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Abstract 

Purpose: This paper uses the event study methodology to analyze the impact of unexpected political event on 
stocks abnormal returns. The objective is twofold. The first is to reach robust estimates of stocks abnormal returns. The 
second is to reach robust estimates of the effects of unexpected political events on stocks abnormal returns.

Design/methodology/approach: This paper experiments with three different methods to estimate stocks abnor-
mal returns, namely: market model, mean-adjusted model and market-adjusted model. The sample includes the firms 
listed in the leading index in Egypt stock exchange (EGX30). The statistical tests, Anderson–Darling test for normality, 
Wilcoxon rank-sum test for comparing the significance of the estimates, and Breusch–Pagan, Cook–Weisberg test for 
heterogeneity of abnormal returns.

Findings: The results indicate that (a) statistical differences between the three estimates exist, which indicates that 
the three methods of abnormal return estimation are not substitutes, or alternatives, to each other, (b) that is, the 
political event is considered an anomaly which has idiosyncratic effects. This is contrary to the common belief that 
political events have systematic effects.

Originality/value: The contribution of this paper is twofold. First, the estimation of abnormal returns must be exam-
ined for robustness in order to ensure reliability. Second, the results offer robust evidence that political risk premium is 
an anomaly, which is a call for stock market participants not to panic. Eventually, it saves investors’ wealth.
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Introduction
Information uncertainty poses an ongoing challenge to 
financial estimations. Robustness of measuring uncertain 
financial variables results in making valid decisions. One 
of the very well-known sources of uncertainty is politi-
cal instability. Many countries have witnessed political 
disruptions that have taken various forms such as presi-
dential elections, change of government administration 
and riots. The uncertainty that surrounds political events 
leads investors and financial analysts formulate their own 
expectations about the cost of equity financing. Analysts’ 

expectations must be robust enough to reach reliable 
estimation of the cost of equity financing.

This paper focuses on one event of political disrup-
tion that occurred in Egypt. Indeed, the event is a leading 
event that occurred when the Minister of defense deliv-
ered a speech to the entire country on June 23, 2013, call-
ing citizens to delegate military forces the power to fight 
terrorism, followed by overthrowing the elected presi-
dent. It is worth noting that the authors’ concern in this 
paper is not to do with this event literally, but rather with 
a methodology that deals with the measurement and esti-
mation of abnormal stock returns.

Objectives of the Study
This paper aims at examining the objectives as follows:
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1. To reach robust estimates of stocks abnormal returns 
as the literature includes three methods that have dif-
ferent bases.

2. To reach robust estimates of the effects of unex-
pected political structural event (the speech of the 
former Minister of defense on 23rd of June 2013) on 
stocks standardized abnormal returns.

Contribution of the Paper
The contribution of this paper can be outlined as follows:

1. The estimation of abnormal returns is tested for reli-
ability. That is, three methods of abnormal return 
estimation are employed in order to ensure the con-
sistency of the estimates.

2. The paper examines whether a political structural 
event can be considered systematic, as commonly 
believed, or idiosyncratic. This is an examination to the 
extent to which panic in the stock market is justified.

The rest of the paper is organized as follows: “Relation-
ship between politics and stock market performance” 
section discusses the studies that examine the relation-
ship between politics and stock market performance. 
“The stock market, economic and political climate in 
Egypt” section discusses a brief about political and eco-
nomic climate in Egypt. “Methods” section discusses a 
brief about the Egyptian stock market. “Results and dis-
cussion” section describes the data, variables and statisti-
cal estimation methods. Section  6 discusses the results. 
“Conclusion” section concludes.

Relationship between politics and stock market 
performance
Politics can be defined in several ways according to dif-
ferent conditions or contexts. Etzioni [27] and Cheian 
et  al. [17] hold the view that a prolific definition is 
that political processes are concerned with bridging 
strength differences within the community with those 
within the nation, bridges that transfer inputs both 
from the community to the nation (e.g., the results of 
polling) and from the nation to the community (e.g., 
presidential speeches; laws). Researchers argue that 
politics play a decisive role mostly when it comes to 
a developing country’s stock market [11]. Political 
risk is generally considered by investors as one of the 
most effective factors that affect portfolio investment. 
Political disruptions may lead to market inefficiency 
which promotes speculators to enter a stock market 
trying to gain abnormal returns [17]. George Soros is 
an example to one of the notable speculators. In 1992, 

Soros damaged the English economy by his speculation 
activities [18]. This example shows that a government 
should protect their stock markets and devote all pos-
sible efforts toward enhancing the efficiency of their 
stock markets [38].

