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ARTICLE

The Stock and CDS Market Consequences of Political Uncertainty: 
The Arab Spring
Başak Tanyeria, Tanseli Savaserb, and Naime Usul c

aBilkent University, Faculty of Business Administration, Ankara, Turkey; bVassar College, Economics Department, 
Poughkeepsie, New York, USA; cÇankaya University, Banking and Insurance Program, Ankara, Turkey

ABSTRACT
We investigate how political unrest affects asset prices in the context of the 
Arab Spring. Abnormal returns in the major stock-market indices of Arab 
Spring countries average −1.1% on key days of Arab Spring and abnormal 
changes in credit default spreads average 1.4%. There is significant reaction 
to region wide as well as local protests indicating a spillover with protests in 
neighboring countries affecting investors’ perception of local political 
instability and the pricing of assets. Once protests start locally, investors 
start paying more attention to what is happening at home than in the region. 
The significant stock market reaction to region-wide protests in Arab Spring 
countries indicates a spill-over where investors price an increase in the 
probability of political turmoil in one country when there are protests in 
neighboring countries. The decline in stock market indices coupled with the 
increase in credit default spreads indicates that investors anticipate and ex- 
ante price how current political uncertainty will affect firm value.

JEL 
G23; G34

KEYWORDS 
Political uncertainty; arab 
spring; regional spillovers; 
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1. Introduction

The Arab Spring of mass protests and demonstrations for democracy swept across the Middle East and 
North African (MENA) countries in 2011. The demonstrations called for political freedom and an 
improvement in the standards of living. The demonstrations were so influential that in some countries 
the ruler was deposed (Zine El Abidine Ben Ali, Muammar Gaddafi, Hosni Mubarak, and Ali Abdullah 
Saleh) and in other major uprisings and social violence occurred including riots, civil wars, or 
insurgencies. We investigate the financial consequences of the Arab Spring that generated significant 
uncertainty about the political regimes and incumbent decision-makers. Politicians operating within 
the boundaries set by the regime legislate the rules that govern how firms operate. Investors price firms 
based on their beliefs about the financial health of the firm as well as its economic and regulatory 
environment. Consequently, uncertainty about the sustainability of the political regime or a change in 
the incumbent decision-makers influences how investors price all assets in the economy.

Political uncertainty increases the real option value of waiting and thus leads investors to postpone 
their investments (Bernanke 1983; Bloom, Bond, and Van Reenen 2007). Anticipating a decrease in 
investment, financiers would reprice asset values and risk. In addition, as investors demand higher 
returns for taking on higher risk, greater uncertainty also leads to increasing risk premia, which raises 
the cost of finance for firms. This results in lower economic growth both at the firm and at the 
aggregate level (Arellano, Bai, and Kehoe 2010; Christiano, Motto, and Rostagno 2014). The Arab 
Spring provides a unique setting to analyze the financial consequences of political uncertainty for 
several reasons. The mass civil protests culminated in very different political outcomes, ranging from 
reforms to changes in the regime and incumbent decision-makers to civil war, which tend to have 
different economic implications. Yet, at the beginning of the Arab Spring protests, it was unclear how 
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the protests would shape the political and economic environments. This uncertainty about political 
outcomes is important since Jong-A-Pin (2009) shows that the instability of the political regime has 
a robust negative effect on economic growth. Furthermore, Belkhir, Boubakri, and Grira (2017) find 
that political risk and in particular conflict risk increases the cost of capital in MENA countries. As 
such, it is important to measure how investors ex-ante valued the effect of political uncertainty.

The Arab Spring is also unique in that it was one of the first instances of mass protests in which new 
social media outlets (such as Facebook and Twitter) enabled protestors to communicate with each 
other and the world instantly. This new mode of communication triggered protest spillovers between 
countries. Political unrest started on December 17, 2010 to protest the autocratic Tunisian govern-
ment. Mass protests followed in Algeria, Bahrain, Egypt, Jordan, Kuwait, Lebanon, Libya, Morocco, 
Saudi Arabia, Syria, Tunisia, and Yemen. Ultimately, the Arab Spring generated waves of social, 
political, and economic change that went beyond the borders of the countries which experienced these 
events. Thus, the Arab Spring provides an ideal setting to examine regional spillovers in addition to the 
political uncertainty experienced within each country.

