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Abstract 

In this study, the effect of the ongoing trade war, which started in 2018 between the United 

States on the one hand and the European Union, China and Canada on the other, on stock 

returns of publicly traded companies, is analysed. The major events of the trade war in 2018 

are included in the study. The study was formalised into two hypotheses. Firstly, that the 

announcement of tariffs in one market would lead to average abnormal returns, either positive 

or negative, for companies in that market. Secondly, that the announcement of tariffs in one 

market would lead to average abnormal returns, either positive or negative, for companies in 

a foreign market targeted by the tariffs. The results of the study show a statistically significant 

evidence supporting the hypotheses. The study also shows that stock market reactions cannot 

only be expected in the markets directly involved in the events but also in other markets. In 

the study, there are examples of market behaviour both consistent and inconsistent with the 

efficient market hypothesis, and examples of where a backwards drift in returns follows a 

market overreaction.    

Keywords: Corporate finance, Fama and French three-factor model, abnormal returns, tariffs, 

trade war. 
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1. Introduction 

In 2018, the United States imposed a series of tariffs as part of President Trump’s economic 

policy. The tariffs have caused quite a stir and controversy among political leaders and 

economists (Sarkar, 2018). The concerns of a trade war have also led to stock market 

reactions (Egan, 2018). The European Union, Canada and China protested the tariffs and 

responded by imposing retaliatory tariffs on different U.S. products.  

In this study, the effect of the “trade war” on stock returns of publicly traded 

companies is analysed in four different markets: the U.S., the European Union, China and 

Canada. The major events of the trade war in 2018, concerning either the U.S., the EU, China 

or Canada, are included in the study.  Tariffs can have impact on various aspects, such as by 

increasing the prices of imported products. However, the focus here is on stock prices as they 

are among the first measure that are expected to react, whereas other measures, such as actual 

value of import and export, GDP growth and (un)employment can only be measured in the 

medium and long run. 

Numerous studies have been conducted on the effects of tariffs on trade, prices, 

economic growth and market volatility. See e.g. Hartigan, Kamma and Perry (1986, 1989), 

Bloningen, Tomlin and Wilson (2004), Hughes, Lenway and Rayburn (2007), and Crowley 

and Song (2014). However, since the ongoing trade war just started in 2018, limited research 

has been conducted and published on the effect of these tariffs on stock returns. Huang, Lin, 

Liu and Tang (2018) examined market responses for companies operating in the U.S. and 

China, depending on their direct and indirect exposures to U.S. - China trade.  

An event-study approach is applied to see whether the tariffs led to abnormal stock 

returns of companies operating in these four different markets. The event-study approach has 

been heavily used in previous literature. Since the tariffs involve different products and 

countries, the research includes all companies within the U.S. S&P 500 Index, the European 

STOXX 600 Index, the Chinese CSI 300 Index and the Canadian S&P/TSX Composite 

Index.  

This study adds to numerous prior studies on the effects of tariffs and other policy 

events on stock price reactions, but differs in a few ways. Firstly, the study concerns more 

event dates than previous studies and concerns events that are so current that limited research 
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has yet been conducted. Secondly, it includes not only the U.S. and Chinese markets, but also 

the European and Canadian markets. Thirdly, the analysis is based on Fama and French’s 

three-factor model (Fama & French, 1993), not the CAPM model. Fourthly, in most short-

term event studies, the focus is on the two or three days surrounding the event date. However, 

in this study a longer period is considered to check for the possibility of a backwards drift. 

The research and its findings should be of interest to investors and other stakeholders in 

companies operating in the respective markets. The results could also have implications for 

economic policy-making and international trade. 

The thesis is structured as follows. In Chapter 2, the literature behind the study is 

described. Building on the literature the hypotheses to be researched are put forward in 

Chapter 3. The methodology used in the research is described in Chapter 4. The research data 

and the events that are the subject of the study are discussed in Chapter 5. The main results 

of the study are reported in Chapter 6 and discussed. Lastly, Chapter 7 contains a summary 

of the main results, conclusions based on the results and further research suggestions. 
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2. Literature 

2.1. Efficient market hypothesis and calculation of normal and abnormal returns 

Modern finance is based on the idea that stock prices react promptly and reasonably to news. 

According to Kothari and Warner (2006), in 2006, more than 500 papers had been published 

showing that stock prices react sensibly to news. However, various hypotheses differ on how 

strong that relationship is. The most famous one is the efficient market hypothesis, which 

relies heavily on the empirical results of numerous event studies.  

The efficient market hypothesis was originally developed by Eugene Fama in 1970 

and later supported by Fama’s and Kenneth French’s study in 2012 (Fama, 1970; Fama & 

French, 2012). The hypothesis argues that stocks should always trade at their fair value. 

Consequently, it should be impossible to outperform the overall market through market 

timing or expert stock selection (Fama, 1991). However, the efficient market hypothesis has 

been disputed, both empirically and theoretically. 

According to the efficient market hypothesis (Fama, 1991) all information should be 

promptly impounded into a stock‘s price within a day or two. However, despite the numerous 

short-term event studies, little focus has been on examining returns beyond two or three days 

after news become public (Antweiler & Frank, 2006). Antweiler and Frank (2006) showed, 

contrary to the efficient market hypothesis, that about two days after news become public 

there was a significant predictable drift in stock returns in the opposite direction from the 

initial jump. Antweiler and Frank explained this process as an overreaction. However, they 

also pointed out that the drift might be caused by some aspects of microstructure such as a 

trader accumulating or unwinding a large position in stocks. Antweiler and Frank argued that 

overreaction to news was the typical pattern of the American stock market between 1973 and 

2001. 

Regardless of whether the efficient market hypothesis holds or not, stock prices are 

in essence aggregates of all information available to the market participants at any given 

point in time. They reflect the market’s expectations on future returns. Expected economic 

changes such as tariffs should therefore lead to immediate changes in stock prices. Stock 

price movements might be caused by other factors. However, stock price reactions should 
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reflect the “consensus view” of professional traders (Breinlich, Leromain, Novy, Sampson 

& Usman, 2018).  

The calculation of abnormal stock returns can be traced back to papers of Ball and 

Brown (1968) and Fama, Fisher, Jensen and Roll (1969). The calculation involves splitting 

the stock‘s return into an expected return and an unexpected return. The difference between 

the two is the stock‘s abnormal return. Brown and Warner (1980, 1985), Loughran and Ritter 

(1995), Barber and Lyon (1997), Lyon, Barber and Tsai (1999) and Mitchell and Stafford 

(2000) are among studies where the calculation and significance of both short-term and long-

term abnormal returns in applied research were considered (Melia, Song & Tippett, 2018).  

What these papers have in common is that they are based on the assumption of normal 

distribution of returns, also referred to as Gaussian distributed returns (Melia, Song & 

Tippett, 2018). However, Doherty et al. (2018) showed that the calculation of abnormal 

returns was dependent on the precise form of probability density, which governs the 

generating process of the returns of the stock. Melia, Song and Tippett (2018) shed light on 

the nature and magnitude of errors, which can arise when calculating the abnormal returns of 

a stock using a formula, which is based on a different stochastic process than the one that 

describes the process generating the returns of the stock. Their study focused mainly on 

Geometric Brownian Motion and the Feller diffusion, which are amongst the most widely 

used stochastic processes in finance (Melia, Song & Tippett, 2018). They showed that if stock 

prices move in terms of the Feller diffusion but calculations of the abnormal returns are based 

on the Geometric Brownian Motion, it could wrongfully be concluded that there are abnormal 

returns when there are none in fact.  

To meet the concerns over the complications that can rise using the assumption of 

stochastic processes, the compatibility of the empirically observed returns of this thesis is 

tested with the assumption of Gaussian distribution returns. 

As already mentioned, this study adds to the previous literature a few ways. Firstly, 

the study concerns more event dates than previous studies and concerns events that are so 

current that limited research has yet been conducted. Secondly, it includes not only the U.S. 

and Chinese markets as the study of Huang, Lin, Liu and Heiwai Tang (2018), but also the 

European and Canadian markets. Thirdly, the analysis is not based on a single-factor model 
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but Fama and French’s three-factor model. Fourthly, in most short-term event studies, the 

focus is on the two or three days surrounding the event date. However, as Antweiler and 

Frank (2006) propose, a longer period is studied to check for the possibility of a backwards 

drift. The research and its findings should be of interest to investors and other stakeholders 

in companies operating in the respective markets. 

 

2.2. Effect of tariffs and other political events 

This study adds to numerous prior studies on the effects of tariffs and other policy events on 

stock price reactions, trade, economic growth and market volatility. Hartigan, Kamma and 

Perry (1986, 1989), Bloningen, Tomlin and Wilson (2004), Hughes, Lenway and Rayburn 

(2007), and Crowley and Song (2014) examined stock price reactions to anti-dumping 

duties.1 Grossman and Levinsohn (1989) examined the specific factors model of international 

trade using stock price reactions. Bloom, Romer, Terry & Van Reenen (2014) showed that 

companies react to changes in trade policy in terms of economic growth. It has also been 

shown that such changes can affect stock returns of global firms (Bekaert, Harvey, Kigueal 

& Wang, 2016; Hoberg & Moon, 2018) and stock market liquidity (Levine & Schmukler, 

2016). Moser and Rose (2014) studied the effect of regional trade agreements on stock market 

indices. In 2018, Campbell, Crowly, Meng and Song (2018) explored the announcement 

effect of import restrictions by the EU on a set of Chinese firms in the solar panel industry. 

Brander (1991), Thompson (1993) and Breinlich (2014) examined stock price movements in 

relation to the U.S. - Canada Free Trade Agreement of 1989.  

In relation to elections and policy-making, Oehler, Walker and Wendt (2013) 

examined the effects of election results on stock price performance from 1980 to 2018. 

