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Abstract 

This study explains the budget announcement impact on automobile and pharmaceutical 

sectors stock returns. We have observed whether there is any significant effect of budget 

announcement events in stock returns during the window period or not. It is a quantitative study and 

event-study methodology is adopted. The event window consists of 15 days, including seven pre-

event days, one event day and seven post-event days, while the estimation window consists of 230 

pre-event window days. As per knowledge of researcher, no study in Pakistan has specifically studied 

the budget announcement event impact on stock returns of automobile and pharmaceutical sectors by 

using event study methodology. This study will be beneficial for market participants of pharmaceutical 

and automobile sectors because of its consideration to dynamics in stock market after the budget 

event announcement. The findings of current study revealed that Pakistan’s stock market is found to 

be semi strong efficient. Volatility in returns was observed but no significant impact was found in the 

automobile sector while in pharmaceutical sector, significant impact was observed for two years. 

Results indicate that there is very low chance to earn abnormal returns as all the information related to 

the budget immediately absorbed by market forces. 

Keywords: Event study, budget announcement, efficient market hypothesis (EMH), stock returns, 

pharmaceutical sector, automobile sector. 
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1. Introduction  

Stock markets give indication about 

the performance of an economy which is the 

reason that investors, economists and 

industrialists always observe stock prices 

closely. It is also referred as a barometer of a 

country’s economy. It is quite difficult to predict 

the movements of the stock market as the 

stock market behavior is highly uncertain. 

Stock market reacts when any news and 

information enters the market. News related to 

different internal and external factors are 

considered to have a strong correlation with 

the stock market index (Raza, Sun & Khine, 

2021). It depends on the level of market 

efficiency that how much the news will affect 

the stock market.  

Fama (1970) introduced the concept of 

Efficient Market Hypothesis (EMH) which 

defines the stock market as a place where all 

the information is fully incorporated in the 

prices. This theory states that in an efficient 

market, when any new information arrives in 

the market regarding dividend announcement; 

annual report; earning announcement; political 

issues and economic policies: stock prices will 

immediately incorporate it and adjust 

accordingly. EMH has three forms including 

weak form, semi-strong form and strong form. 

Weak form assumes that all historical 

information is already incorporated in the 

market prices so abnormal returns can not be 

earn by using this information and only unique 

information can help investors to gain 

abnormal returns. Semi-strong form of 

hypothesis states that besides historical prices 

and return sequences, other information like 

annual reports, financial statements, are 

publicly available and all the investors have 

equal access to this information so it is not 

possible for investors to get benefits by using 

this information. While in strong form of 

hypothesis, it is assumed that the market is 

highly efficient and prices are already updated 

according to latest information hence investors 

can earn unexpected returns only in the case if 

they get access to any private information, 

which is not available publicly. Followers of 

EMH argue that future prices of securities 

cannot be predicted by using historical data as 

prices change randomly and investors cannot 

earn any abnormal return.  

It is a well-known phenomenon that 

announcement of any new information or news 

will cause variation in stock returns. There are 

several macroeconomic events that cause 

variation in stock prices like dividend 

announcement, federal budget announcement, 

interest rate announcement, inflation rate 

changes, and so on. Announcement of the 

federal budget is a very important event which 

influences the financial market. Federal budget 

acts as a roadmap of the economy through 

which the government introduces their financial 

policies for economy’s growth. According to 

Thaker, Maisuria & Jariwala (2019), some 

negative sentiments are associated with the 

budget announcement event that causes 

investors to postpone their trading decisions 

around the budget event. Federal budget 

introduces new regulations, strategies, 

subsidies, laws and taxes, which will ultimately 

have a favorable or adverse effect on stock 

returns because these changes will influence 

the investor’s decisions and cause variation in 

stock prices (Sathyanarayana & Gargesa, 

2019).  