Financial spillovers are important for the countries in the region because emerging markets are 
particularly vulnerable to sudden shifts in portfolio allocation (Dornbusch, Park, and Claessens 2000). 
Capital outflows triggered by news of political uncertainty can sharply reduce funding for businesses 
and governments alike. Negative shocks tend to be transmitted across international markets through 
fire sales of emerging market portfolios by investors domiciled in developed markets (Jotikasthira, 
et al., 2012). Hence, regional spillover is an important concern not just for the affected countries but 
also for international investors looking to diversify portfolio risk.

We focus on the investor reaction in the stock and credit default swap (CDS) markets in the region 
to investigate the effect of regional spillovers and the financial consequences of the Arab Spring. We 
benchmark realized returns in the major stock indices and the government bond CDS spreads against 
the average returns and spreads in the one year before the start of the Arab Spring. We determine our 
event sample by using the timelines prepared by Al-Jazeera and The Guardian newspapers (Al-Jazeera 
-Guardian forthwith) and focus on the 12 dates on which an Arab Spring country’s name was 
mentioned in the timeline for the first time. To identify other potentially important events that may 
not be captured by the newspaper timelines, we conduct an Arab Spring related news search using the 
Global Database on Events, Language, and Tone (GDELT). GDELT monitors the world’s broadcast, 
print, and web news in over 100 languages and identifies important events. A GDELT search on 
“Protests” in Algeria, Bahrain, Egypt, Jordan, Kuwait, Lebanon, Morocco, Saudi Arabia, Syria, and 
Tunisia yields an index for local protest intensity at the daily level. We construct a regional protest 
intensity variable that averages the local protest intensity across our sample countries. We pick the 10 
days with the highest regional protest intensity as additional significant event dates and supplement 
the 12 event dates we obtain from the newspaper timelines. Since there are two overlapping days in Al- 
Jazeera-Guardian and GDELT, our final sample has a total of 20 significant event dates.

Our analysis suggests that the abnormal returns in stock market indices average −1.1% during the 
event days and are significant at the 5-% level. Egypt is the most affected country, where abnormal 
returns of stock indices average out to −5.9% and Bahrain is the least affected country where abnormal 
returns average out to 5 basis points. The stock-market reaction to local protests (−2.6%) is more 
pronounced when compared to the market reaction to the protests in neighboring MENA countries 
(−0.9%). The significant stock market reaction to regional protests indicates a spill-over effect where 
investors price an increase in the probability of political turmoil in a country when there are protests in 
the neighboring countries. We also investigate how investors’ perceptions of risk, which we measure 
using CDS spreads, change during this period. An increase in the spreads of 5-year USD denominated 
CDS contracts on sovereign debt of sample countries indicate that investors’ perception of sovereign 
default risk increases. We find that the abnormal changes in CDS spreads average 1.4%, with Saudi 
Arabia experiencing the most significant spike in spreads at 2.9%. The positive abnormal CDS spreads 
imply an increase in the financing cost of all firms since their funding cost is benchmarked on the 
financing cost of sovereign debt.
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Middle East and North African (MENA) countries experienced strong correlations in protests 
during the Arab Spring, which may translate to spillovers in financial markets. To determine whether 
there were significant regional spillovers, we regressed the abnormal returns in stock indices and 
abnormal changes in CDS spread on local and regional protest intensity over the 2 years following the 
first Arab Spring event on December 17, 2010. Our results indicate that the abnormal index returns are 
decreasing in local and regional protest intensity. Furthermore, we find that abnormal returns of 
indices and changes in CDS spreads are more sensitive to regional protests before any local protests 
take place. Once protests start locally, investors start paying more attention to what is happening at 
home than in the region. However, before any local unrest, political uncertainty in the region seems to 
alarm investors and affect the risk and return of assets in the local economy. Bunda, Hamann, and Lall 
(2009) also found increasing correlations between emerging market bond returns during volatile 
periods, such as the Russian and Argentinian crises in 1998 and 2001, respectively. Our findings 
indicate that there exist spillovers between financial markets in times of political uncertainty as well as 
in times of economic crisis.