Wagner, Zeckhauser, and Ziegler (2017) studied the event of President Trump’s election 

victory and its effect on the financial outcome of U.S. companies. In relation to Brexit, 

Oehler, Horn and Wendt (2017) examined the short-term stock price effects and the impact 

of firm-level internationalization. Breinlich, Leromain, Novy, Sampson and Usman (2018) 

examined the stock market reaction to the Brexit referendum in June 2016 and subsequent 

                                                           
1 An anti-dumping duty is a protectionist tariff which a government imposes on foreign imports that it believes 

are priced below fair market value. Dumping is a process where a company exports a product at a price lower 

than the price it normally charges in its own home market. 
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speeches by the Prime Minister. In 2018, Crowly, Meng and Song (2018) explored the 

announcement effect of import restrictions by the EU on a set of Chinese firms in the solar 

panel industry. 

What all the cited studies have in common is that they find evidence of that trade 

policy and other political events that were the subject of the studies affected stock returns.2  

This study focuses on the ongoing “trade war” which started in 2018 between the U.S. 

on the one hand and the EU, China and Canada on the other. Therefore, due to the short time 

elapsed since the trade war began, limited research has been conducted and published on the 

effect of these tariffs on stock returns. Huang, Lin, Liu and Heiwai Tang (2018) examined 

market responses for companies operating in the U.S. and China, depending on their direct 

and indirect exposures to U.S. - China trade. Their study mainly focused on the events 

surrounding the issuance of the presidential memorandum, dated 22 March 2018, revealing 

the findings of the U.S. investigation into China‘s acts, policies and practices, and President 

Trump’s proposal from 18 June 2018 to identify Chinese goods for additional tariffs.  

 

  

                                                           
2 Since the hypotheses of this thesis are indifferent between whether the average abnormal return is positive or 

negative, the findings of the cited studies, as regards whether the research events had a positive or a negative 

effect, are not further discussed here. 
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3. Hypotheses 

Building on the literature, this study on the effects of the announcement and imposition of 

tariffs on stock returns, can be formalised into the following hypotheses for empirical testing:  

1) Announcement of tariffs in one market leads to average abnormal returns, either 

positive or negative, for companies in that market. 

2) Announcement of tariffs in one market leads to average abnormal returns, either 

positive or negative, for companies in a foreign market targeted by the tariffs. 

Announcement of tariffs can have either a negative effect or positive effect on stock 

returns. For companies that rely on imports, one might expect that should have a negative 

abnormal stock return following the announcement of tarriffs. Similarly, one might expect 

that companies that rely on exports should have a negative abnormal return when tarriffs er 

announced in the country that they export to. Therefore, the impact of tariffs is not necessarily 

unambiguously clear, which is the reason why the hypotheses are put forward as indifferent 

between whether the average abnormal return is positive or negative. However, when 

discussing and interpreting the empirical results in Chapter 6, the content of the 

announcements is considered.  
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4. Methodology 

In this study, an event-study approach is applied to see if the trade war between the U.S. on 

the one hand and the EU, China and Canada on the other hand, led to abnormal stock returns 

of companies operating in the respective markets. The event-study approach has been heavily 

used in literature. An extensive discussion on this methodology can be found in Campbell et 

al. (1997), MacKinlay (1997) and Kothari and Warner (2006) (Antweiler & Frank, 2006).  

Event studies are supposed to reveal whether the real performance of companies is 

different from their expected performance from the model chosen for the study (Saens & 

Sandoval, 2005). In this study, the performance is measured by calculating returns from 

changes in stock prices. For this research, the model used for calculating expected 

performance is Fama and French’s three-factor model.  

 The events, which are the subject of the study, took place between 1 March 2018 and 

24 September 2018. They include the dates when tariffs or retaliatory tariffs were either 

announced or became effective. Since the tariffs involve different product categories, the 

research will include all companies within the U.S. S&P 500 Index, the European STOXX 

600 Index, the Chinese CSI 300 Index and the Canadian S&P/TSX Composite Index.  

Consequently, eight different event windows are defined for testing. All except one 

event window contain more than one event date, as further explained in Chapter 5. The event 

window for each event is defined as 5 trading days prior to the first event of each window 

and 5 days after the last event of the same window.  

The daily abnormal return of each company is calculated during every event window 

using the following equation:3 

𝐴𝑅𝑖𝑡 = 𝑅𝑖𝑡 − 𝐸[𝑅𝑖𝑡] 

where AR stands for the abnormal return, R is the actual return of stock i during day t and 

E[R] is the expected return. 

  

                                                           
3 Abnormal is relative to the specific market model, here Fama and French’s three factor model. 
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The daily average abnormal return of all the stocks constituting each index is 

calculated using the following equation: 

𝐴𝐴𝑅𝑡 = (
1

𝑁
)∑𝐴𝑅𝑖𝑡

𝑁

𝑖=1

 

where N is the number of stocks within the index.4 

The Fama and French’s three-factor model (Fama & French, 1993) is used to calculate 

the expected return of each stock during the event window (the 𝐸[𝑅𝑖𝑡] above). The three-

factor model stipulates the following: 

𝑟 − 𝑅𝑓 = 𝛽(𝑅𝑚 − 𝑅𝑓) + 𝑏𝑠 ∗ 𝑆𝑀𝐵 + 𝑏𝑣 ∗ 𝐻𝑀𝐿 + 𝛼 

where SMB (“Small Minus Big”) is the historic excess return of small-cap companies over 

large cap companies and HML (“High Minus Low”) is the historic excess returns of value 

stocks (high book-to-price ratio) over growth stocks (low book-to-price ratio). Alpha is the 

constant and the three betas are the coefficients for each FF-factor (the market factor, the 

SMB factor and the HML factor). The FF-factors used in the study are further described in 

Chapter 5.  

The estimation period, i.e. the period used to calculate the alphas and betas for the 

different factors of the FF-model, is defined as one year prior to the date which is 10 trading 

days from the first event date of the corresponding event window (-10). More specifically, 

separate alphas and betas are calculated for each event window. The reason for that is to catch 

as much of the effect of past events on the alphas and betas of each company. However, since 

some of the events are close in time, not all estimation periods include the last event of the 

previous event window.  

As further described in Chapter 5.1, the closing stock prices for all the stocks included 

in the four different stock indices is used to calculate daily returns, i.e. the change in stock 

price of each company.  Regression analysis is used to calculate the alpha and the three betas 

of all the stocks using the daily returns of each stock during each estimation period and the 

corresponding FF-factors for each trading date within the estimation period. 

                                                           
4 As explained in Chapter 5, a few companies were exluded from the calculations, e.g. if the stock was available 

for trading during all estimation periods and event windows.  
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The alphas and the betas calculated from the regression analysis of each estimation 

period are assumed constant during the respective event window.  

The cumulative abnormal return has been considered a better measure for event 

studies than the average abnormal return. The reason is that the former captures the total 

firm-specific stock price movement during each event window (Mitchell & Netter, 1994). 

Conclusion of event studies can be very sensitive to the event window since a short event 

window might not spot a possible opposite drift in returns (Antweiler & Frank, 2006). A 

short event window might also not measure possible insider trading during the days before 

the event. 

If the cumalative abnormal return remains significant over a longer period, it suggests 

that the new information was actually price relevant, i.e. the stocks remain at the higher or 

lower price level. If the abnormal returns starts cumulating prior to the event it might suggest 

the market anticipated the event or that the drift was caused by confounding events or other 

random effects. If there is a significant effect around day zero (-1,+1), but it disappears over 

the following days, it might suggest a market overreaction followed by a drift with the 

opposite sign to the inital jump.  

The cumulative abnormal return of each company within an index is calculated for 

different periods within each event window by aggregating the abnormal returns throughout 

the period using the following formula:5 

𝐶𝐴𝑅𝑖,𝜏1,𝜏2 = ∑ 𝐴𝑅𝑖,𝑡

𝜏2

𝑡=𝜏1

 

The cumulative abnormal return of each company is then averaged over the event 

window using the following formula:6 

𝐶𝐴𝐴𝑅𝜏1,𝜏2 = (
1

𝑁
)∑𝐶𝐴𝑅𝑖,𝜏1,𝜏2

𝑁

𝑖=1

 

                                                           
5 Cumulative is relative to the period within each event window, with the cumulative return commencing on a 

day defined relative to the event day for each stock. 
6 Average refers to the averaging of cumulative abnormal returns across all observations (stocks by event day). 
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In this study, the cumulative abnormal return is calculated for different periods, 

including (-5,-1), (-1,+1), and (0,+5). If the event window contains more than one event, the 

first event date is defined as day zero. For those reasons, some of the event windows include 

CAAR calculations over a longer period to catch the entire effect of all the events within the 

event window. Longer event windows increase the likelihood that they might include other 

stock specific information that is unrelated to the tariffs making the interpretation of 

cumulative abnormal returns more difficult. 

Statistical test is carried out to calculate whether the events had significant impact on 

the daily average stock returns. That is done by testing the null hypothesis that the daily 

average abnormal return and the cumulative abnormal return for a certain period are 

significantly different from zero (H0: AAR = 0 and H0: CAAR = 0). A two-sided Student t 

statistical test, assuming unequal variances, is used for the calculations using the following 

equations:  

𝑡 =
�̅�1 − �̅�2
𝑠∆̅

 

where 

𝑠∆̅ = √
𝑠1
2

𝑛1
+
𝑠2
2

𝑛2
 

and X is a sample mean, s is sample variance and n is sample size. The results are reported at 

three different significance levels; 1%***, 5%** and 10%*.  

Due to the time difference between the U.S. and China, the AAR of the trading day 

following the corresponding event date, is a better indicator for the CSI 300 Index and 

therefore considered when discussing and interpreting the results in Chapter 6.   
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5. Data set and description of events 

5.1. Data set 

The stock data was collected using Thomson Reuters DataStream. The data was collected for 

the following indices: 

 The U.S. S&P 500 Index.7 

 The STOXX Europe 600 Index.8 

 The Chinese CSI 300 Index.9 

 The Canadian S&P/TSX Composite Index.10 

As for the sample size, the first three indices contain 500, 588 and 283 companies, 

respectively but the S&P/TSX Index contains 239 companies.11 

Daily closing stock prices of all companies constituting the respective indexes were 

gathered from the beginning of 2017 until end of 2018. As explained in the Chapter 4, the 

daily prices were used to calculate daily returns of each stock. 