Pakistan Stock Exchange (PSE) was 

established in 1947 by the name of Karachi 

Stock Exchange (KSE) which was named as 

PSE later in 2016. PSE is a forefront of the 

country's economy which is likely to be highly 

affected by different government events 

especially budget announcement events. Many 

studies have measured the impact of federal 
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budget announcements on stock exchanges. 

Globally Kalainathan (2018), Maheshwari., 

Johri & Kute (2020), Erfanian et al., (2020), 

Ochieng & Otieno (2016) had studied the 

impact of budget event while in Pakistani 

context, many researchers had used this 

technique to study the impact of political 

factors (Khan et al., 2017), Panama leak, 

CPEC and drone strike impacts (Rehman, 

Burhan & Khan, 2016), but very little or no 

attention is given to the budget announcement 

event in Pakistan. 

In this paper, we have explored the 

budget announcement event’s impact on 

pharmaceutical and automobile sectors stock 

returns. The objective of this study was to 

explore the presence of abnormality in returns 

due to the announcement of budget and to 

examine whether Pakistani stock market is 

semi strong efficient in nature or not. Focus 

area of this paper was to study the dynamics 

of Pakistan Stock Exchange during last 

decade in response to the budget 

announcement. This study will add up in the 

field of literature by investigating how federal 

budget announcement event affect the stock 

returns of Pakistan’s automobile and 

pharmaceutical sector. 

2. Literature Review  

There is ample empirical evidence 

found that studied the behavior of stock 

markets in response to the budget 

announcement event. Event study is a widely 

used technique which basically measures the 

magnitude of abnormal returns in response to 

the occurrence of any event.  

Khan et al. (2017) examined the 

impact of political and budget events on the 

stock returns of Pakistani stock market and 

examined which hypothesis is consistent with 

the stock market behavior out of EMH, 

over/under-reaction hypothesis and uncertain 

information hypothesis. Study confirms that in 

response to expected political-budget events, 

stock markets exhibit weak form of EMH while 

results of unexpected political events are 

consistent with the uncertain information 

hypothesis. 

 Maheshwari., Johri & Kute (2020) 

explored the union budget announcement 

impact on the sector indices NSE of Indian 

stock market and found no statistical 

significant impact of budget event on stock 

prices. Abnormal returns were reported in just 

two sectors e.g banking sector and automobile 

sector. It was concluded that Indian stock 

market is semi strong efficient in nature.  

 Jha & Basnet (2020) examined the 

Nepal Stock Exchange reaction in response to 

the announcement of government budget by 

using the event study methodology. It was 

found that budget announcement event had a 

positive effect on stock returns of Nepalis 

companies. 

Kalainathan (2018) studied the impact 

of budget announcement events on the 

behavior of Sri Lankan stock price indices and 

found that event had a significant impact in the 

post event window. It was concluded in the 

study that Sri Lankan stock market efficiency 

level is high so it is impossible that investors 

could earn any abnormal returns around the 

event of budget announcement.  

 Sathyanarayana & Gargesa (2019) 

observed the union budget announcement 

event’s impact in Indian stock market to get 

information about market efficiency level. 

Study revealed that a degree of volatility has 

been observed but the market absorbs all the 

information very quickly so the returns volatility 

does not get affected by budget and Indian 
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stock market efficiently processes the 

information of the union budget. 

 Patel, Dave & Shah (2016) tested the 

semi strong form of efficient market hypothesis 

in response to the budget announcement 

event and concluded that no significant 

variation in returns was found hence investors 

wouldn’t earn abnormal returns which implies 

high level of efficiency in Indian stock market. 

Thaker, Maisuria & Jariwala (2019) 

investigated the effect of union budget on the 

performance of BSE’s Nifty and Sensex index 

for five years from 2015-19 and concluded that 

more volatility has observed in moderate term 

period but in short and long term period 

volatility does not increase while no significant 

impact of budget event had observed.  

Erfanian et al., (2020) studied the 

speed of reaction of stock markets of five 

Middle-eastern and North African countries in 

response to the budget and general election 

results announcement during the last five 

years. Study found that budget 

announcements had a significant impact which 

lasted for two days around the announcement 

day while stock indexes rapidly adjusted the 

information related to the announcement of the 

results of general elections in all the five 

countries.  