The significant decline in stock indices and the jump in CDS spreads we document are in line with 
the literature on the financial consequences of political turmoil. Acemoglu et al. (2018), Chen and 
Siems (2004), Chesney, Reshetar, and Karaman (2011), Eldor and Melnick (2004) find negative stock 
market reaction to political uncertainty in Egypt, USA, Europe, and Israel, respectively. Furthermore, 
Francis, Hasan, and Zhu (2014), Herrala and Turk-Ariss (2016), and Pastor and Veronesi (2013) find 
that political uncertainty increases the cost of financing and the availability of credit. Boubakri, Ghoul, 
and Saffar (2015) found that stable political institutions operating under a system of checks and 
balances spur firm growth. Baker and Bloom (2013) used terrorist events and political shocks as 
instruments for uncertainty and showed that such unanticipated events help predict stock market 
volatility and GDP growth. They found that increased uncertainty related to these events explains 
about half of the variation in growth across countries.

We contribute to the literature by investigating how investors anticipate and ex-ante price the effect 
of current political uncertainty on future firm value. We document the magnitude of the stock and 
CDS market reaction to major Arab Spring events, which instigated substantial political turmoil in the 
MENA region. Using an event study method and a wide range of news, we also provide evidence for 
the significant spillover effects that resulted from local and regional events. We distinguish between 
the channels through which spillovers in CDS and equity markets occur. Our results show that the 
CDS markets tend to be more sensitive to regional events, whereas stock market reactions tend to be 
more sensitive to local events on average. Our results support the findings of Giesing and Music (2019) 
who find that households more exposed to violence in the Arab Spring changed their savings and 
spending behavior. We find that investors as well as households changed their evaluation of economic 
prospects in the Arab Spring countries.

The relationship between growth and social conflict is endogenous (Ray and Esteban 2017; Besley 
and Persson 2014). Reverse causality is also plausible in the Arab Spring context. While economic 
growth may lead to a more democratic environment and hence more public protests, the Arab Spring 
events themselves may also shape the future growth performance of these economies. These feedback 
effects tend to take place over long horizons, which makes it hard to distinguish how social conflict and 
economic growth affect one another. Focusing specifically on the markets’ immediate reaction to 
political unrest, we avoid such endogeneity concerns and contribute to this literature by examining 
how investors ex-ante price their growth expectations in asset markets before they have a chance to see 
how the feedback effects play out and affect the real economy.

2. Testable Hypotheses and the Related Literature

The literature on the economic consequences of political instability focuses on how political turmoil 
affects the real economy, asset prices, and risk. An important channel through which political 
uncertainty can impede investment is the real option channel. Bernanke (1983) and Bloom, Bond, 
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and Van Reenen (2007) found that higher uncertainty increases the value of waiting and thus leads 
agents to postpone their investments. Bekaert et al. (2014) introduced a political risk measure and 
found that a 1% reduction in the political-risk spread was associated with a 10% increase in net inflows 
of foreign direct investment. Barro (1991) uses the number of revolutions, coups, and political 
assassinations as a measure of political instability in 98 countries and documents that investment is 
inversely related to political uncertainty. Similarly, Julio and Yook (2012) focused on political 
uncertainty around elections and found that corporate investment expenditures decreased in election 
years relative to non-election years.

Another important branch of the literature highlights how political uncertainty affects firms’ 
access to funding. Francis, Hasan, and Zhu (2014) and Pastor and Veronesi (2013) found that 
political uncertainty leads to higher risk premia and raises the cost of financing for U.S. firms. 
Herrala and Turk-Ariss (2016) show that political tensions reduce the availability of credit to firms 
in MENA countries. Smaoui, Boubakri, and Cosset (2017) found that unconstrained presidential 
systems and political fragmentation increase sovereign credit spreads. Dinc (2005) shows that 
government banks increased lending during election years in emerging markets. These studies 
together suggest that political concerns and uncertainty affect not only the cost of financing but 
also the availability of credit.

The third channel through which political uncertainty affects the economy is asset prices. Kyaw, 
Manley, and Shetty (2011) show that political risk decreases the value of multinational corporations. 
Abadie and Gardeazabal (2003) found that stocks of Basque firms performed better than those of non- 
Basque firms when the truce between ETA and the Spanish government became credible in 1998. 
Kelly, Pastor, and Veronesi (2016) show that option prices during major political events tend to be 
higher suggesting that political risk is priced in the options markets. Mauro, Sussman, and Yafeh 
(2006) find that wars and violence increase sovereign bond spreads in 18 emerging countries. Chen 
and Siems (2004), Eldor and Melnick (2004), and Chesney, Reshetar, and Karaman (2011) show how 
terrorist attacks adversely affect both US and global stock markets.