Since the trading days were not identical for all indices, i.e. the respective had 

different trading days, some of the AAR are missing from the tables. The different trading 

days between the indices is also the reason why the results reported in tables, not figures.  

In all instances, the daily returns are calculated using the domestic currency of each 

stock. U.S. dollar is the calculation currency of the S&P 500 Index, the STOXX Europe 600 

Index includes euros (308 out of 600 stocks), pound sterling (151 out of 600 stocks stocks), 

                                                           
7 The S&P 500 Index is market capitalization weighted and measures the performance of the large-cap segment 

of the U.S. stock market. The index is composed of 500 constituent companies and captures approximately 80% 

coverage of available market capitalization (“S&P Dow Jones Indices“, 2019).  
8 The Stoxx Europe 600 covers the 600 largest companies in Europe representing large, mid and small 

capitalization companies. The index is divided into 19 Supersectors and reflects the exposure to certain sectors 

in terms of free-floating market capitalization. The index is not limited to the Eurozone (“Stoxx Index 

Methodology Guide“, 2019). The 17 countries that make up the index are Austria, Belgium, Denmark, Finland, 

France, Germany, Ireland, Italy, Luxembourg, the Netherlands, Norway, Poland, Portugal, Spain, Sweden, 

Switzerland and the United Kingdom.  
9 The CSI 300 Index is composed of 300 stocks with the largest market capitalization and liquidity of listed A 

share companies in China. The index aims to measure the overall performance of the A shares traded on the 

Shanghai Stock Exhange and the Shenzhen Stock Exchange (“CSI 300 Index Methodology“, 2018).  
10 The S&P TSX Index provides investable indicies for the Canadian equity markets (“S&P TSX Canadian 

Indices Methodology“, 2019) 
11 If data on closing prices was not available for the whole sample period the respective companies were 

excluded. However, the sample size cited above is the final sample size.  

https://en.wikipedia.org/wiki/Eurozone
https://en.wikipedia.org/wiki/United_Kingdom
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Swiss franc (50 out of 600 stocks), Swedish krona (44 out of 600 stocks), Danish krona (23 

out of 600 stocks), Norwegian krona (15 out of 600 stocks) and Polish zloty (9 out of 600 

stocks). Chinese yuan is the calculation currency of the CSI 300 Index and the S&P/TSX 

Index is calculated in Canadian dollars.  

The Fama French global factors were collected from the Data Library on Kenneth 

French’s website.12 The global factors are calculated using stock returns in developed 

countries and are based on returns in U.S. dollars.13 However, China is not defined as a 

developed country in that regard. The impact of this on the interpretation of the results for 

the CSI 300 Index is discussed in Chapter 7. 

All the data was scrutinised so it would only contain the trading days of the respective 

indices. However, as for the STOXX 600 Index, the listing of the stocks constituting the 

Index is on different stock markets, not with identical opening hours. If at least one stock 

market was open during a certain day, it was considered a trading date regardless of whether 

other markets were closed.14  

 

5.2. General description of events 

In 2018, the United States imposed a series of tariffs as part of President Trump’s economic 

policy. The trade war can be divided into four different battles. For a comprehensive 

overview, see Bown & Kolb (2018).  

The first battle concerns the imports of solar panels and washing machines into the 

U.S. The second battle is about steel and aluminium imports. The third battle concerns what 

the Mr. Trump refers to as China’s unfair trade practices for technology and intellectual 

                                                           
12See http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html 
13 The global factors constitute an updated version of those used in Fama and French Article from 2012, “Size, 

Value and Momentum in International Stock returns“, published in the Journal of Financial Economics.“ 

Devoloped countries, as defined by Fama and French, are Australia, Austria, Belgium, Canada, Switzerland, 

Germany, Denmark, Spain, Finland, France, Great Britain, Greece, Hong Kong, Ireland, Italy, Japan, 

Netherlands, Norway, New Zealand, Portugal, Sweden, Singapore and the United States.  
14 However, with the exception of 25 and 26 December 2017 defined as trading days although the Polish stock 

market was open. The reason is that out of 600 stocks constituting the Index, only 9 stocks are listed in Polish 

zloty. Since 151 out of 600 stocks constituting the STOXX 600 Index were trading on 24 December 2018 on 

the British stock market, it was considered as a trading day despite other markets being closed. 

http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html
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property. The fourth battle is related to the second one and concerns the imports of 

automobiles into the U.S.  

In this thesis, the focus is on the second and third battle. Description of the major 

events of the two battles is found in Chapters 5.3 and 5.4. However, the research conducted 

in this thesis is based on the chronological order of the events, regardless of which battle they 

belong to. As for the possible or expected stock reactions caused by each event, they are 

included in Chapter 6 when discussing the results, when applicable. 

 

5.3. Dispute on steel and aluminium  

In April 2017, President Trump instructed an investigation into whether steel and aluminium 

imports threatened national security (Bown, “Trump’s threat”, 2017). On 16 February 2018, 

the Department of Commerce released its findings that the imports of steel and aluminium 

products threatened national security (“Secretary Ross Releases”, 2018).  

On 1 March 2018, President Trump announced tariffs of 25% on steel and 10% on 

aluminium (Lynch & Paletta, 2018). On 7 March 2018, the European Union announced that 

it would impose retaliatory tariffs if it were to be hit by the U.S. tariffs (Bown, “Europe is 

pushing”, 2018). Trump’s tariffs were imposed by an order signed on 8 March 2018. 

However, Mexico and Canada were exempted from the tariffs (The White House, 2018ab). 

On 22 March 2018, it was announced that the EU, Argentina, Australia, South Korea and 

Brazil were temporarily exempted from the tariffs (The White House, 2018cd). On 23 March 

2018, the tariffs became effective (Bown, “Trump's Long-awaited”, 2018)  

On 2 April 2018, China imposed retaliatory tariffs on aluminium and scrap, pork, 

fruits, nuts and other U.S. products worth 2.4 billion USD in export value in 2017 (Lu & 

Schott, 2018).  

On 30 April 2018, the U.S. government announced that EU, Canada and Mexico were 

exempted from the tariffs until 1 June 2018 but Argentina, Australia and Brazil were all 

granted a permanent exemption (The White House, 2018ef).  
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The EU imposed retaliatory tariffs on 22 June 2018 covering 180 different U.S. 

products worth over 3 billion USD, including steel and aluminium products, agricultural 

goods, clothing, cosmetics, washing machines and boats (Bown, Jung & Lu, 2018).  

On 1 July 2018, Canada, one of the largest exporters of aluminium to the U.S., 

imposed retaliatory tariffs on the imports of 299 different U.S. products, including steel and 

aluminium products, matching the value of the U.S. tariffs (Department of Finance, Canada, 

2018).  

Later events of this battle include the filing of WTO charges, subsidies for American 

farmers and tariffs against Turkey (Bown & Kolb, 2018). However, these later events are not 

the focus of this thesis. 

 

5.4. Dispute on trade practices for technology and intellectual property 

In August 2017, an investigation on China was initiated (Bown, “Rogue 301”, 2017). On 22 

March 2018, the findings of the investigation were announced (Office of the United States 

trade representative, 2018a).    

 On 3 April 2018, the U.S. published a list of Chinese products that could be subject 

to tariffs (Office of the United States trade representative, 2018b). Approximately 85% of 

the products were intermediate products used in the U.S. supply chain. On 4 April 2018 China 

responded by publishing a list of U.S. products that could be subject to tariffs. A big part of 

the products concerned the transportation industry (The State Council Information Office of 

the People‘s Republic of China, 2018). On 5 April 2018, President Trump instructed trade 

officials to consider imposing additional tariffs on Chinese products (“Read Trump’s 

statement”, 2018). On 29 May 2018 the U.S. government announced that the decision on what 

products would fall under the tariffs were to be announced on 15 June 2018 (The White 

House, 2018g).  

On 15 June 2018, the U.S. government published a final list of products, which were 

subject to tariffs (Office of the United States trade representative, 2018c). The Chinese 

government responded the same day by publishing a final list of products, which were subject 

to the tariffs (Ministry of Finance of the People‘s Republic of China, 2018a). In both 

instances, some amendments were made from the original lists dated 3 and 4 April 2018. 
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However, both governments announced that the tariffs would become effective on 6 July 

2018 as they later did. The U.S. tariffs were set at 25% and concerned imported products 

worth over 50 billion USD. The Chinese tariffs matched the value of the U.S. tariffs. On 18 

June 2018, President Trump directed the U.S. trade representative to identify additional 

Chinese goods for tariffs (The White House, 2018h).  

On 1 August 2018, the U.S. government considered raising the percentage of the 

already imposed tariffs on Chinese products (Office of the United States trade representative, 

2018d). The Chinese government responded on 3 August 2018, stating that tariffs on U.S. 

products could likewise be raised (Ministry of Finance of the People‘s Republic of China, 

2018b). 

On 7 August 2018, the U.S. government introduced additional tariffs on Chinese 

products. The tariffs would become effective on 23 August 2018 and be set at the 25% level 

(Office of the United States trade representative, 2018e). China responded on 8 August 2018 

by introducing a new list of U.S. products, which were subject to tariffs (Ministry of 

Commerce of the People‘s Republic of China, 2018). Like the U.S. tariffs, the Chinese tariffs 

become effective on 23 August 2018.  

On 17 September 2018, President Trump announced a new list of additional Chinese 

products, which were subject to tariffs, worth 200 billion USD (Bown, Jung & Lu, 2018). 

The Chinese government responded the day after, announcing new tariffs on U.S. products 

if the U.S. government would not withdraw the newly announced tariffs (Bown, Jung & Lu, 

2018). Neither government was willing to step back so the new tariffs become effective on 

24 September 2018 in both countries (Bown & Kolb, 2018). 
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5.5. Event windows and estimation periods  

The event dates, which are the subject of this research are listed in table 1. The definitions 

of the event windows and estimation periods are also included in the table.   