Gayathir & Ganesamoorthy (2018) 

examined the effect of union budget 

announcement event 2018 on stock returns of 

Sensex by using event study methodology. 

Study revealed that no significant impact was 

observed on the returns of Sensex companies 

around the event but a slightly negative trend 

in the cumulative average abnormal returns 

was observed due to the announcement on 

event day and one pre and post event day. 

Edirisinghe (2017) investigated the 

impact of budget announcement on five 

sectors of Colombo stock exchange during 

2002-2013. Results of the study revealed all 

the sectors showed a negative trend around 

the event but the magnitude of volatility varies 

while the automobile sector is the one which is 

highly affected due to the budget 

announcement event.  

Ochieng & Otieno (2016) observed the 

reaction of equity returns in response to the 

budget reading event at Nairobi stock 

exchange over five years’ time period 2009-13. 

It was found in the study that other than 2010, 

budget events had a negative significant 

impact on the returns.  

Ahmad et al. (2021) studied the impact 

of local and global terrorist activities on 

Pakistan stock indices and concluded that 

major terrorist attacks have a significant impact 

on stock performance. Findings suggest that 

local event effects more severely as compared 

to global terrorist events. 

Hira (2016) investigated the 

relationship between political instability, stock 

market volatility and stock market performance 

in Pakistan. Findings of the study revealed that 

political instability, interest rate and inflation 

have a negative relationship while industrial 

production have a positive relationship with 

stock returns.  

Abakah & Poku (2016) studies the 

changes in stock prices caused because of 

changes in budget deficits and confirmed the 

presence of a significantly positive relationship 

between real budget deficits and real stock 

returns. 

Adnan (2019) investigated the capital 

market reaction on the announcement of tax 

reduction news in Bangladesh. Study 

concluded that statistically significant abnormal 

returns have observed in the insurance and 

banking sector of Bangladesh on the event day 
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while during the rest of event window, 

insignificant abnormal returns were observed. 

Ali & Saha (2021) explored the 

reaction of Indian stock market on the 

announcement of Lok Sabha Elections 2019 

and results revealed that consistent negatively 

insignificant returns were observed that 

validates the presence of semi strong form of 

efficient market hypothesis. 

Oliveria (2014) studied the impact of 

Portuguese legislative & presidential elections 

and government budget announcement on the 

performance of stock market during the period 

1998-2013. It was found that the government 

budget publication tends to have a significant 

and positive impact on the overall stock market 

performance but at the same time stock 

returns of consumer services sectors including 

financial and health sectors were found to be 

more volatile and affected negatively. 

Gakhar, Kushwaha & Ashok (2015) 

examined the union budget impact on NSE’s 

CNX and NIFTY index to measure the volatility 

in stock returns over short, medium and long 

term periods. Study concluded that budget 

events cause more volatility in the short term 

period which decreases with time period.  

Rehman, Burhan & Khan (2016) 

investigated the affect of mega events 

including CPEC, Panama paper leaks and 

Surgical strikes on stock returns of China, 

Pakistan, India, US, UK and Saudi Arabia. It 

was concluded that CPEC significantly 

affected the stock returns of all countries 

except India, Panama leak had significant 

impact on stock exchanges of all countries 

other than Saudis Arabia while surgical strike 

event had significant impact just on Pakistani 

stock market. In light of above-mentioned 

studies, the hypotheses for present study are: 

H1: Stock market exhibits a semi strong form of 

efficiency in response to the federal budget 

announcement event. 

H2: Budget events have a significant impact on 

abnormal returns of the automobile and 

pharmaceutical sector. 

3. Data and Methodology 

This study examined the budget 

announcement event effect on pharmaceutical 

and automobile stock returns over the decade. 