Another important mechanism is the extent to which political turmoil curtails the rents captured by 
the politically connected firms. Analyzing Egypt’s experience during the Arab Spring, Acemoglu et al. 
(2018) documented that increased street protests during the period led to lower stock market 
valuations, especially for firms that were connected to the incumbent ruling party. GARCH models 
of volatility in major MENA stock markets also show an increase in the volatility of Islamic stock 
market indices during the Arab Spring period (Chau, Deesomsak, and Wang 2014) We differ from 
Chau, Deesomsak, and Wang (2014) as we study investor reaction in both the stock and the CDS 
markets in the region during the Arab Spring period. We also use the event study method and focus on 
abnormal stock returns instead of volatility. Giesing and Music (2019) study how households who are 
affected more by Arab Spring (measured as proximity to Arab Spring casualties) change their saving 
and spending behavior. Likewise, we investigate how investors rather than households evaluate the 
consequences of the Arab Spring. Our article provides complementary evidence that the Arab Spring 
did indeed change the outlook for households and investors and affected their decision-making. 
Costello, Jensking, and Aly (2015) and Rougier (2016) analyzed the structural determinants of the 
Arab Spring.

The strong political and economic ties between the MENA region countries and the financial 
integration that took place over the recent decades may induce reactions to political uncertainty not 
only in the local markets but also in neighboring economies. Mnasri and Nechi (2016) examine the 
financial spillover effects associated with the 2005 terrorist attack that targeted the former Prime 
Minister of Lebanon, Rafik Hariri. Mousavi and Ouenniche (2014) identified four Arab Spring events 
and examined their effect on 53 stock markets using GARCH models of stock return volatility. Our 
event sample is larger and the news we analyze share an important common element in that they are 
the first events within each country that are associated with the Arab Spring. This feature helps 
facilitate a comparison across countries’ reactions to their local events relative to regional events and 
enables us to study the return implications specific to each economy in our sample.
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We propose and test two hypotheses. Our first hypothesis suggests that the investment-reducing 
effects of political turmoil influence how investors price financial assets, and consequently generates 
abnormal returns in the stock and CDS markets. 

Hypothesis 1: Political turmoil affects how investors price assets in the economy.

Our next hypothesis suggests that unrest in neighboring countries can affect asset prices in local 
stock and CDS markets. This outcome is possible if instability in neighboring countries leads investors 
to update their beliefs about the probability of unrest in their local economies, which would in turn 
impact the returns in the local markets. In addition, unrest in neighboring countries can disrupt 
supply chain relationships, trade, and financial flows between regional economies. According to the 
gravity model (Anderson 1979; Tinbergen 1962), bilateral trade flows are positively related to the size 
of the respective economies and negatively related to the distance between them. To the extent that 
political unrest leads to reduced consumption or production in an economy, that country’s trade 
partners will also be adversely affected by the disruption in business activity through their trade and 
financial ties. Thus, when there is political unrest in one country, the asset market valuation in regional 
economies can also be negatively impacted even if those countries do not directly experience political 
instability themselves. 

Hypothesis 2: Unrest in neighboring countries affect asset prices in local stock and CDS markets.

3. Measuring Investor Reaction to the Key Events of the Arab Spring

To analyze whether and how investors price the anticipated consequences of political turmoil, we use 
the event study method (Brown and Warner 1985). First, we identify key events in the Arab Spring. 
Second, we analyze investor reactions in the stock and CDS markets. Political uncertainty affects 
investment decisions both at the micro (firm) and macro (country) level. Stock market indices are 
a gauge of how investors price firms in a country. Political uncertainty also affects the CDS spreads, 
which is a measure of sovereign debt default risk.

3.1. Arab Spring Timeline

The Arab Spring started when a Tunisian fruit vendor, Mohammed Bouazizi, set himself on fire on 
December 17, 2010. Protesters sparked by outrage over his death and lack of economic opportunities, 
organized mass demonstrations in Algeria, Bahrain, Egypt, Jordan, Kuwait, Lebanon, Libya, Morocco, 
Saudi Arabia, Syria, Tunisia, and Yemen. We rely on the Arab Spring timelines that are prepared by 
Al-Jazeera and The Guardian newspapers1 and the Global Database on Events, Language, and Tone 
(GDELT)2 to identify the key events of the Arab Spring.