 

Table 1: Event dates, event windows and estimation periods 

 Estimation Period Event window Event dates 

 Begin End Begin End         

Event window 1 14.2.2017 13.2.2018 22.2.2018 15.3.2018 1.3.2018 7.3.2018 8.3.2018  
Event window 2 8.3.2017 7.3.2018 15.3.2018 30.3.2018 22.3.2018 23.3.2018   

Event window 3 16.3.2017 15.3.2018 26.3.2018 12.4.2018 2.4.2018 3.4.2018 4.4.2018 5.4.2018 

Event window 4 1.6.2017 31.5.2018 8.6.2018 29.6.2018 15.6.2018 18.6.2018 22.6.2018  
Event window 5 16.6.2017 15.6.2018 25.6.2018 13.7.2019 1.7.2018 6.7.2018   

Event window 6 18.7.2017 17.7.2018 25.7.2018 14.8.2018 1.8.2018 3.8.2018 7.8.2018 8.8.2018 

Event window 7 9.8.2017 8.8.2018 16.8.2018 30.8.2018 23.8.2018    

Event window 8 31.8.2018 30.8.2018 10.9.2018 1.10.2018 17.9.2018 18.9.2018 24.9.2018  
 

As for the number of trading days within the estimation periods, they are 252 in every 

estimation period for the S&P 500 and 256 in every estimation period for the STOXX 600. 

For the CSI 300 the trading days are between 245 and 250 in each estimation period and 251 

in every estimation period for the S&P/TSX. 
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6. Results and discussion 

This Chapter contains the reporting and discussion of the results for each event window. Each 

subchapter contains two tables, one reporting the daily average abnormal returns (AAR) 

during the event window (-5,+5) and the other reporting the cumulative average abnormal 

returns (CAAR) for different periods within the event window. In the AAR tables, the event 

dates are grey coloured.15  

In all instances, day zero in the CAAR periods refers to the first event date of the 

window. For easier interpretation and comparison, the specified days of each CAAR period 

refer to the trading days reported furthest to the left in each CAAR table. In a few instances, 

that results in the CAAR period containing one or two fewer trading days, if the respective 

market was not open during the whole period, compared to markets that were open on all 

trading days. However, when this occurs, the CAAR period is also reported to the preceding 

trading day, as long as that trading day is within the original event window.   

 

6.1. Event window 1 

Event window 1 was defined from 22.2.2018 until 15.3.2018 (including both dates) and the 

estimation period from 14.2.2017 until 13.2.2018. The event window contained the three 

following events: 

 1 March 2018 – The U.S. government announced tariffs of 25% on steel and 10% on 

aluminium. 

 7 March 2018 – The EU announced the imposition of retaliatory tariffs. 

 8 March 2018 – President Trump signed an order on the new steel and aluminium 

tariffs. 

  

                                                           
15 As for event window 5, the event date 1 August 2018 was not a trading day so the following trading day is 

instead grey coloured. 
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Table 2: Event window 1 – AAR 

Event window 1 - AAR               

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

22.2.2018 -0.00044  -0.00102  0.02153 *** 0.00049  
23.2.2018 0.00468 *** -0.00609 *** 0.00218 ** 0.00169  
26.2.2018 -0.00395 *** -0.00328 *** 0.01855 *** -0.00043  
27.2.2018 -0.00373 *** 0.00648 *** -0.00724 *** -0.00061  
28.2.2018 0.00125 * 0.00255 *** -0.00293 ** -0.00142  

1.3.2018 0.00228 *** -0.00440 *** 0.00442 *** 0.00273 * 

2.3.2018 0.00925 *** -0.01505 *** -0.00895 *** 0.00457 *** 

5.3.2018 0.00129 ** 0.00465 *** 0.00509 *** 0.00681 *** 

6.3.2018 0.00079  -0.00024  0.00912 *** -0.00356 *** 

7.3.2018 0.00034   0.00553 *** -0.00976 *** -0.00613 *** 

8.3.2018 -0.00245 *** 0.00747 *** 0.00886 *** 0.00271 ** 

9.3.2018 0.00282 *** -0.00448 *** 0.01026 *** -0.00426 *** 

12.3.2018 -0.00262 *** -0.00102  0.00530 *** -0.00055  
13.3.2018 0.00264 *** -0.00500 *** -0.01073 *** 0.00468 *** 

14.3.2018 -0.00035  0.00144 ** -0.00718 *** 0.00243 *** 

15.3.2018 -0.00224 *** 0.00543 *** 0.00219 ** 0.00177  
 

Table 2 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

As for the first event date, the AAR is positive for S&P 500 and S&P/TSX, and during 

the trading days thereafter. The AAR is negative for STOXX 600 on the event date and the 

day thereafter. CSI 300 shows a negative AAR the first trading day following the event. All 

the results are significant at the 1% level, except for the S&P/TSX, which is significant at the 

10% level. 

On the second and third event dates, S&P 500 shows a positive AAR followed by a 

negative AAR. STOXX 600 shows a positive AAR for both dates. CSI shows a positive AAR 

both on 8 and 9 March 2018. S&P/TSX shows a negative ARR followed by a positive AAR. 

All the results are significant at either the 1% or 5% level, except for the S&P 500 on 7 March 

2018. 
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Table 3: Event window 1 - CAAR 

Event window 1 - CAAR  

 T CAR Significance 

Panel A: S&P 500 

-5,-1 1.3.2018 -0.00218 * 

-1,+1 1.3.2018 0.01278 *** 

-1,+6 1.3.2018 0.01558 *** 

0,+6 1.3.2018 0.01433 *** 

Panel B: STOXX 600 

-5,-1 1.3.2018 -0.00137  
-1,+1 1.3.2018 -0.01690 *** 

-1,+6 1.3.2018 -0.00397  
0,+6 1.3.2018 -0.00652 *** 

Panel C: CSI 300 

-5,-1 1.3.2018 0.03209 *** 

-1,+1 1.3.2018 -0.00746 *** 

-1,+6 1.3.2018 0.01611 *** 

0,+6 1.3.2018 0.01904 *** 

Panel D: S&P/TSX 

-5,-1 1.3.2018 -0.00028  
-1,+1 1.3.2018 0.00588 ** 

-1,+6 1.3.2018 0.00145  
0,+6 1.3.2018 0.00287   

 

Table 3 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level. 

S&P 500 shows a positive CAAR during the trading days surrounding the first event 

date (-1,+1) and for the days following the event (-1,+6)(0,+6). The results are significant at 

the 1% level. STOXX 600 shows a negative CAAR for all the periods. However, the results 

are only significant at the 1% level for the days surrounding the first event date (-1,+1) and 

the days following the first event date (0,+6). CSI 300 shows a negative CAAR for the trading 

days surrounding the first event date (-1,+1) but a positive CAAR for the other periods. All 

the results are significant at the 1% level. The S&P/TSX shows a positive CAAR significant 

at the 5% level during the days surrounding the first event date (-1,+1). The other CAAR 

periods do not show significant results. 
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Beforehand, one could have expected stock reactions within every market regardless 

of whether the events concerned that market directly (i.e. the market was not a direct target). 

That is because trade or policy-making decisions of this scale can arguably, when first 

announced, cause behavioural reactions within other markets, for example because of 

speculations on whether other markets could be the targets of later events. However, the first 

announcement of tariffs on steel and aluminium concerned all the respective markets subject 

to the study.  

The results indicate a positive reaction from the U.S. market to the announcement of 

tariffs. The U.S. market seems not to have been too worried about the retaliatory tariffs 

threatened by the EU since the AAR was positive that day. The negative AAR the following 

day might rather suggest that the market was more concerned about the effects of the U.S. 

tariffs rather than of the EU tariffs. However, such conclusion is not supported by statistically 

significant results. As for the whole event window, the U.S. market on average responded 

positively to the events as can be seen from the positive CAAR for the periods (-1,+6) and 

(0,+6).  

As expected, the European market reacted negatively to the announcement of the U.S. 

tariffs. The market reacted positively to the news on possible retaliatory tariffs against the 

U.S. However, these positive reactions did not outweigh the return for the whole event 

window as can be seen from the constantly negative CAAR periods.  

The results may indicate an overreaction within the Chinese market, in particular 

because they first show a negative reaction during the days surrounding the first event date 

(-1,+1) but then the CAAR for the following periods turns positive. This suggest a backwards 

drift, possibly because the Chinese market had digested the news or because the market saw 

the EU as an ally in the trade war against the U.S. 

As for the Canadian market, the results are less clear. Unlike the EU and China, the 

market reacted positively to the announcement of tariffs as can be seen from the positive 

AAR and CAAR (-1,+1). Although the AAR for the trading days between the events are 

significant, the CAAR periods following the first event (-1,+6) (0,+6) do not show significant 

results This might indicate an overreaction within the market during the days surrounding 

the first event date.  However, if there was an overreaction, it seems to have been less strong 
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as in the Chinese market since the results do not change from a negative CAAR to a positive 

CAAR as they do for the Chinese market.  

 

6.2. Event window 2 

Event window 2 was defined from 15.3.2018 until 30.3.2018 (including both dates) and the 

estimation period from 8.3.2017 until 7.3.2018. The event window contained the two 

following events: 

 22 March 2018 – Exemption from the U.S. tariffs on steel and aluminium granted to 

the EU, South Korea, Brazil, Argentina and Australia. The findings of the U.S. 

investigation into China’s trade practices announced.  