Pharmaceutical sector was chosen on the 

basis of assumption that allocation of health 

budget and changes in governmental health 

policies may affects the returns of 

pharmaceutical sector while automobile sector 

was assumed to get affected by changes in tax 

policies for import and export of automobile. In 

this study, Methodology of event study is 

adopted and the federal budget announcement 

by finance minister is the event under study. 

Population of study is comprised of all listed 

firms of the automobile and pharmaceutical 

sector of KSE 100 index while the sample 

period of the study consists of ten years from 

2011 till 2020. During this timeframe total 10 

budgets were announced by government. Data 

collected for the study is secondary in nature. 

Information regarding announcement of budget 

was taken from Ministry of Finance’s website 

and daily stocks closing prices data was 

gathered from Pakistan Stock Exchange’s 

website. An event window of 15 days, 

consisting of 7 pre event days, 1 event day 

and 7 post event days was taken while the 

estimation window consists of 120 days prior 

to the event window.  

 

Actual returns were calculated by 

using a continuous compounding method as 

recommended by Fama (1976). Actual return 
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was computed using the equation stated 

below:  

Rit = ln ( Pt / Pt-1 )   I 

In this equation, Rit represents actual 

returns, current closing prices are denoted by 

Pt and Pt-1 represents closing prices of 

previous day. After calculating actual returns, 

expected returns were calculated which will 

help to measure abnormal returns. Market 

model of event study is used to calculate the 

expected returns of the firms. Market model by 

Mackinlay (1997, p 18) is  

Rit = α + βi Rmt + ε it  II 

E (εit = 0)var (εit) = σε
2   III 

Here Rit and Rmt are the returns of 

security i during period t and market portfolio, 

respectively. The base stock index i.e. KSE 

100 index is used as market portfolio while αi, 

βi and σε
2 are market model parameters. 

Abnormal return is the difference of 

actual return of the security and 

expected/normal returns over the event 

window. Mackinlay (1997, p20) explained that 

by using market model for measuring normal 

returns, calculation of abnormal returns will be 

done as 

ARit = Rit - αi ßi Rmt  IV 

 Here ARit is an abnormal return, Rit is 

the actual return and ERit is the exported or 

normal return. 

Average abnormal returns measures 

the abnormal returns pattern of securities. In 

this study, cross sectional aggregation was 

done for averaging the sector wise returns of 

different firms across the event window to 

observe the impact of budget announcement 

event. Cross sectional mean abnormal returns 

were computed in the event window by using 

the equation stated below: 

AARit = Σ ARit / n  V 

Here ARit is the abnormal returns, 

AARit is the average abnormal returns, and n is 

the numbers of events. 

CARR is the mean of cumulative 

abnormal returns over the event window 

period. It will be used as a measuring tool to 

measure the stock market reaction due to the 

announcement of budget. Equation used to 

calculate CAAR is given below: 

CAARi (t1 t2) = Σ AARit  VI 

 Test for significance measures the 

research reliability by observing the changes in 

the results. Significance level is something that 

is used for measuring the probability of an 

error of occurrence of an error. In this paper, t-

test is used for testing the significance of 

budget announcement event at 5% 

significance level. These t-statistics are 

computed by using equation stated below: 

t-statistics = AARit / S((AARit)  VII 

Results of the study will be considered 

statistically significant only in the case if the 

absolute t-statistics are greater than 1.96 and if 

t value is less than 1.96 results will assumed to 

be statistically insignificant. 

4. Results and Discussion  

This chapter presents the empirical 

findings of the study. Here, responses of the 

automobile and pharmaceutical sector were 

accessed towards the event of federal budget 

announcement during 2020-2011 on a yearly 

basis. Table I  presents the AAR and CAAR 

values with their t test-statistics of automobile 

and pharmaceutical sector for the budget 

announcement event of 2020. On event day, t-

statistics of AAR and CAAR for the automobile 

sector are -0.016 and 0.323 respectively. 