The literature includes many studies that argue that 
political factors affect the performance of stock market 
[30]. Mbaku [42] claims that many countries in Africa 
have not been able to establish a stable political system 
even after decades after independence. Unfortunately, 
political instability forms a considerable obstacle against 
economic development. As far as political events are 
considered systematic factor, the impacts of political 
instability can be examined at an aggregate level through 
the movements in stock market indexes. The stock mar-
ket index of a country reflects the existing and future per-
formance of the economy [17]. Srivastava [50] and Wang 
et  al. [53] argue that stock market performance is very 
vulnerable to any passive powers.

The above-mentioned arguments of the effects of 
political instability show that analytical judgment of the 
investors is a dominant factor. That is, in case the coming 
news raise investors’ expectations, stock markets’ returns 
respond favorably in the form increases in stocks prices, 
otherwise prices fall as a reflection of unfavorable reac-
tion [51]. Wang and Lin [52] offer an evidence from Tai-
wan’s presidential elections in 2004. They conclude that 
the crash in Taiwan’s stock market was a result of inves-
tors panic through the political crises. In this regard, 
Ferri [30] offers further evidence that unplanned general 
elections and changes in the government’s structure are 
predominantly negatively correlated to country’s stock 
market performance. Chuang and Wang [20] state that 
political changes had negative impacts on stock returns 
in France, USA, Japan and UK. This is because political 
parties have various economic views that resulted in fre-
quent changes in the economic policies. These changes 
created states of uncertainty by investors that have led to 
take conservative investment policies.

Kim and Mei [36] conclude that changes in govern-
ment administration negatively affect stock markets due 
to the implementation of new fiscal policies. The latter 
may increase uncertainties that affect investors’ willing-
ness to take risk resulting in negative stock returns. On 
the other side, Nimkhunthod [45] reports an evidence 
from Thailand that a change in government administra-
tion has only a negative impact on stock returns on the 
short term. But in the long run, a change in government 
administration leads to considerable stock returns. Jones 
and Banning [35] examine the impact of American elec-
tions on stock returns and conclude that no major differ-
ences are found in monthly stock returns regardless who 
wins the presidential elections.
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The stock market, economic and political climate 
in Egypt
The Egyptian stock exchange is one of the oldest stock 
markets the Middle East region. The Egyptian stock 
exchange traces its origins to 1883 when Alexandria 
stock exchange was established, followed by the Cairo 
stock exchange in 1903 (renamed as Egyptian exchange 
in 2014). In 1940, both exchanges were very active, and 
the joint Egyptian stock exchange was ranked the 5th in 
the world. However, the Egyptian stock exchange became 
dormant between 1961 and 1992 due to the central plan-
ning and socialist policies adopted in mid-1950s.

In 1990s, an economic reform and restructuring pro-
gram were adopted by the Egyptian government that has 
resulted in the Egyptian stock market to become active 
again. A major change in the organization of Cairo and 
Alexandria stock exchange was introduced in January 
1997 as a result of the election of a new board of directors 
and accordingly establishing multiple board committees 
(Egyptian Exchange 2014). The Egyptian stock market 
is the second largest in Africa in terms of capitalization 
and turn over. Market capitalization kept increasing 
since the initiation of the economic recovery program in 
1990s and stood at $38,515 million by the end of 2004. 
The number of listed companies increased dramatically 
from 656 companies in 1992 to 1151 companies in 2002 
[1]. The major indexes are EGX 30 (which is considered 
the benchmark), EGX 20, EGX 70 and EGX 100 (Egyp-
tian exchange 2014). As of January 2014, market capitali-
zation reached $61,629 million with 236 listed companies 
(SSE, 2014).

Since the Egyptian revolution on the 25th of January 
2011, Egypt witnessed political instability. Unfortunately, 
to the best of the authors’ knowledge until the final writ-
ing and submission of this paper, there are almost no 
studies that examine the impact of this political struc-
tural event on the Egyptian stock market.