 23 March 2018 – The U.S. tariffs on steel and aluminium become effective. 

Table 4: Event window 2 - ARR 

Event window 2- AAR               

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

15.3.2018 -0.00231 *** 0.00537 *** 0.00231 *** 0.00151  
16.3.2018 0.00254 *** -0.00272 *** -0.00812 *** 0.00087  
19.3.2018 0.00095 ** -0.00002  0.00134  0.00174  
20.3.2018 0.00015  0.00432 *** 0.00430 *** 0.00369 *** 

21.3.2018 0.00031  -0.00481 *** -0.00814 *** 0.00605 *** 

22.3.2018 -0.00039   -0.00087   -0.00922 *** -0.00402 *** 

23.3.2018 -0.00113 * 0.00796 *** -0.02990 *** 0.00481 *** 

26.3.2018 0.00385 *** -0.01789 *** 0.00658 *** -0.00606 *** 

27.3.2018 -0.00347 *** 0.01580 *** 0.01264 *** -0.00628 *** 

28.3.2018 0.00094  0.00673 *** -0.00840 *** -0.00092  
29.3.2018 0.00122 ** -0.00314 *** 0.00867 *** 0.00659 *** 

30.3.2018     0.00757 ***   
 

Table 4 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

As for S&P 500, the AAR is negative on both dates. STOXX 600 shows a negative 

ARR followed by a positive AAR. CSI 300 shows a negative AAR on the second event date 
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followed by a positive AAR the following trading day. S&P/TSX shows similar results as 

the STOXX 600, a negative AAR followed by a positive AAR. All the results for CSI 300 

and S&P/TSX are significant at the 1% level. STOXX 600 shows a significant result at the 

1% level on the second event date, but the S&P 500 is only significant on the 10% level on 

the first event date. 

 

Table 5: Event window 2 - CAAR 

Event window 2 - CAAR 

 T CAR Significance 

Panel A: S&P 500 

-5,-1 22.3.2018 0.00165  
-1,+2 22.3.2018 -0.01561 ** 

0,+5 22.3.2018 0.00102  

Panel B: STOXX 600 

-5,-1 22.3.2018 0.00215  
-1,+2 22.3.2018 -0.01561 *** 

0,+5 22.3.2018 0.00859 *** 

Panel C: CSI 300 

-5,-1 22.3.2018 -0.00831 *** 

-1,+2 22.3.2018 -0.04068 *** 

0,+6 22.3.2018 -0.01206 *** 

Panel D: S&P/TSX 

-5,-1 22.3.2018 0.01386 *** 

-1,+2 22.3.2018 0.00079  
0,+5 22.3.2018 -0.00587 ** 

 

Table 5 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level. 

S&P 500 shows a negative CAAR during the days surrounding the events (-1,+1), 

significant at the 5% level. The other CAAR periods do not show significant results. STOXX 

600 shows a negative CAAR for the days surrounding the events (-1,+1), however followed 

by a positive CAAR for the (0,+5) period. Both the results are significant at the 1% level. 

CSI shows a negative CAAR for all the periods, significant at the 1% level. S&P/TSX does 
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not show significant results during the days surrounding the events (-1,+1). However, CAAR 

for the following days (0,+5) is positive and statistically significant at the 5% level. 

The results indicate a negative reaction within the U.S: market to the tariffs 

exemptions granted to the EU, South Korea, Brazil, Argentina and Australia and the findings 

of the U.S. investigation into China’s acts. However, the CAAR for the days following the 

event (0,+5) might suggest a market overreaction during the events. The latter conclusion is 

however not supported by significant evidence.  

One might have expected a positive reaction to the events in the European market 

since they involved an exemption to the EU. However, the results point to similar reactions 

as in the U.S, i.e. a negative reaction during the events followed by a positive backwards drift 

as can be seen from the positive CAAR for the (0,+5) period. Unlike the drift in the U.S 

market, the results for the drift in the European market are statistically significant at the 1% 

level.  

As one could have expected, the Chinese market reacted negatively to presidential 

memorandum on China’s acts. The results show a negative CAAR for all the periods, 

significant at the 1% level.  

As for the second event date when the U.S. and China tariffs became effective, from 

the viewpoint of the efficient market hypothesis, one could have expected non-significant 

result since the effective date had already been announced and the news should therefore not 

have come to a surprise. However, all the markets either show a positive or negative AAR 

on that event date, significant in all instances.  

 

6.3. Event window 3 

Event window 3 was defined from 26.3.2018 until 12.4.2018 (including both dates) and the 

estimation period from 16.3.2017 until 15.3.2018. The event window contained the four 

following events: 

 2 April 2018 – China imposed retaliatory tariffs against U.S. products. 

 3 April 2018 – The U.S. government published a list of Chinese products that could 

be subject to tariffs.  
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 4. April 2018 – China responds by publishing a list of U.S. products that could be 

subject to tariffs.  

 5 April 2018 – President Trump considers imposing additional tariffs on Chinese 

products.  

Table 6: Event window 3 - AAR 

Event window 3- AAR               

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

26.3.2018 0.00380 *** -0.01811 *** 0.00566 *** -0.00565 *** 

27.3.2018 -0.00344 *** 0.01588 *** 0.01313 *** -0.00626 *** 

28.3.2018 0.00092  0.00677 *** -0.00851 *** -0.00128  
29.3.2018 0.00119 ** -0.00328 *** 0.00817 *** 0.00693 *** 

30.3.2018     0.00760 ***   

2.4.2018 -0.00644 ***     0.00225   -0.00036   

3.4.2018 0.00647 *** -0.00975 *** -0.00766 *** -0.00160   

4.4.2018 0.00602 *** -0.01109 *** -0.00735 *** -0.00334 *** 

5.4.2018 -0.00585 *** 0.01446 ***     0.00753 *** 

6.4.2018 -0.00557 *** 0.00608 ***   0.00030  
9.4.2018 -0.00325 *** -0.00226 *** -0.00170  -0.00304 *** 

10.4.2018 0.00029  -0.00228 *** 0.01113 *** -0.00053  
11.4.2018 0.00174 *** -0.00256 *** 0.00206 ** 0.00705 *** 

12.4.2018 -0.00041  0.00381 *** -0.00591 *** -0.00148  
 

Table 6 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

The S&P 500 shows a negative AAR on the first event date, followed by a positive 

AAR on the next two dates, but a negative AAR the last day. STOXX 600 was not open on 

the first event date but the next two dates show a negative AAR followed by a positive AAR 

on the last date. CSI 300 shows a negative AAR after the first event date and the following 

day. S&P/TSX shows a negative AAR on the first three dates followed by a positive AAR 

on the last date. All the results are significant at the 1% level. 
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Table 7: Event window 3 - CAAR 

Event window 3 - CAAR 

 T CAR Significance 

Panel A: S&P 500 

-5,-1 2.4.2018 0.00247 ** 

-2,+3 2.4.2018 0.00140  
-1,+3 2.4.2018 0.00021  
0,+3 2.4.2018 0.00021  
0,+5 2.4.2018 -0.00861 *** 

Panel B: STOXX 600 

-5,-1 2.4.2018 0.00125  
-2,+3 2.4.2018 -0.00967 *** 

-1,+3 2.4.2018 -0.00638 *** 

0,+3 3.4.2018 -0.00638 *** 

0,+5 3.4.2018 -0.00256 ** 

Panel C: CSI 300 

-5,-1 2.4.2018 0.02605 *** 

-1,+3 2.4.2018 -0.00516 ** 

0,+3 2.4.2018 -0.01276 *** 

0,+5 2.4.2018 -0.01446 *** 

Panel D: S&P/TSX 

-5,-1 2.4.2018 -0.00626 *** 

-2,+3 2.4.2018 0.00917 *** 

-1,+3 2.4.2018 0.00224  
0,+3 2.4.2018 0.00224  
0,+5 2.4.2018 -0.00051   

 

Table 7 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level. Since all the markets were closed during some of the trading days, the 

results are reported in four or five periods for each index. This also results in the (-1.+3) and 

(0,+3) periods reporting the same values for S&P 500, STOXX 600 and S&P/TSX, 

respectively, because the markets were closed on 30 March 2018.  

S&P 500 shows a positive CAAR for all periods, except the last period (0,+5). 

However, the results are only significant for the first and last periods at either the 1% or 5% 

level. STOXX 600 shows a negative CAAR for all periods, except the first period. However, 

the results show most statistical significance in the periods closest to the event dates (-2,+3) 

(-1,+3). CSI 300 shows similar results as STOXX 600, i.e. a negative CAAR for all periods 
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except the first one. The results are significant at either the 1% or 5% level. S&P/TSX only 

shows significant results for the two first periods (-5,-1) (-2,+3), both results at the 1% level. 

Beforehand, one could have expected the events mostly to effect the U.S. and Chinese 

markets since they were the only ones directly targeted by the events. That seems partially to 

have happened. 

The U.S. market reacted strongly on the event dates as can be seen from the constantly 

significant results at the 1% level. However, when considering the CAAR periods, they do 

not show significant results for the periods closest to the events. This may be explained as an 

overreaction followed by a backwards drift.  

Although the European market was not directly involved, the AAR results are all 

significant at the 1% level. The CAAR results, which are also mostly significant at either the 

1% or 5% level, also point to a negative reaction from the European market. This suggests 

that when it comes to detrimental trade policy decisions, they cannot only affect the markets 

directly involved but also other markets.  

As expected, the Chinese market reacted negatively to the news, as can be seen from 

the negative and significant results for all the CAAR periods. 

The Canadian market reacted negatively during the first days as can be seen from the 

negative AAR on the first three event dates. However, the positive and powerful reaction or 

on the last day seems to have outweigh the prior negative results as can be seen from the fact 

that the results for the later CAAR periods are not significant. Therefore, one could argue 

that the Canadian market first took the news badly but when the market participants realized 

they were not as involved in the trade war as the U.S. and China, the market returns drifted 

backwards. 

 

6.4. Event window 4 

Event window 4 was defined from 8.6.2018 until 29.6.2018 (including both dates) and the 

estimation period from 1.6.2017 until 31.5.2018. The event window contained the three 

following events: 
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 15 June 2018 – The U.S. government published a final list of Chinese products subject 

to tariffs. The Chinese government responded the same day. 

 18 June 2018 – President Trump directed the U.S. trade representative to identify 

additional Chinese goods for tariffs. 