These statistics shows that returns on event 

day were negative but overall budget had a 

positive but insignificant impact on the 

automobile sector. While in the pharmaceutical 
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sector, t-statistics of AAR and CAAR were 

0.167 and 0.623 respectively which shows a 

positive but non-significant impact on the 

returns of the pharmaceutical sector. In the 

rest of the event window, volatility had 

observed but no significant impact of the event 

had observed. 

 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Table II shows the impact of the 

budget event of 2019 on the returns of the 

automobile and pharmaceutical sector. 

Average abnormal returns of the automobile 

sector is -0.42, showing a negative 

insignificant impact of budget on event day but 

two days before the event, t-value of AAR 

shows a positive significant impact while after 

two days of event it shows a negative 

significant impact. In the pharmaceutical 

sector, on event days, t-statistics of AAR and 

CAAR are -1.002 and 0.214 respectively. T-

statistics of average abnormal returns shows a 

positive significant impact two days after the 

event day. T-statistics of cumulative average 

abnormal returns remains positive for both 

sectors throughout the event window that 

confirms the presence of volatility in response 

to the announcement of budget but no 

significant impact has been observed. 

Table II  

Returns of automobile and pharmaceutical 

sector of 2019 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Average abnormal return and 

cumulative average abnormal return, with their 

t-statistics of automobile and pharmaceutical 

sector in response to the budget 

announcement event of 2018 are shown in 

table III. In the automobile sector, t-values of 

AAR and CAAR are 0.85 and 0.29 respectively 

while in the rest of event window, returns 

remain fluctuating but without having any 

significant impact. On the other hand, in 

pharmaceutical sector, a positive significant 

impact is noticed in average returns of the 

sector on seven and two days before the 

event. But on event day and during the rest of 

event window, no significant impact was 

observed. On event day, t-values of AAR and 

CAAR are -0.26 and 0.098 respectively. 

Overall a negative insignificant impact has 

been observed in the pharmaceutical sector. 

Table III  

Return of Automobile and pharmaceutical 

sector of 2018 
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Note: t-statistics with * denotes statistical 

significance at 5% level of significance.  

Source: Authors own computation in MS Excel 

Table IV shows the returns and their t-

statistics of the automobile and pharmaceutical 

sector in result of the budget announcement 

event in 2017. In automobile sector, AAR and 

CAAR remain insignificant on event day with t-

values of 1.58 and -0.008 respectively. On the 

fifth day after the event, a significant impact of 

the event was observed in the average 

abnormal returns. While in the pharmaceutical 

sector, t-statistics of AAR and CAAR were -

0.26 and -0.06 respectively on the event day. 

CAAR value gets negative two days before the 

event in pharmaceutical sector which remains 

negative till the end of the event window but no 

significant impact has been observed because 

of the announcement of the budget in 2017. 

Table IV 

Return of automobile and pharmaceutical 

sector of 2017 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Table V depicts the reaction of the 

automobile and pharmaceutical sector on the 

announcement of budget in 2016. On the 

event day, AAR and CAAR’s t-statistics were 

1.47 and 0.203 respectively, showing a 

positive but non-significant impact of the event. 

A significant impact of the budget event is just 

seen on the fourth day after the event. High 

volatility was observed in the automobile 

sector throughout the window. While in the 

pharmaceutical sector a negative trend was 

observed in the return pattern. On event day t-

values of AAR and CAAR were negatively 

insignificant with -0.399 and -0.068. One day 

after the event, significant impact was 

observed with t-value of 2.27 but this impact 

fades away very quickly and returns become 

insignificant in the rest of the event window. 

Table V 

Return of automobile and pharmaceutical 

sector of 2016 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Table VI shows how budget of 2015 

affects the return pattern of the automobile and 

pharmaceutical sector. In the automobile 

sector, t-value of AAR and CAAR were 0.081 

and -0.181 on the event day. The only 

significant impact had just been observed on 

the fourth day before the event with t-value of -

2.27. Returns remain fluctuating in the event 

window. CAAR t-statistics of the automobile 

sector shows a negative trend during five days 

around the event. On the other hand, in the 

pharmaceutical sector, on the event day t-

values of AAR and CAAR were 0.824 and -

0.052 that shows insignificant effect of the 
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event. CAAR statistics showed a negative 

trend of returns during the pre-event window 

and on event day but after the event day, 

returns become positive but remain 

insignificant. 