In terms of the current state of investments in 
Egypt, on Feb 2014, the Egyptian Ministry of Finance 
announced that investments in Egypt declined by 7.3% 

during current year. It conjointly showed that the expan-
sion rate of gross domestic product (GDP) fell to 1% 
within the first quarter of that year compared to a 2.5% 
within the same period last year, representing a 60% 
decline. According to the interim government foreign 
debts reached 45.8 billion US $ by the end of 2013, while 
according to the estimates of the economists’ actual 
debt exceeded 52 billion US $ based on separate offi-
cial statements received from the Central Bank of Egypt 
[31]. The Egyptian economy was additionally mirrored 
in an exceedingly deficit of over 12.8 billion US $ and a 
decrease in foreign currency reserves of 18.9 billion US 
$ in January 2014 [31]. Despite the very critical situation 
of the Egyptian economy after the Egyptian revolution on 
25th of January 2011, the Egyptian stock exchange and its 
indexes EGX 30 & EGX 70 kept rising since 23rd of June 
2013 till to date, when the former Minister of defense 
called on Egyptian political parties to seek conciliation 
and harmony to save Egypt in a speech on Sunday 23rd 
of June 2013.

Methods
This section describes the conceptual framework of the 
methodology, the hypothesis of the paper, the data, the 
estimation of SAR, the reliability of SAR estimates and 
testing for the heteroskedasticity of political structural 
break.

Conceptual framework and hypothesis of the paper
Certain studies in the literature conclude that the Egyp-
tian stock market is a weak-form efficient [4, 5]. Never-
theless, Mlambo and Biekpe [44] claim that there are no 
rules that can be used in detecting stock prices so that 
they can be used in predicting future prices in the Egyp-
tian stock market. In this regard, the event study meth-
odology is quite relevant as a further examination of that 
issue. Therefore, the framework of this paper can be illus-
trated as follows.

Event: Speech of 

Former Minister of 

Defense on 23
rd

of 

June 2013

Structural 

Political Break 
Abnormal Returns
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Hypothesis
This paper tests the hypothesis that follows:

“The structural political break in Egypt on  23rd of 
June 2013 has a significant effect on stocks abnormal 
returns.”

Data
The data are obtained from Egypt stock exchange for the 
stocks listed in the index (EGX30). The data cover the 
period June 3, 2012– March 4, 2014. Although the litera-
ture does not specify certain time interval in event stud-
ies [33], the authors consider 25  days before the event 
(estimation period) and 25  days after the event (event 
period). The event day is excluded.

Estimation of standardized abnormal returns in event 
study methodology
Event study methodology offers a way for avoiding the 
bias of accounting-based measures of returns [43]. This 
methodology is well cited in the literature for variety of 
applications [12, 26, 29, 34, 37, 46, 48, 49]. The aim of an 
event study is to quantify and statistically test the pres-
ence of any abnormal or excess returns that are associ-
ated with certain events. The abnormal or excess returns 
are calculated as the difference between the observed 
returns and expected returns which is the expected 
return in case of non-occurrence of the event using a 
specific return calculation model [46].

The literature includes three main methods to estimate 
the expected return. There methods are as follows [16, 46]:

1. Market model (MM).
2. Mean-adjusted return model (MAR).
3. Market-adjusted or index model (IM).

Estimation of standardized abnormal returns
In this paper, the event time is identified as the speech of 
the Egyptian Minister of defense on June 23, 2013. The 
expected returns of listed firms in the index (EGX30) 
before and after the event are estimated using the three 
above-mentioned methods that follow.

A. Market model [29]. 

 where Rit is return on security i for period t (observed 
return), αi is constant intercept, βi is slope coefficient, 
Rmt is return on market index m for period t, εit is 
error term (abnormal return) for security i in period 

(1)Rit = αi + βiRmt + εit

t. In this case, the observed minus predicted return 
equal abnormal return, which is the disturbance term.

B. Mean-adjusted return model [14, 15].
 

 where Rit is return on security i for period t (observed 
return), µi is the mean return on security i over t 
periods within estimation period normal (expected 
or predicted) return, εit is disturbance term (assumed 
to have mean = zero, and SD = 1). In this case, the 
observed minus mean return equal abnormal return, 
which is the disturbance term.