 22 June 2018 – The EU imposes retaliatory tariffs against the U.S. 

 

Table 8: Event window 4 - AAR 

Event window 4- AAR                

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

8.6.2018 0.00481 *** -0.00285 *** -0.01259 *** -0.00041  
11.6.2018 -0.00153 ** 0.00647 *** -0.00544 *** 0.00022  
12.6.2018 0.00272 *** 0.00079  0.01144 *** 0.00356 *** 

13.6.2018 -0.00446 *** 0.00211 *** -0.01197 *** -0.00294 *** 

14.6.2018 0.00258 *** 0.01047 *** 0.00084  0.00555 *** 

15.6.2018 0.00138 ** -0.00748 *** -0.00648 *** -0.00073   

18.6.2018 0.00403 *** -0.00421 ***     0.00615 *** 

19.6.2018 0.00258 *** -0.00169 *** -0.04115 *** 0.00120  
20.6.2018 0.00095 * 0.00115 ** 0.00317 ** 0.00284 ** 

21.6.2018 -0.00003  -0.00548 *** -0.01255 *** -0.00117  
22.6.2018 -0.00244 *** 0.00530 *** 0.00567 *** 0.00305 ** 

25.6.2018 0.00308 *** -0.00546 *** -0.00532 *** -0.00527 *** 

26.6.2018 0.00062  -0.00029  -0.00316 ** 0.00252 *** 

27.6.2018 -0.00345 *** 0.01037 *** -0.00889 *** 0.00227 * 

28.6.2018 0.00036  -0.01002 *** -0.00574 *** -0.00480 *** 

29.6.2018 -0.00490 *** 0.00506 *** 0.02328 *** 0.00146  
 

Table 8 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

S&P 500 is shows a positive AAR on the first two event dates and over the next two 

trading days but a negative AAR on the third event date and the trading day before. STOXX 

600 shows a negative AAR on the first two event dates but a positive AAR on the third. CSI 

300 shows a negative AAR on the first trading day following the event dates. S&P/TSX 

shows a negative AAR on the first event date but a positive AAR on the second and third 
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date. All the results are either significant at either the 1% or 5% level, except for S&P/TSX 

on the first event date.  

  

Table 9: Event window 4 - CAAR 

Event window 4 - CAAR 

 T CAR Significance 

Panel A: S&P 500 

-5,-1 15.6.2018 0.00412 *** 

-1,+2 15.6.2018 0.01057 *** 

0,+5 15.6.2018 0.00648 *** 

0,+6 15.6.2018 0.00956 *** 

Panel B: STOXX 600 

-5,-1 15.6.2018 0.01700 *** 

-1,+2 15.6.2018 -0.00291 *** 

0,+5 15.6.2018 -0.01240 *** 

0,+6 15.6.2018 -0.01786 *** 

Panel C: CSI 300 

-5,-1 15.6.2018 -0.01772 *** 

-1,+2 15.6.2018 -0.04679 *** 

0,+5 15.6.2018 -0.05133 *** 

0,+6 15.6.2018 -0.05665 *** 

Panel D: S&P/TSX 

-5,-1 15.6.2018 0.00598 ** 

-1,+2 15.6.2018 0.01216 *** 

0,+5 15.6.2018 0.01134 *** 

0,+6 15.6.2018 0.00607 ** 

 

Table 9 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level. 

What draws attention is firstly that all the CAAR results are significant at the 1% 

level, except for one period, which is significant at the 5% level. Secondly, it is of interest to 

see how the U.S. and Chinese market reacted completely differently to the events. The U.S. 

market reacted positively as can be seen from the constantly positive CAAR periods while 

the Chinese market showed strong negative reactions resulting in constantly negative CAAR 
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periods. Thirdly, s for the CAAR periods, the reactions in the European market were negative 

as in China while they were positive in the Canada as with their neighbours in the U.S. 

Beforehand, one could have assumed stock reactions within the U.S., European and 

Chinese markets since they were all targeted directly by the events. The first two event dates 

concern the U.S: and China while the last event date concern the EU and the U.S. The 

Canadian market was the only market not directly targeted by the events. 

As for the U.S. the market received the news regarding the trade war against China 

positively, as can be seen from the positive AAR on the first two event dates. As expected, 

the imposition of EU tariffs were seen negatively. However, the impact of these retaliatory 

tariffs did not outweigh the overall positive results for different CAAR periods during the 

event window. 

In general, the European market showed negative reactions. However, the AAR 

turned positive when the retaliatory tariffs were announced. Similarly as in the U.S. (with an 

opposite sign), these retaliatory tariffs did not outweigh the overall negative results for 

different CAAR periods.  

The results for the Chinese markets show a negative reaction to the first events, as 

can be seen from both the AAR the following trading days and the respective CAAR periods. 

Although not affected by the retaliatory tariffs of the EU, the Chinese market seems to have 

appreciated the retaliation, although not so much that if changed the results for the respective 

CAAR periods.  

 

6.5. Event window 5 

Event window 5 was defined from 25.6.2018 until 13.7.2018 (including both dates) and the 

estimation period from 18.6.2017 until 15.6.2018. The event window contained the two 

following events: 

 1 July 2018 – Canada imposes retaliatory tariffs on steel and aluminium against the 

U.S. 

 6 July 2018 – U.S. and Chinese tariffs as announced on 15 June 2018 become 

effective.  
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Table 10: Event window 5 - AAR 

Event window 5- AAR               

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

25.6.2018 0.00336 *** -0.00568 *** -0.00452 *** -0.00502 *** 

26.6.2018 0.00069  -0.00036  -0.00295 ** 0.00248 *** 

27.6.2018 -0.00323 *** 0.01014 *** -0.00818 *** 0.00244 * 

28.6.2018 0.00036  -0.01024 *** -0.00528 *** -0.00490 *** 

29.6.2018 -0.00490 *** 0.00507 *** 0.02324 *** 0.00133  
2.7.2018 0.00311 *** -0.00625 *** -0.01698 ***     

3.7.2018 -0.00093 ** 0.00628 *** 0.00344 ** 0.00189 * 

4.7.2018   -0.00199 *** -0.01258 *** 0.00275 *** 

5.7.2018 -0.00052  0.00176 *** -0.01365 *** -0.00507 *** 

6.7.2018 -0.00132 ** -0.00269 *** -0.00146   -0.00148 * 

9.7.2018 -0.00136 ** 0.00124 *** 0.02223 *** -0.00010  
10.7.2018 -0.00221 *** 0.00398 *** 0.00747 *** 0.00308 *** 

11.7.2018 0.00187 *** -0.00072  -0.01092 *** -0.00157  
12.7.2018 -0.00569 *** 0.00361 *** 0.02552 *** 0.00251 *** 

13.7.2018 -0.00244 *** -0.00112  0.00326 *** -0.00340 *** 

 

Table 10 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

On 1 July 2018, all markets were closed, so 2 July 2018 was the first trading day 

following the first event. S&P 500 shows a positive AAR the first trading day but a negative 

AAR on the second event date. STOXX 600 shows a negative AAR on both event dates. The 

CSI 300 shows a positive AAR on the trading days following both events. S&P/TSX shows 

a positive AAR on the first trading day following the first event date but a negative AAR on 

the second event date. All the results are significant at either the 1%, 5% or the 10% level. 

However, the S&P/TSX shows least evidence of statistical significance of the results on the 

event dates.  
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Table 11: Event window 5 - CAAR 

Event window 5 - CAAR 

 T CAR Significance 

Panel A: S&P 500 

-5,-1 2.7.2018 -0.00373 *** 

-1,+1 2.7.2018 -0.00273 *** 

0,+5 2.7.2018 -0.00103  

Panel B: STOXX 600 

-5,-1 2.7.2018 -0.00107  
-1,+1 2.7.2018 0.00510 *** 

0,+5 2.7.2018 -0.00164  

Panel C: CSI 300 

-5,-1 2.7.2018 0.00231  
-1,+1 2.7.2018 0.00971 *** 

0,+5 2.7.2018 -0.01898 *** 

Panel D: S&P/TSX 

-5,-1 2.7.2018 -0.00367  
-1,+1 2.7.2018 0.00597 *** 

0,+5 2.7.2018 -0.00202   

 

Table 11 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level. 

The results are not as significant statistically as in the previous event window. The 

S&P 500 shows a negative CAAR for all periods, however only significant at the 1% level 

for the first two periods. STOXX only shows a significant result for the (-1,+1) period, a 

positive CAAR at the 1% level. CSI shows a positive CAAR for the days surrounding the 

first event date (-1,+1). However, for the longer period including both events, the CAAR 

turns negative. Both results are significant at the 1% level. Similar to the STOXX 600, the 

S&P/TSX only shows a significant result for the days surrounding the first event (-1.+1), 

resulting in a positive CAAR at the 1% level. 

Beforehand, one could have expected the first event mostly to cause stock reactions 

in the U.S. and Canadian markets since they were the only markets directly involved. As for 

the second event, it had already been published when the U.S. and Chinese tariffs would 
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become effective. Therefore, from the viewpoint of the efficient market hypothesis, the event 

should not have led to serious reactions. 

As expected, the Canadian retaliatory tariffs received a negative response within the 

U.S., as can be seen from the significant CAAR result during the period (-1,+1). The reactions 

in Canada were opposite, resulting in a positive CAAR, significant at the 1% level. Either 

the Canadian market considered the effects of tariffs on imports to outweigh the negative 

effects of possible price increases within the supply-chain or simply the market just 

appreciated that there would be shown no mercy to their Southern neighbour. However, the 

results for that period are only significant at the 10% level. 

The European market reacted negatively to the news on the Canadian tariffs, as can 

be seen from the statistically significant AAR on the event date. However, when considering 

the days surrounding the event (-1,+1) the show a positive and significant CAAR. These 

reactions might be caused by confounding events.  

On the second event date, the results for the CAAR period including the last event 

(0,+5) are in line with the efficient market hypothesis for all markets, except China. However, 

when comparing the CAAR results to the AAR results on the event date, the picture looks 

different. All markets reacted negatively to the event, which is not consistent with the 

efficient market hypothesis. 

 

6.6. Event window 6 

Event window 6 was defined from 25.7.2018 until 14.8.2018 (including both dates) and the 

estimation period from 18.7.2017 until 17.7.2018. The event window contained the four 

following events: 

 1 August 2018 – The U.S. government considered raising the percentage of the 

already imposed tariffs on Chinese products. 