Table VI  

Return of automobile and pharmaceutical 

sector of 2015 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Fluctuations in stock returns of the 

automobile and pharmaceutical sector in 

response to budget announcement event in 

2014 are reported in table VII. In the 

automobile sector, on event day, t-value of 

AAR and CAAR were -1.008 and -0.129 

respectively which shows that budget has a 

negative impact on the returns. Returns were 

mostly negative in the pre event window but 

after the budget event, returns became 

positive in the post event window. In the 

pharmaceutical sector, on event day, budget 

had a negative impact on returns but overall 

CAAR values show a positive trend. AAR and 

CAAR values were -0.196 and 0.362 

respectively. A mix of positive and negative 

trends had been observed in the returns but 

remains insignificant. 

Table VII  

Return of automobile and pharmaceutical 

sector of 2014 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Table VIII presents the average 

abnormal returns and cumulative average 

abnormal returns of both the sectors in 

response of the budget event in 2013. Event 

day returns of the automobile sector showed a 

negative but non-significant impact of the 

event with t-values of AAR and CAAR, -1.30 

and -0.411 respectively. Returns get significant 

on just one day in the entire window, on the 

first day after the event day. CAAR statistics 

remain negative in the entire window. While in 

the pharmaceutical sector, budget event has a 

negative significant impact on returns. On 

event day, AAR and CAAR values were -3.09 

and 1.527 respectively. Significant impact of 

the event was also observed on the third and 

fourth day before and after the event. In short, 

the budget announcement had a positively 

significant impact on stock returns of the 

pharmaceutical sector. 

Table VIII  

Return of automobile and pharmaceutical 

sector of 2013 
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Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Returns of the automobile and 

pharmaceutical sector in response to the 

budget event of 2012 are shown in table IX. 

Budget events showed a negative impact of 

event on returns of the automobile sector. On 

event day, AAR and CAAR statistics were -

0.58 and -0.25 respectively. T-statistics of AAR 

was negatively significant on the fourth day 

after the event but in rest of event window 

returns were insignificant. CAAR statistics 

show that budget event had negatively but 

impacted the automobile sector. While in the 

pharmaceutical sector, event had a significant 

impact on the returns of event day with AAR 

value of 2.50. Event also had a significant 

impact on the third and fourth day of the post 

event window while CAAR statistics showed a 

negative trend of returns. Overall, the event 

had a significant impact on the stock returns of 

the pharmaceutical sector. 

Table IX  

Return of automobile and pharmaceutical 

sector of 2012 

 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Table X shows the impact of the 

budget event of 2011 on the returns of the 

automobile and pharmaceutical sector. On 

event day, AAR and CAAR statistics showed 

positive but non-significant impact on 

automobile sector’s returns with t-value of 

0.187 and 0.078 respectively. No significant 

impact was observed in the automobile sector 

during the whole event window. In the 

pharmaceutical sector, AAR and CAAR values 

were -0.293 and -0.021 on the event day that 

shows a negative and non-significant impact of 

the event. In the pharmaceutical sector, a 

negative trend had been observed in the 

returns while CAAR statistics suggest that 

event had positive impact in pre event window 

but on event day and in post event window 

event shows a negative trend.  

Table X  

Return of automobile and pharmaceutical 

sector of 2011 

Note: t-statistics with * denotes statistical 

significance at 5% level of significance. 