There are 168 event dates in the Al-Jazeera and The Guardian timelines. We mark the 12 dates on 
which each country in the timeline is mentioned for the first time as experiencing a significant Arab 
Spring event. We supplement these 12 dates with significant events that we identify using the GDELT 
database, which monitors the world’s broadcast, print, and web news and identifies important events. 
The GDELT Timeline Visualizer includes 20 categories for events and their location. We input 
“Protest (14)” in Event Code and our country list in Event Location in the Visualizer.3 GDELT 
provides the number of daily protest records on each day for each country normalized by the total 
volume of all events for that day, which makes our local protest variable. We calculate the regional 
protest variable as the mean of local protests on each day across our country. Thus, local and regional 
protest variables measure the intensity of political unrest at the country and the regional level, 
respectively.
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Figure 1 plots local and regional protest intensities from December 16, 2009 to December 31, 
2012. Both local and regional protest intensities pick up following the first Tunisian event (high-
lighted with a straight line in the Figure) and spikes in the first three months of 2011. We mark the 
10 days with maximum regional protest intensity as additional significant event dates. Two days are 
significant in both Al-Jazeera-Guardian and GDELT resulting in a total of 20 significant event dates 
(see Appendix Figure A1). Table 1A reports the descriptive statistics for local and regional protests 
in the full sample, in the estimation window, in the event window, and on the 20 significant days. 
The local and regional protest intensity in the 20 days prove significantly higher than the mean local 
and regional protest intensity in both the estimation (t-statistic of 21.06 and 82.63) and the event 
window (t-statistic of 14.99 and 47.61).

Figure 1. Regional and local protest intensity during Arab Spring. Panel A and B plot, respectively, the local and regional protest 
intensity for sample countries between December 16, 2009 and December 31, 2012. Red lines denote the first event date of the Arab 
Spring, December 17, 2010, and the first event date for each country as identified in the Guardian and Al-Jazeera event lines. Panel A 
– Local protest intensity Panel B – Regional protest intensity
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3.2. Measuring Investor Reactions in Stock and CDS Markets

We download the major stock-market index prices for Bahrain, Egypt, Jordan, Kuwait, Lebanon, 
Morocco, Saudi Arabia, Syria, and Tunisia from Bloomberg (see Appendix Table A1 for index 
information). We calculate, ret(index)i,t as the daily percentage change in the index in country 
i on day t. We also download the 5-year USD denominated CDS spreads for Bahrain, Egypt, Jordan, 
Kuwait, Lebanon, Morocco, Saudi Arabia, Syria, and Tunisia from Bloomberg. We calculate 

Figure 1. (Continued).
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ret(CDS)i,t as the daily percentage change in CDS prices in country i on day t.4 Bloomberg provides no 
stock market index data for Algeria, Libya, and Yemen and no CDS data for Algeria, Libya, Yemen, 
Jordan, and Kuwait. Hence, our final sample includes nine countries for the stock market analysis and 
six countries for the CDS market analysis.

Figure 2 plots the stock market indices and CDS spreads of each country from December 16, 2009 
to December 31, 2012. Stock market indices dropped and CDS spreads increased in all countries 
except Saudi Arabia. The stock index dropped the most in Egypt (56%) and CDS spreads increased the 
most in Tunisia (196%) from the start of the Arab Spring on December 17, 2010 to the end of 2012. 
The decrease in stock indices and the jump in CDS spreads indicate that investor perceptions of risk 
and return changed significantly during the politically uncertain times of the Arab Spring.5

We use the event study method (Brown and Warner 1985) to investigate the statistical significance 
of the change in stock market indices and CDS spreads. Brown and Warner (1985) investigated 
characteristics of daily stock returns and how these characteristics affect the power of event study 
methods to detect the impact of firm-specific events on share prices. We adopt the Brown and Warner 
(1985) method and use changes in national stock market indices and changes in CDS spreads to 
investigate how the political uncertainty induced by the events of the Arab Spring affect the overall 
stock market (measured using the national stock market indices) and the benchmark risk in the 
economy (measured using the CDS spreads).6

