Religious 01/01/2008: In Eldoret, Kenya, tribal militia
01/01/08| Eldoret Unknown Unknown 50|Unknown |[Figures/Instituti |burned a church to the ground killing all 50
ons people inside.
Private Citizens 06/15/2014: A group of 50 assailants
15/06/14| Mpeketoni Al-Shabaab MINOR 48 ! iz attacked Mpeketoni town, lamu province,
& Property
Kenya.
Private Citi 12/02/2014: Assailants attacked quarry
02/12/14|Mandera Al-Shabaab Unknown 36| mate LIUZENS | orkers in near Mandera town, Mandera
& Property
county, Kenya.
11/22/2014: Assailants stopped a
22/11/14|Mandera Al-Shabaab Unknown 28| Unknown Private Citizens |passenger bus gnd forceq al .Of the
& Property occupants to exit the vehicle in Mandera
County, Kenya.
11/01/2014: Assailants attacked police
01/11/14|Kapedo Unknown Unknown 22 0| Police officers in Kapedo area, Turkana county,
Kenya.
10/05/2006: Around 5:30 am local time, the
05/10/06| Marsabit Unknown Unknown 17| 3|Police bandits attacked the police station at Folole
in Marsabit (District), Kenya.
Al-Oaid Busi Privat 11/28/2002: Perpetrators attacked Paradise
28/11/02|Mombasa -Qa'ida Unknown 16 “?'T‘ess' v Hotel in Mombasa, Kenya, with a suicide
(suspected) e Citizens
car bomb
private Giti 12/03/2014: Assailants opened fire on non-
03/12/14|Mado Gashi Al-Shabaab Unknown 15 rvate Litizens Muslim farmers in Mado Gashi district,
& Property )
Isiolo county, Kenya
G t 06/23/2013: A rocket-propelled grenade
23/06/13|Banisa Unknown Unknown 15 21|20vemmen detonated at a refugee camp in Banisa,
(General),Other .
Mandera province, Kenya.
Al-
05/07/14| Hindi Shabaellb,Mombasg Unknown 12 Private Citizens 07/05/2014: A§sallants attacked a shopping
Republican Council & Property center in Hindi town, lamu county, Kenya,
(MRC) (suspected)
) - 05/19/2014: Assailants opened fire on
Private Citizens . . . .
19/05/14| Mandera Al-Shabaab Unknown 12|{Unknown wehicles transporting khat in Mandera city,
& Property
Mandera
05/21/2008: On Wednesday, a group of as
23/06/14|Witu Al-Shabaab Unknown 11|{Unknown Private Citizens |many as 300 young men burr_]ed eleven
& Property people, suspected of being witches or
wizards, in Western Kenya.

Source: Global Terrorism Database

http://www.start.umd.edu/gtd/search/Results.aspufftg=104
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Appendix llI: Individual Company E.R and A.R Determination

Date Stock | CFCIVWAP | CFCIRETURNS | ER AR
11/09/2013 CFClI 11.8000- 0.0126 0.0010  -0.0136
12/09/2013 CFCI 11.7000- 0.0085 0.0011  -0.0096
13/09/2013 CFCI 11.6000- 0.0085 0.0023  -0.0108
14/09/2013 CFCI 11.6000 : 0.0005 - 0.600
15/09/2013 CFCI 11.6000 : 0.0005 - 0.600
16/09/2013 CFCI 11.7500 0.0129  -0.0036 0.0164
17/09/2013 CFCI 11.6500- 0.0085 0.0011  -0.0096
18/09/2013 CFCI 11.5000- 0.0129 0.0019  -0.0148
19/09/2013 CFCl 11.8500 0.0304  0.0024 0.028
20/09/2013 CFCI 11.8000- 0.0042 0.0012  -0.0054
21/09/2013 CFCI 11.8000 - 0.0005 - 0.0005
22/09/2013 CFCI 11.8000 : 0.0005 - 0.600
23/09/2013 CFCI 11.7000- 0.0085  -0.0008  -0.0077
24/09/2013 CFCI 11.7500 0.0043  -0.0006 0.0044
25/09/2013 CFCI 11.3500- 0.0340 0.0005 - 0.0346
26/09/2013 CFCI 11.8500 0.0441  0.0043 0.0398
27/09/2013 CFCI 11.6500- 0.0169 0.0009  -0.0178
30/09/2013 CFCl 11.9000 0.0215  0.0032 0.0182
02/10/2013 CFCI 11.8000- 0.0084 0.0017  -0.0101
03/10/2013 CFCI 11.7000- 0.0085 0.0033  -0.0117
04/10/2013 CFCI 11.9000 00171  0.0013 o.0151;

PARAMETERS

INTERCEPT 20.000241469

SLOPE -0.046722337

R-SQUARED 0.001366851

STD ERROR 0.005079027

45



Appendix IV: Event Day Average A.R.

EVENT DAY | AVAR. 1 AVAR.?2 AV AR.3
-10 -0.0018 -0.0004 0.0004
-9 0.0002 0.0039 -0.0056
-8 -0.0041 0.0002 -0.0082
-7 0.0012 0.0002 -0.0009
-6 0.0012 0.0072 0.0082
-5 0.0061 0.0095 0.0032
-4 -0.0065 -0.0232 0.0004
-3 -0.0050 0.0082 0.0004
-2 0.0140 -0.0010 0.0049
-1 -0.0031 0.0002 0.0135
0 0.0012 0.0002 0.0176
1 0.0012 0.0230 0.0059
2 -0.0020 0.0053 -0.0012
3 0.0108 -0.0037 0.0124
4 -0.0032 0.0044 0.0002
5 -0.0018 -0.0001 -0.0040
6 -0.0025 0.0054 0.0083
7 -0.0008 -0.0091 0.0012
8 0.0108 0.0106 0.0030
9 0.0008 0.0016 -0.0076
10 0.0189 0.0178 0.0067
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Appendix V: Event Day C.A.R.

EVENT DAY CAR.1 CAR.2 CAR.3
-10 -0.0018 -0.0004 0.0004
-9 -0.0016 0.0036 -0.0052
-8 -0.0057 0.0037 -0.0134
-7 -0.0045 0.0039 -0.0144
-6 -0.0033 0.0111 -0.0062
-5 0.0029 0.0206 -0.0030
-4 -0.0037 -0.0026 -0.0026
-3 -0.0087 0.0056 -0.0022
-2 0.0053 0.0046 0.0027
-1 0.0022 0.0048 0.0162
0 0.0034 0.0049 0.0338
1 0.0046 0.0279 0.0397
2 0.0026 0.0332 0.0385
3 0.0135 0.0295 0.0510
4 0.0102 0.0340 0.0511
5 0.0085 0.0338 0.0471
6 0.0060 0.0392 0.0554
7 0.0052 0.0302 0.0566
8 0.0160 0.0407 0.0596
9 0.0168 0.0423 0.0520
10 0.0357 0.0601 0.0587
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