Source: Authors own computation in MS Excel 

Results of the study indicate that 

volatility had observed in the returns of both 

sectors but its magnitude varies during all the 

years. In the automobile sector, Budget 

announcement events during all the years 

have no significant impact on the sectoral 

performance. While results of pharmaceutical 

sectors indicate that in 2020, 2019, 2018, 

2017, 2016, 2015, 2014 and 2011, budget 

events had impacted the sectoral performance 

positively and negatively but no significant 

effect is observed on event day. While in 2013, 

budget event had a significant negative impact 

and in 2012, a positive significant impact was 

found on pharmaceutical stock returns. Hence, 

a significant effect of the budget event has just 

been observed in the pharmaceutical sector 
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only for 2 years. Figure I and II below shows 

the trend of AAR t-statistics of automobile and 

pharmaceutical sector. 

Figure I 

Automobile sector AAR t-statistics 

 

Figure II 

Pharmaceutical sector AAR t-statistics 

By analyzing the returns of automobile 

sector it is found that abnormal returns were 

reported but they are not statistically 

significant. Hence hypothesis 1 will be 

accepted for automobile sector as market do 

exhibits semi-strong form of EMH and 

hypothesis 2 would be rejected because in 

automobile sector insignificant impact on 

abnormal returns has been observed. In 

pharmaceutical sector, during 2012 and 2013 

significant impact of event is found hence 

market does not exhibit semi-strong form of 

EMH, so in these years hypothesis 1 will be 

rejected and hypothesis 2 will be accepted 

while for rest of the period hypothesis 1 will be 

accepted and hypothesis 2 will be rejected. 

Then, findings of our study are consistent with 

Sathyanarayana & Gargesa (2019); Khan et al. 

(2017); Maheshwari (2020) that budgetary 

events do not have any significant impact on 

returns and market is semi-strong efficient. 

Below Table XI shows the hypothesis 

acceptance/rejection for automobile and 

pharmaceutical sector.  

Table XI  

 

5. Conclusion 

Purpose of current study was to 

observe federal budget announcement event’s 

impact on pharmaceutical and automobile 

stock returns during last ten years from 2011-

2020. This study examines the efficiency of 

stock market as a result of budget 

announcement events by incorporating the 

methodology of event study. Findings of study 

confirms that the response of the 

pharmaceutical sector is more volatile as 

compared to automobile sector and there is an 

opportunity for investors to earn abnormal 

profit as it is significantly affected by the 

budget of 2012 and 2013. While in the 

remaining years, no significant effect is found 

in the pharmaceutical sector. On the other 

hand, returns of automobile sector does not 

exhibit any significant impact of event. Hence, 

chances for investors to gain abnormal return 

are very minimal and market is semi-strong 

efficient where market forces instantly 

incorporate new information. Increased 

volatility in stock prices around the event 

suggests that when the information related to 

the budget becomes public, market tends to 

react accordingly. Study confirms the validity of 

EMH, thus, suggesting it is not possible to earn 
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large significant abnormal returns in Pakistani 

stock market. 

In the light of findings, it is suggested 

to the traders to get insight from this study 

around the budget announcement event to 

make their strategies. It is recommended to the 

stock market participants to consider budget 

announcement as an important event. Traders 

should form their market strategy and tactical 

positioning according to their individual risk 

and return expectations. As high volatility is 

expected around the event so risk averse 

investors should hedge their portfolio to protect 

themselves from the expected downside risk. It 

is also recommended to policy makers to 

consistently monitor the market and 

accordingly take corrective measures. 

This study contributes to the field of 

literature by exploring the impact of budget 

announcement event on automobile and 

pharmaceutical sector’s stock performance. It 

is an implication of market efficiency, also it 

can be beneficial for making trading strategies. 

Like any other study, it also has some 

limitations so it can not be considered ultimate. 

This study is just limited to the pharmaceutical 

and automobile sector of the KSE 100 index. It 

is proposed to the future analysts to test 

market proficiency in different areas also like 

correspondence, development, farming, 

material, and so forth. Budget declaration is 

one variable that might influence the stock, so 

future researchers can notice market patterns 

because of other political and monetary 

events. KSE-all share index, KMI-30 index and 

KSE-30 index can also be incorporated in 

future studies.  
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