Event study method benchmarks realized returns around significant events against “expected or 
normal” returns. The realized returns are the percentage changes in stock-market indices 
(ret(Index)i,t) in country i on day t and the percentage change in CDS spreads (ret(CDS)i,t) in country 
i on day t (where i can be Bahrain, Egypt, Jordan, Lebanon, Kuwait, Morocco, Syria, Saudi Arabia, 
Tunisia). We use the mean-adjusted returns and calculate “normal” returns as the average of CDS and 
stock index returns in the 1 year before the first event that sparked the Arab Spring (Mohammed 
Bouazizi set himself on fire on December 17, 2020). The 365 calendar days from December 16, 2009 to 
December 16, 2010 are set as the estimation window in which we calculate the “normal” change in 
stock indices and CDS spreads. The 745 calendar days from December 17, 2010 to December 31, 2012 
constitute the event window (see Appendix Figure A2 for event-estimation window timeline). There 
are many events in this period. We consider the first event, as we think the trigger of the events in each 
country is important. We augment these first event dates with the highest news dates identified by 
GDELT. While our focus is on the first event in each country, our claim is not that the market reaction 
is only affected by the first event. Abnormal returns capture not only the first event but also the ex-ante 
anticipation of subsequent political turmoil triggered by the first event.

The first event date that Al-Jazeera and Guardian identify for each country is different. Thus, we fix 
the estimation window to the same 365 calendar days before the first event on which the Tunisian fruit 
vendor set himself on fire. By setting the estimation window to a period before any Arab Spring event 
takes place and using the same one-year estimation period in all countries, we keep the estimation 

Table 1. Abnormal index returns and changes in CDS spreads on significant days of the Arab Spring. Panel A reports 
descriptive statistics on local protests and regional protests in the estimation window, event window, and the 20 significant days 
identified using GDELT, Al-Jazeera and Guardian newspapers. Panel B reports descriptive statistics on abnormal index returns 
(AR(index) in %) and abnormal changes in CDS spreads (AR(CDS) in %) in the event window, on the 10 days of top protest intensity 
(from GDELT), on the 12 days of first mention in the Al-Jazeera-Guardian timeline, and the 20 combined days. Panel C reports 
abnormal index returns and changes in CDS spreads on each of the 20 combined days.

Panel A – Descriptive statistics on local protest and regional protest

Local Protest Regional Protest

Mean Std. dev. N Mean Std. dev. N

Full sample 0.02 0.05 9307 0.02 0.02 9954
Estimation window 0.00 0.01 2836 0.00 0.01 3258
Event window 0.02 0.05 6471 0.02 0.02 6696
20 days of GDELT-Al-Jazeera-Guardian 0.08 0.20 172 0.08 0.05 180
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Figure 2. Stock market indices and credit default swaps during Arab Spring. Figures plot the major stock index and CDS spreads of 
sample countries between December 16, 2009 and December 31, 2012. Red lines denote the first event date of the Arab Spring, 
December 17, 2010, and the first event date for each country.
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window clean of any spill-over effects. We then investigate whether there are spillovers across 
countries in the event window. We calculate abnormal changes in stock indices (AR (Index)), CDS 
spreads (AR (CDS)), and tests for the significance of abnormal returns.7

4. Investor Reaction in the Stock and CDS Markets

Political uncertainty increases the value of waiting and thus leads entrepreneurs, firms, and financiers 
to postpone investments and decreases physical and human capital accumulation (Aisen and Jose 
Veiga 2013; Barro 1991; Bekaert et al. 2014; Bernanke 1983; Bloom, Bond, and Van Reenen 2007; Julio 
and Yook 2012). A decrease in investment at the micro and macro levels would affect asset prices and 
stock returns. In addition, if political risk affects financiers’ investment decisions, access to credit and 
funding costs would also be affected (Francis, Hasan, and Zhu 2014; Herrala and Turk-Ariss 2016; 
Pastor and Veronesi 2013). Consequently, political uncertainty is likely to affect asset prices through 
multiple channels. However, the magnitude and the strength of this effect is an empirical matter and 
depends on the country and the period in question. In this section, we investigate whether and to what 
extent investors price the effect of political uncertainty in stock and CDS markets of the Arab Spring 
countries.