 3 August 2018 – China responds with a similar announcement on the raising of tariffs 

on U.S. products.  

 7 August 2018 – The U.S. government introduced tariffs on additional Chinese 

products. 
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 8 August 2018 – China responds by introducing a new list of U.S. products subject 

to tariffs.  

 

Table 12: Event window 6 - AAR 

Event window 6- AAR               

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

25.7.2018 0.00015  -0.00615 *** -0.00239 ** -0.00291 ** 

26.7.2018 0.00843 *** 0.00518 *** -0.01401 *** 0.00167  
27.7.2018 -0.00384 *** 0.00588 *** -0.00209 ** -0.00285 ** 

30.7.2018 0.00156 ** -0.00088  -0.00616 *** -0.00492 *** 

31.7.2018 0.00397 *** -0.00016  0.00320 *** 0.00549 *** 

1.8.2018 -0.00413 *** -0.00143 ** -0.01725 *** -0.00202   

2.8.2018 0.00377 *** -0.00420 *** -0.01606 *** 0.00523 *** 

3.8.2018 -0.00124 * 0.00462 *** -0.01245 *** 0.00203   

4.8.2018     -0.01824 ***   

6.8.2018 -0.00088  0.00015      

7.8.2018 -0.00305 *** 0.00043   0.02684 *** -0.01187 *** 

8.8.2018 -0.00087   0.00008   -0.01733 *** -0.00098   

9.8.2018 0.00103  0.00409 *** 0.02424 *** 0.00519 *** 

10.8.2018 0.00441 *** -0.00363 *** 0.01086 *** 0.00309 * 

11.8.2018     0.00976 ***   

13.8.2018 -0.00157 *** 0.00323 ***   -0.00327 ** 

14.8.2018 0.00374 *** -0.00516 *** -0.00621 *** -0.00109  
 

Table 12 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

S&P 500 shows a negative AAR on all event dates. STOXX 600 shows a negative 

AAR on the first event date but a positive AAR on all the other event dates. CSI 300 shows 

a negative AAR on all the trading days following the event dates, except for the trading day 

following the last event date. S&P/TSX shows a negative AAR on the first, third and fourth 

event date but a negative AAR on the second event date. The results for S&P 500 are 

significant at either the 1% or 10% level, except for the last event date. The results for 

STOXX 600 are significant at either the 1% or 5% level on the first two event dates, but non-

significant on the last two event dates. The results for CSI 300 are all significant at the 1% 
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level. S&P/TSX shows the least evidence on statistical significance, only being significant at 

the 1% level on the third event date.  

 

Table 13: Event window 6 – CAAR 

Event window 6 - CAAR 

 T CAR Significance 

Panel A: S&P 500 

-5,-1 1.8.2018 0.01027 *** 

-1,+7 1.8.2018 -0.00139  
0,+7 1.8.2018 -0.00537 *** 

Panel B: STOXX 600 

-5,-1 1.8.2018 0.00387 *** 

-1,+7 1.8.2018 0.00360 ** 

0,+7 1.8.2018 0.00375 ** 

Panel C: CSI 300 

-5,-1 1.8.2018 -0.02146 *** 

-1,+7 1.8.2018 -0.02706 *** 

0,+7 1.8.2018 -0.03026 *** 

Panel D: S&P/TSX 

-5,-1 1.8.2018 -0.00352  
-1,+7 1.8.2018 0.00306  
0,+7 1.8.2018 -0.00243   

 

Table 13 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level. Since the events spread over a few days and all the markets are closed at 

some point in between the event dates, the two last CAAR periods only differentiate by one 

day. 

S&P shows a positive CAAR for the (-5,-1) period but a negative CAAR for the two 

other periods. Only the first and second periods are significant at the 1% level. STOXX 600 

a positive CAAR in all periods, significant at either the 1% or 5% level. CSI shows a negative 

CAAR in all periods, significant at the 1% level. The results for the S&P/TSX are short of 

any statistical evidence.  
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Beforehand, one could have expected the events mostly to effect the U.S. and Chinese 

markets since they were the only ones directly targeted by the events. That seems partly to 

have happened. Both the U.S. and Chinese markets reacted negatively on all event dates, as 

can be seen from the AAR on each date. The CAAR periods tell the same story. 

After taking the news badly at first, the European market shows a positive reaction 

on the last three event dates, as can be seen from both the respective AAR and CAAR periods. 

Therefore, while the U.S. and China were in warfare, stock investors in Europe were happy 

not to be involved.  

The CAAR results for the Canadian market and a large part of the AAR results for 

the Canadian and European markets are non-significant and therefore consistent with the fact 

that the events did not concern these two markets directly.   

 

6.7. Event window 7 

Event window 7 was defined from 16.8.2018 until 30.8.2018 (including both dates) and the 

estimation period from 9.8.2017 until 8.8.2018. The event window contained the following 

event: 

 23 August 2018 – U.S. and Chinese tariffs, as announced on 7 and 8 August 2018, 

become effective. 
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Table 14: Event window 7 - AAR 

Event window 7- AAR               

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

16.8.2018 -0.00114 ** 0.00194 *** -0.00522 *** -0.00062  
17.8.2018 0.00208 *** -0.00476 *** -0.02105 *** 0.00313 *** 

20.8.2018 -0.00004  0.00321 *** 0.00600 *** 0.00195  
21.8.2018 0.00136 ** 0.00058  0.00897 *** 0.00074  
22.8.2018 -0.00167 *** 0.00011  -0.01114 *** 0.00206 ** 

23.8.2018 0.00036   0.00422 *** 0.00855 *** -0.00261 ** 

24.8.2018 -0.00123 ** -0.00249 *** -0.00277 *** 0.00385 ** 

27.8.2018 -0.00400 *** 0.00015  0.01953 *** 0.00223 * 

28.8.2018 -0.00103 *** 0.00314 *** 0.00332 *** -0.00675 *** 

29.8.2018 -0.00206 *** -0.00232 *** -0.00356 *** 0.00018  
30.8.2018 -0.00102 * -0.00116 ** -0.01141 *** -0.00511 *** 

 

Table 14 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

S&P 500 and STOXX 600 both show a positive AAR. The CSI 300 shows a negative 

AAR the trading day following the event date. S&P/TSX shows a negative AAR. All the 

results are significant at either the 1% or 5% level, except for S&P 500.   
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Table 15: Event window 7 - CAAR 

Event window 7 - CAAR 

 T CAR Significance 

Panel A: S&P 500 

-5,-1 23.8.2018 0.00059  
-1,+1 23.8.2018 -0.00254 *** 

0,+5 23.8.2018 -0.00898 *** 

Panel B: STOXX 600 

-5,-1 23.8.2018 0.00109  
-1,+1 23.8.2018 0.00185 ** 

0,+5 23.8.2018 0.00155  

Panel C: CSI 300 

-5,-1 23.8.2018 -0.02244 *** 

-1,+1 23.8.2018 -0.00537 *** 

0,+5 23.8.2018 0.01366 *** 

Panel D: S&P/TSX 

-5,-1 23.8.2018 0.00727 *** 

-1,+1 23.8.2018 0.00330  
0,+5 23.8.2018 -0.00822 *** 

 

Table 15 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level. Since the event period only consisted of one event date the days 

surrounding the event (-1,+1) should give the best indications.  

S&P 500 shows a negative and statistically significant CAAR during the days 

surrounding and following the event (-1,+1) (0,+5). STOXX only shows a significant result 

for the (-1,+1) at the 5% level, resulting in a positive CAAR. CSI 300 shows negative CAAR 

for the first two periods but the last period is positive. All the results are significant at the 1% 

level. S&P/TSX does not show significant results for the days surrounding the event (-1,+1), 

only for the periods prior to and following the event. 

From the viewpoint of the efficient market hypothesis, one would have expected that 

the events would not cause serious reactions, since it had already been published when the 

U.S. and Chinese tariffs would become effective.  If there were some reactions, they should 

mostly be within the U.S. and Chinese market. 
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As for the AAR results, the U.S. market is the only market showing non-significant 

result on the event date consistent with the efficient market hypothesis. As concerns the 

CAAR results for the period (-1,+1), the Canadian market is the only market consistent with 

the hypothesis. The reasons for the reactions in the other markets during the same period are 

harder to explain. 

 

6.8. Event window 8 

Event window 8 was defined from 10.9.2018 until 1.10.2018 (including both dates) and the 

estimation period from 31.8.2017 until 8.10.2018. The event window contained the three 

following events: 

 17 September 2018 – President announces a new list of additional Chinese products 

subject to tariffs.  

 18 September 2018 – China responds by introducing further retaliatory tariffs against 

U.S. products.  

 24 September 2018 – The new U.S. and Chinese tariffs, as announced 17 and 18 

September 2018, become effective. 

 

  



42 

 

Table 16: Event window 8 - AAR 

Event window 8- AAR               

 S&P 500 STOXX 600 CSI 300 S&P/TSX 

DATE AAR   AAR   AAR   AAR   

10.9.2018 0.00022  0.00360 *** -0.01754 *** -0.00331 *** 

11.9.2018 -0.00441 *** -0.00138 ** 0.00214 ** 0.00283 ** 

12.9.2018 -0.00184 *** 0.00258 *** -0.00188 * 0.00471 *** 

13.9.2018 -0.00232 *** -0.00541 *** 0.00941 *** -0.00835 *** 

14.9.2018 0.00045  0.00313 *** -0.00445 *** -0.00138  
17.9.2018 0.00030   0.00057   -0.01444 *** 0.00555 *** 

18.9.2018 -0.00125 ** -0.00104 * 0.01670 *** 0.00138   

19.9.2018 -0.00199 *** -0.00333 *** 0.01031 *** -0.00310 ** 

20.9.2018 -0.00270 *** -0.00146 ** -0.00510 *** -0.00310 ** 

21.9.2018 -0.00027  0.00208 *** 0.02432 *** -0.00081  
24.9.2018 -0.00382 *** -0.00200 ***     0.00234   

25.9.2018 -0.00388 *** 0.00061  -0.00878 *** -0.00327 *** 

26.9.2018 -0.00356 *** 0.00259 *** 0.01168 *** -0.00511 *** 

27.9.2018 -0.00134 *** 0.00334 *** 0.00202 ** 0.00264 * 

28.9.2018 0.00504 *** -0.00544 *** 0.00924 *** -0.00020  
1.10.2018 -0.00440 *** 0.00248 ***   0.00310  

 

Table 16 reports the daily average abnormal returns (AAR) for all four indices during 

the estimation window and the significance of the results at the 1% (***), 5% (**) and the 

10% (*) level. 