C. Market-adjusted or index model [14, 15].
 

 where Rit is return on security i for period t (observed 
return), Rmt is return on market index m in period t, 
εit is disturbance term (white noise) assumed to have 
mean = zero, and SD = 1. Each period’s observation 
in white noise time series is a complete surprise. In 
this case, the observed minus index returns equal 
abnormal return (or disturbance term).

The authors in this paper compute the standardiz-
ing abnormal returns (SAR) to ensure the robustness of 
abnormal returns estimation [24, 41]. The standard error 
of the estimate is calculated as follows [46], taking into 
consideration that this equation applies to the market 
model and the market-adjusted model only.

The standardized abnormal return (SAR) for security i 
in period t is calculated as follows:

In the mean-adjusted model, the standardized abnor-
mal return for security i in period t is calculated as 
follows:

The standard error of the estimate that can be used in 
the case of mean-adjusted returns is as follows [46].

(2)Rit = µi + εit

(3)Rit = Rmt + εit

(4)Sie =

√

∑T
j=1

(Rij − R∗
ij)

2

T − 2

(5)SARit =
ARit

Sit

(6)SARit =
ARit

Si

(7)Si =
1

√
T

√

√

√

√

√

T
∑

j=1

R2

ij −

[
∑T

j=1
Rij

T

]2
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Results and discussion
This section includes two parts: The first part reports 
and discusses the results of Wilcoxon test. The objective 
of the first part is to examine the reliability of the three 
estimates of standardized abnormal returns. The second 
part reports and discusses the results of heteroskedastic-
ity test. The objective of the second part is to examine the 
extent to which standardized abnormal returns are het-
erogeneous before and after the structural break political 
event.

The reliability of standardized abnormal returns estimates 
(Wilcoxon test)
The estimation of abnormal returns using more than one 
method raises a methodological question whether the 

estimates are reliable and consistent. As the estimates are 
statistically consistent (whether significant or insignifi-
cant), the methods of estimation are considered reliable. 
As far as the estimated abnormal returns are not nor-
mally distributed (using Anderson–Darling test, [2, 3], 
a nonparametric test is required. In this case, Wilcoxon 
rank-sum test [54] is used for comparing the significance 
of the estimates produced by the three methods.

Table  1 reports the significance of the estimation of 
abnormal returns before and after the event. The hypoth-
eses are as follows:

H0 The distribution is the same for both groups.

H1 The distribution is NOT the same for both groups.

Table 1 Wilcoxon rank-sum test (asymptotic significance at two tails)

Company Method 1: market model 
(SAR) before and after 
the event

Method 2: mean-adjusted model 
(SAR) before and after the event

Method 3: market-adjusted model 
(SAR) before and after the event

Amer Group Holding 0.046 0.015 0.043

Arab Cotton Ginning 0.485 0.200 0.258

Arab Polvara Shipping & Weaving 0.014 0.001 0.006

Arab Real Estate Investment Co., 0.182 0.054 0.159

Arabia Investments, Development 0.174 0.067 0.191

Commercial International Bank 0.218 0.381 0.551

Eastern Tobacco 0.469 0.709 0.082

Egyptian Financial Group Hermes 0.012 0.001 0.026

Egyptian Kuwaiti Holding 0.107 0.037 0.174

Egyptians For Investment & Urban 
Development

0.008 0.0001 0.003

El Kahera Housing 0.316 0.030 0.341

El Wadi Co. For Touristic Investment 0.001 0.0005 0.012

ELSWEDY ELECTRIC 0.424 0.159 0.713

Ezz Steel 0.107 0.055 0.082

Global Telecom Holding 0.949 0.269 0.990

Juhayna Food Industries 0.218 0.909 0.055

Maridive & oil services 0.657 0.376 0.869

Medical Packaging Company 0.0005 0.0002 0.0004

Medinet Nasr Housing 0.118 0.770 0.131

Orascom Telecom Media & Technology 0.007 0.001 0.014

Palm Hills Development Company 0.012 0.001 0.005

Pioneers Holding 0.020 0.005 0.008

Remco For Touristic Villages Co 0.395 0.242 0.292

Sidi Kerir Petrochemicals 0.929 0.209 0.228

SODIC 0.066 0.003 0.025

South Valley Cement 0.062 0.008 0.066

T M G Holding 0.015 0.354 0.280

Telecom Egypt 0.304 0.118 0.585

United Housing & Development 0.101 0.849 0.101

Upper Egypt Contracting 0.016 0.001 0.012
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Table 1 reports the significance level of pairwise com-
parisons between abnormal returns (being measured by 
three different methods) before and after the event. The 
results reveal many indications as follows:

1 In terms of the method of estimation of abnormal 
returns, as far as the literature includes different 
measures of abnormal returns, one must take into 
consideration the possible effect of measurement 
error. This requires experimenting with the three 
commonly known methods of estimating abnormal 
returns. The results show that this argument is real-
ized in many firms such as Arab Real Estate Invest-
ment Co., Arabia Investments, Development, Egyp-
tian Kuwaiti Holding, El Kahera Housing, Juhayna 
Food Industries and T M G Holding. It is worth 
emphasizing that the stability of the estimated coeffi-
cients in terms of significance and trend offers strong 
indication to the robustness of the results. In this 
case, the results in Table 1 show that the three meth-
ods of abnormal return estimation are not substitute, 
or alternative, to each other. This is a call that the 
robustness of the estimates requires the deployment 
of the three methods.

2 In terms of the effect of political disruption on firm’s 
abnormal returns, the results offer further and new 
understanding of systematic risk. The latter being 
commonly understood and is treated in the literature 
of investments as a source of risk that affects all par-
ticipants in the stock market taking a leading index as 
representative to market-wide systematic factors. The 
results in Table  1 indicate that the effect of political 
disruption indeed must be treated as anomaly. That 
is, political disruption exerts significant effect on one 
firm, but does not in another firm. In this case, it might 
be plausible to argue that political disruption can be 
treated as idiosyncratic risk. This argument can also be 
extended to country level where political instability is 
treated as part of country risk rating, then premium.

Testing for the heteroskedasticity of political structural 
break
The literature includes number of studies that examine 
and reveal the effects of structural breaks on the distribu-
tion of the error terms, which is commonly referred to as 
heteroskedasticity [6–10, 19, 21, 25, 32, 39, 40, 47]. The 
authors of the current paper use Breusch–Pagan test [13] 
and Cook–Weisberg [22, 23] test to examine the extent 
to which abnormal returns are heterogeneous before 
and after the above-mentioned structural break political 
event. The test is run under the hypotheses as follows:

H0 “Error variances are all equal (Homoskedastic).”

H1 “Error variances are not equal (Heteroskedastic).”

The results reported in Table 2 show that the variance 
of error terms before and after the event is statistically 
significant for certain firms and insignificant for others. 
These results indicate that the standardized abnormal 
stock returns before and after the structural break event 
are homogeneous in certain firms and heterogeneous for 
other firms. That is, the structural break political event 
did have mixed effects. That is, political event had an 
idiosyncratic effect, which is contrary to the common 
belief that political events have systematic effects. The 
comparisons with related studies in the literature are 
worth it. That is, these results are in contrary to Wang 
et al. [53] that stock market’s performance is very vulner-
able to any passive powers. The results also are in con-
trary to the claim made by Ferri [30] that political factors 
including presidential elections affect the performance of 
stock market. As far as the event in this study involves a 
change in government administration, the results are in 
contrary to the conclusion reached by Kim and Mei [36] 
that changes in government administration negatively 
affect stock markets. The same arguments hold in other 
developing countries such as Thailand. Nimkhunthod 
[45] concludes that in Thailand, government change leads 
to considerable stock returns in the long run. As far as 
the above-mentioned studies are concerned, the results 
in the current paper can be considered an extension to 
the hypotheses of stock market efficiency that claims 
stock markets are very sensitive to public information 
[28]. In this case, an inefficiency is realized. Nevertheless, 
Jones and Banning [35] conclude that the American elec-
tions had no major differences in monthly stock returns 
regardless who wins the presidential elections.