Table 1B tests whether abnormal returns in stock market indices and CDS spreads were significant 
during the Arab Spring. Abnormal returns average 10 basis points but prove insignificant in the event 
window that covers the 745 days from December 17, 2010 to the end of 2012 across the nine sample 
countries. When we focus on the 10 days with the highest protest intensity in the region, abnormal 
stock index returns average −1.5% and are statistically significant. The 12 days identified as key event 
dates in the Al-Jazeera-Guardian timelines yield an average abnormal return of −1.1% and prove 
statistically significant. These results suggest that investors perceive the mass protests and increased 
political uncertainty as disruptive to investment and business. We also disaggregate the stock market 
reaction across the 20 key dates identified according to regional protest intensity and Al-Jazeera- 
Guardian timeline in Table 1C. Twelve of the 20 dates are clustered between January 25 and 
February 20. Thirteen out of the 20 events prove significant and abnormal index returns range from 
a low of −3% on January 30, 2010 to a high of 0.2% on December 31, 2011.

Abnormal changes in the CDS spreads average nine basis points in the 745 days of the event 
window. When we focus on the significant event days, abnormal changes in CDS spreads average 1.7% 
in the 10 days identified according to protest intensity and 2.3% in the 12 days classified according to 
Al-Jazeera-Guardian timelines. The change in abnormal CDS spreads indicate an increase in the 
default risk of sample countries’ sovereign debt. However, this increase is statistically insignificant over 
our sample period. Next, we investigate cross-country differences in the stock market and CDS market 
reactions in Table 2. The stock market reaction is most pronounced (and significant) in Egypt, Kuwait, 
and Tunisia with abnormal index returns averaging −5.9, −1, and −0.8%. If the stock market is closed 
on the key dates identified using regional protest intensity and Al-Jazeera-Guardian timelines, we 
match the day with the next closest trading day abnormal returns. Twelve out of the 20 key event dates 
fall on a non-trading day in at least some sample countries. Egyptian and Tunisian markets were 
closed due to protests from January 28 to March 23 and from January 15 to 30, respectively. When we 
exclude the matching of non-trading days resulting from protest closure in Egypt and Tunisia, results 
remain qualitatively unchanged. As in the full sample, abnormal change in CDS spreads is positive but 
insignificant across all sample countries.

5. Potential Mechanisms Underlying Investors’ Reaction to Political Uncertainty

We show that the political uncertainty instigated by the Arab Spring events has a significant impact on 
asset prices over our sample period. In this section, we explore the potential mechanisms that may 
underlie this finding. We consider whether the magnitude of the markets’ reaction to Arab Spring 
protests varies by factors such as the (i) economic conditions, (ii) access to communication 
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technologies, (iii) religion, and ethnicity, and (iv) the governance quality of the countries within our 
sample. To investigate these potential channels, we conduct sub-sample tests where we divide the 
countries into two groups according to these characteristics and compare their abnormal return 
reaction to the Arab Spring protests. We report the results in Table 3A and the descriptive statistics 
for the classification variables in Appendix Table A2.

Focusing on the role of economic conditions first, we find that poorer countries (whose 2009 GDP 
per capita is equal to or below the sample median) experience a larger decline in stock market returns 
in response to increased political instability. Poorer countries tend to lack the necessary resources to 
deal with the fallout from political turmoil. Thus, asset valuations in such countries may be more 
sensitive to protests compared to richer economies.

Second, a unique feature of the Arab Spring period was that the social media outlets played an 
important role in the organization of the mass protests and enabled protestors to communicate with 
each other and the world instantly. To examine whether access to these networking technologies had 
implications for the markets’ response to Arab Spring events, we use data on access to electricity, cell 
phone, Internet, and virtual social networks use.8 We find that the countries with limited access to 
such services (i.e., whose access is below the sample median) experience a larger drop in stock market 
returns. This finding may seem counterintuitive as better access to communication networks could 
facilitate free information flow and lead to a larger negative market response to political instability. 
However, access to these services may also be capturing the effect of the economic conditions as 
discussed above. Thus, the cross-sectional differences we document here should be taken as suggestive 
evidence and interpreted with caution. A more thorough analysis that disentangles the effect of 
economic conditions from communication technologies requires a longer time-series and a larger 
cross-sectional variation. Since our sample consists of nine countries for which we only have snapshot 
information on the use of communication technologies, such a detailed analysis is beyond the scope of 
our paper.

