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ABSTRACT

This study was an attempt to analyze the impact of general and presidential
elections on stock market returns of Karachi Stock Exchange. The event study
methodology was employed and the data from 1997 to 2013 was used to identify
the impact. This study investigated the impact of general and presidential elections
held in Pakistan individually and collectively. The results established that there
was a significant impact of elections on stock market returns of Karachi Stock
Exchange.

INTRODUCTION

Stock markets play a critical role in economic
development. These provide a platform for raising funds,
trading securities and help investors to generate profits.
These markets also serve as a mechanism for price
discovery and information dissemination. Stock markets
are also used to implement privatization program; hence,
they play an important role in development of emerging
economies (Lee, 1998). The performance of stock
market of an economy is of interest to various parties,
including investors, capital markets, stock exchanges
and governments. Stock market performance is
influenced by a number of factors. One important factor
is the impact of activities of government on performance
of the economy. Economic activities, in turn, affect
the performance of stock markets. Other factors that
affect stock market performance are availability of
assets, change in composition of investors and market
sentiments. (Mendelson & Robbins, 1976)

Investors are always concerned about returns. While
making capital budgeting decisions, the risk premiums
and discount rates are considered. Risk is therefore an
important topic for investors. Political risk may occur
at international, national and individual level, and are
random. Therefore, scholars must evaluate, predict
and interpret political risk using different methods
and perspectives. A number of studies examined the
relationship between political risk and stock market
and discussed how stock market responds to different
elections periods. Lobo (1999) discovered risk in the rate

ofU.Sstock returnsduringpresidential andcongressional
elections. However, other studies examined the “efficient
market” theory (Herron et al, 1999). Gemmil (1992)
reported that the results of parliamentary pre-elections
survey were consistent with price index of FTSE100.
When the survey favors the labor party, the stock price
drops, and when the survey favors conservative party,
the stock prices sky rocked. Gwilym and Buckle (1999)
further discovered that pre-election surveys’ results
regarding the 1992 British parliament elections were
closely correlated with stock prices index.

In general, politics influence financial markets.
Stock markets respond to new information regarding
political decisions that may affect domestic and foreign
policy. As such, market efficiency requires stock market
to absorb trends into stock. Positive stock returns are
expected following resolution of political uncertainty.
In contrast, if outcomes of political uncertainty do not
allow investors to immediately measure the negative
impact on stock market returns, then the political
outcomes constitute an uncertainty, thus inducing
surprise. Political uncertainty takes different shapes such
as transition of ruling party, changes in its fiscal policy,
and various political events. Markets are known to be
a suitable institution for efficient allocation of assets.
Efficient market hypothesis states that all the available
and relevant information about assets in financial market
is reflected in its market price (Fama, 1970). According
to this theory, if new information is available, then the
market adjust prices so that no one can earn profit by
using inside information.






