Conclusion
This paper examines a methodological issue regarding 
the measurement of abnormal stock returns. The paper 
experiments with three different methods for estimating 
abnormal returns which help reaching robust estimations 
of abnormal returns and further robust impacts of politi-
cal structural break as well. The robustness of standardized 
abnormal returns is further examined statistically which 
shows that the three methods of abnormal return estima-
tion are not substitutes to each other. The use of the three 
of them is recommended for reaching reliable conclusions.

The paper concludes that the political structural event 
that passed through Egypt had mixed statistical signifi-
cance, which is considered an anomaly. The results can 
be considered a call to current and potential investors as 
well as financial analysts to be careful enough regarding 
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Table 2 The results of Breusch–Pagan/Cook–Weisberg test for heteroskedasticity*

Company Market model Mean-adjusted model Market-
adjusted 
model

Amer Group Holding 0.00025
(0.98722)

0.00264
(0.959)

0.00155
(0.9685)

Arab Cotton Ginning 0.02056
(0.88598)

2.1491
(0.14265)

0.2511
(0.61624)

Arab Polvara Shipping & Weaving 1.9419
(0.16346)

0.3401
(0.55974)

2.5597
(0.10962)

Arab Real Estate Investment Co., 0.0943
(0.75867)

0.2904
(0.58993)

0.08308
(0.77316)

Arabia Investments, Development 2.6266
(0.10508)

1.8885
(0.16937)

2.7309
(0.09842)

Commercial International Bank 0.0608
(0.80514)

2.393
(0.12186)

0.03262
(0.85667)

Eastern Tobacco 0.00023
(0.98785)

0.1667
(0.68298)

0.07208
(0.78832)

Egyptian Financial Group Hermes 5.31577
(0.02113)**

1.2162
(0.27010)

4.6264
(0.03148)**

Egyptian Kuwaiti Holding 1.60601
(0.20505)

1.3536
(0.24464)

2.2127
(0.13687)

Egyptians For Investment & Urban Development 0.6956
(0.40426)

0.1636
(0.68579)

0.4675
(0.49414)

El Kahera Housing 0.6860
(0.40751)

0.34157
(0.55892)

0.71366
(0.39823)

El Wadi Co. For Touristic Investment 0.47102
(0.49252)

0.45638
(0.49932)

1.8411
(0.17481)

ELSWEDY ELECTRIC 0.79233
(0.37340)

0.0316
(0.85886)

1.4974
(0.22107)

Ezz Steel 2.0889
(0.14837)

5.8646
(0.01545)**

0.11047
(0.73961)

Global Telecom Holding 0.4824
(0.48733)

0.0637
(0.80059)

0.48630
(0.48558)

Juhayna Food Industries 0.18003
(0.67134)

1.288
(0.25631)

0.0203
(0.88660)

Maridive & oil services 0.1294
(0.71897)

3.1283
(0.07694)*

0.16158
(0.68770)

Medical Packaging Company 1.675
(0.19559)

1.6658
(0.19682)

1.6658
(0.19682)

Medinet Nasr Housing 0.4659
(0.49485)

1.4851
(0.22297)

0.3567
(0.55029)

Orascom Telecom Media & Technology 0.32243
(0.57015)

0.05421
(0.81588)

0.32223
(0.57027)

Palm Hills Development Company 1.07342
(0.30017)

0.19793
(0.65640)

0.81953
(0.36532)

Pioneers Holding 0.87696
(0.34904)

0.12875
(0.71973)

0.53783
(0.46333)

Remco For Touristic Villages Co 0.2958
(0.58651)

0.40416
(0.52495)

0.13709
(0.71119)

Sidi Kerir Petrochemicals 0.0994
(0.75251)

1.9876
(0.15859)

0.000055
(0.99391)

SODIC 1.41245
(0.23465)

0.58155
(0.44570)

0.45482
(0.50005)

South Valley Cement 1.07988
(0.29872)

0.38037
(0.53740)

0.9926
(0.31910)

T M G Holding 0.7597
(0.38342)

3.3807 (0.06596)* 0.00304
(0.95596)
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the measurement of cost of equity financing during polit-
ical disruptions. The results recommend the treatment of 
political risk as an idiosyncratic (firm-specific) in order to 
reach realistic cost of equity.

Abbreviations
MM: Market model; MAR: Mean-adjusted return model; IM: Market-adjusted 
or index model; EGX30: Egypt stock market index; SD: Standard deviation; ARit: 
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