S&P 500 shows a positive AAR on the first event date, but a negative AAR on the 

two other event dates. Similarly as the S&P 500, the STOXX 600 shows a positive AAR on 

the first event date, followed by a negative AAR on the second and third event dates. The 

CSI 300 shows a positive AAR on the trading days following the first two event dates, but a 

negative AAR the trading day following the third event date. The S&P/TSX shows a positive 

AAR on all event dates. S&P 500 and STOXX 600 are only significant on the second and 

third event dates at either the 1%, 5% or 10% level. CSI 300 is significant on all trading days 

following the event dates. S&P/TSX is only significant at the 1% level on the first event date.  
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Table 17: Event window 8 - CAAR 

Event window 8 - CAAR 

 T CAR Significance 

Panel A: S&P 500 

-5,-1 17.9.2018 -0.00789 *** 

-1,+2 17.9.2018 -0.00250 *** 

-1,+6 17.9.2018 -0.01316 *** 

0,+6 17.9.2018 -0.01361 *** 

Panel B: STOXX 600 

-5,-1 17.9.2018 0.00253 * 

-1,+2 17.9.2018 -0.00067  
-1,+6 17.9.2018 -0.00145  
0,+6 17.9.2018 -0.00458 *** 

Panel C: CSI 300 

-5,-1 17.9.2018 -0.01232 *** 

-1,+2 17.9.2018 0.00812 *** 

-1,+6 17.9.2018 0.01856 *** 

0,+6 17.9.2018 0.02302 *** 

Panel D: S&P/TSX 

-5,-1 17.9.2018 -0.00551 ** 

-1,+2 17.9.2018 0.00246  
-1,+6 17.9.2018 -0.00239  
0,+6 17.9.2018 -0.00101   

 

Table 17 reports the cumulative average abnormal returns (CAAR) over several event 

windows for all four indices and the significance of the results at the 1% (***), 5% (**) and 

the 10% (*) level.  

S&P 500 shows a negative CAAR for all the event windows. All the results are 

significant at the 1% level. STOXX 600 only shows statistically significant results for the 

first and last CAAR periods, which show both a positive and a negative CAAR, respectively. 

CSI 300 shows a negative CAAR for the event window prior to the event dates. However, 

the CAAR turns positive for the event windows surrounding and following the events. All 

the results are significant at the 1% level. The results for S&P/TSX are only statistically 

significant for the CAAR period prior to the event (-5,-1).  

Beforehand, one could have expected the events mostly to effect the U.S. and Chinese 

markets since they were the only ones directly targeted by the events. Similarly, on grounds 
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of the efficient market hypothesis, one would have expected least stock market reactions on 

the last event date since it contained not new information.  

As for the CAAR periods closest to the events (-1,+2) (-1,+6) and the AAR on the 

event dates, the results for the European and Canadian markets are most consistent with the 

efficient market hypothesis. That should not come as a surprise, since neither market was 

directly involved in the events. 

As for the other two markets, the American market reacted negatively to the first two 

event dates, as can been from the negative CAAR result for the (-1,+2) period, significant at 

the 1% level. However, the Chinese received the news positively, significant at the 1% level. 

Both markets react to the third event date, despite the fact that it did not contain any new 

information. These results for the third event date are therefore inconsistent with the efficient 

market hypothesis. 
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7. Conclusions 

In this study, the effect of the ongoing trade war, which started in 2018 between the United 

States on the one hand and the European Union, China and Canada on the other, on stock 

returns of publicly traded companies, is analysed. The major events of the trade war in 2018 

are included in the study.  

The study was formalised into two hypotheses. Firstly, that the announcement of 

tariffs in one market would lead to average abnormal returns, either positive or negative, for 

companies in that market. Secondly, that the announcement of tariffs in one market would 

lead to average abnormal returns, either positive or negative, for companies in a foreign 

market targeted by the tariffs. 

Since the impact of tariffs is not necessarily unambiguously clear, depending on their 

content, the hypotheses were put forward as indifferent between whether the average 

abnormal return is positive or negative 

The results of the study show a statistically significant evidence supporting the 

hypotheses. Evidence of this can be found in every event window of the study. The research 

therefore contributes to the existing literature on the effects of tariffs, trade policy and other 

political events on stock returns. In addition, the study contributes to the existing literature 

on the efficient market hypothesis and supports the existence of a backwards drift following 

a stock market overreaction. The research and its findings should be of interest to investors 

and other stakeholders in companies operating in the respective markets. 

The main findings of the study and contribution to the literature can be summarised 

as follows: 

 

 The announcement of tariffs in one market leads to average abnormal returns, either 

positive or negative, for companies in that market (hypothesis 1). 

 The announcement of tariffs in one market would lead to average abnormal returns, 

either positive or negative, for companies in a foreign market targeted by the tariffs 

(hypothesis 2). 

 Stock market reactions to tariffs can be either negative or positive. The results of the 

study show that on the event date a positive market reaction is more common in the 

market imposing the tariffs against foreign imports. However, the study also shows 
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that negative reactions can also appear on the following trading days. A negative 

reaction is more common in markets targeted by retaliatory tariffs. Examples of these 

reactions can be found in many of the event windows.  

 Stock market reactions cannot only be expected in the markets directly involved in 

the events (i.e. not only in markets that were a direct target), but also in other markets. 

The study shows that big international policy-making decisions can, when 

announced, cause behavioural reactions within other markets, for example because of 

speculations on whether other markets can be the targets of later events. Evidence of 

this can be found in event windows 3 and 6 as regards the European market. However, 

the study also shows examples, including event window 6, where there are limited 

reactions in markets not directly targeted. In event windows 1 and 4, the Chinese 

market showed positive reactions to the EU tariffs against the U.S. 

 In the study, there are examples of market behaviour consistent with the efficient 

market hypothesis (Fama, 1970; Fama & French, 2012), including event window 8. 

There are also examples of market reactions contrary to the efficient market 

hypothesis, including the U.S. and Chinese market reactions discussed in event 

window 2.  

 This study also includes examples where a backwards drift follows a market 

overreaction, consistent with the findings of Antweiler and Frank (2006). Evidence 

of this can be found in event window 3, as regards the Chinese and Canadian markets.  

 The results for the Chinese market are in most instances statistically significant, often 

at the 1% level. This might suggest either that market reactions in China are in general 

quite strong or simply that the Fama French global factors are not suitable for studies 

involving Chinese companies. As previously mentioned, the global factors are 

calculated using stock returns in developed countries. However, China is not defined 

as a developed country in that regard.  

 

Like all other studies, this one has its limitations. Firstly, only one model was used in 

the research, the Fama French three-factor model. For robustness check of the results, a 

comparison of results using a different model would have been optimal. However, such a 

robustness check would have required reducing the research data, including the number of 
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companies and indices used for testing. Instead, the reducing the data, the focus was on using 

only one model but a larger data set.  

Secondly, the daily returns of all the companies constituting the indices were 

calculated using the domestic currency of each stock. The effects of currency fluctuations 

and restrictions on currency floating, on the results of the study remain unknown. It can be 

argued, that companies that are exposed to import or export should already have currency 

fluctuations priced into the stock price. However, other arguments are against, such as the 

fact that the Fama French factors are based on returns in U.S. dollars.16 

Thirdly, in many event studies, events where other news are reported around the same 

period are discarded. Because of the scope of this study and number of companies involved, 

it was not feasible to review whether there were any confounding events. However, at the 

same time the scope of the research reduces the overall effects of confounding events.   

Fourthly, it was beyond the scope of this research to cover all the events of the trade 

war that happened in 2018. However, the study covers numerous events that occurred over a 

half year period. The results of the research should therefore provide statistically significant 

evidence on the market reactions within the four markets covered by the research. 

As regards future research, a few things can be mentioned. Firstly, in preparation of 

this thesis, initial testing was made on trade volume. In short, the average trade volume of 

each company the year preceding the first event window was used as a benchmark for 

expected trade volume. The real trade volume of each day during the event windows was 

then compared to the expected volume. Since trade volume tends to fluctuate, the results 

showed abnormal trade volumes for not only the event dates and the surrounding trading 

days, but also all other trading days. All the results were statistically significant. This suggests 

that a more advanced model is needed for such a study.  

Secondly, in preparation of this thesis, information on foreign sales as a percentage 

of total sales was gathered for all the companies constituting the four indices which are the 

subject of thesis. One might expect that companies that rely on imports should have a 

negative abnormal stock return when tariffs are announced. Similarly, one might expect that 

                                                           
16 By using the domestic currencies, the regression coefficients and constant from the estimation periods will 

capture potential exchange rate effects. If these coefficients are used for estimating the expected return in the 

event window and if domestic currencies are used to determine the actual returns in the event window, things 

are consistent, but abnormal returns would also include abnormal return components that are due to exchange 

rate changes. 
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companies that rely on exports should have a negative abnormal return when tariffs are 

announced in the country that they export to. These hypotheses were beyond the scope of 

this thesis but are worthy of future research. 

Thirdly, news coverage is often skewed towards larger firms. Antwiler and Frank 

(2006) mentioned that company size cumulative abnormal returns tend to be more negative 

for large companies and more positive for small companies. The results gathered in this study 

could be used for comparison against the market capitalisation of the companies involved.  

Hopefully, this study and its results have shed light on the effects of trade wars on 

stock returns and sparked interest in the subject.  
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