Third, we consider whether the market response to Arab Spring events varies with religious or 
ethnic composition. To capture ethnicity (religious diversity), we create an indicator that takes the 
value one if more than 90% of the population is Arab (Muslim) and zero otherwise.9 We find that the 
predominantly Arab countries experienced a larger decline in stock market returns compared to 
countries with more diverse ethnic populations. Predominantly Muslim countries experienced a more 
muted decline in stock market returns compared to countries with religious diversity. Next, we 
consider a set of variables that measure the ex-ante governance quality in a country (i.e., using 
World Bank governance data from 2009). We find that countries with more democratic institutions 
and freedom of press (with relevant indexes ranking equal to or above the sample median) experience 
a larger drop in stock market returns in response to political instability. A potential mechanism 
underlying this result could be the communication channel: Negative consequences of political 
turmoil are impounded into asset prices more quickly in democratic environments where news can 
flow freely without interruption. In addition, countries with higher perceived corruption rates (i.e., 

Table 2. Cross-country variations in abnormal index returns and changes in CDS 
spreads. Table reports abnormal index returns (AR(index) in percent) and abnormal change 
in CDS spreads (AR(CDS) in percent) across the nine sample countries on the 20 key days that 
we identify using GDELT and Al-Jazeera-Guardian.

Country AR(Index) t-stat AR(CDS) t-stat

Bahrain 0.05 0.11 2.21 1.24
Egypt −5.94 −12.62 1.02 0.57
Jordan −0.45 −0.95
Kuwait −0.99 −2.11
Lebanon −0.24 −0.51 0.45 0.25
Morocco −0.63 −1.35 1.52 0.86
Saudi Arabia −0.60 −1.27 2.92 1.64
Syria −0.58 −1.22
Tunisia −0.79 −1.69 0.26 0.15
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with index values equal to or above the sample median) exhibit a larger drop in abnormal stock returns 
in response to instability. Political uncertainty may amplify the cost of conducting business in corrupt 
environments if established networks of cronyism and bribery are challenged by the instability. If 
investors perceive such adjustment costs to be especially relevant to the bottom line of businesses in 
corrupt environments, then market valuations in such countries may exhibit a larger response to 
political instability as compared to less corrupt economies.

Finally, we also examine the implications of these potential mechanisms in the CDS markets (Table 
3B). Our analysis shows that the magnitude of the CDS markets’ reaction to Arab Spring protests does 
not significantly vary by economic conditions, access to technologies, religion, and ethnicity. While 
this finding may be due to the limited financial depth of the CDS markets in the region, our test results 
should be interpreted with caution as our sample includes only nine countries. A more in-depth 
analysis of the underlying mechanisms and how they are related to the spillover effects also require 
a longer time series and cross-section of countries. Since our sample is limited in these dimensions, 
such a detailed analysis is beyond the scope of our paper. Hence, we leave it for future research.

6. Spill-over Effects

Figure 1 plots local and regional protest intensity and indicates significant spillovers in protests across 
sample countries. We investigate whether and to what extent investors react to local protests and to what 
extent regional protests in other countries. We classify a day as “local event day” if the day is one of the 10 
days with the highest local protest intensity and “regional event day” otherwise. Table 4 reports the 
descriptive statistics for abnormal index returns and abnormal changes in CDS spreads. Abnormal index 
returns are negative and significant for both local and regional events. Furthermore, the stock market 
reaction proves significantly higher for local events. Abnormal changes in CDS spreads is positive albeit 
insignificant in local and regional events. We also investigate how local and regional protest intensities 
affects abnormal changes in stock indices and CDS spreads during the entirety of the Arab Spring period. 

Table 3. Variations in abnormal index returns and changes in CDS spreads in subsamples. Table reports abnormal 
index returns (AR(index) in percent) in Panel A and abnormal changes in CDS spreads (AR(CDS) in percent) in Panel B on 
the 20 key days that we identify using GDELT and Al-Jazeera-Guardian in subsamples divided according to characteristics 
of the nine sample countries. The t-statistic is used for the difference in mean in the subsample and uses the cross- 
sectional standard deviation.

No Yes t-stat

Panel A – Abnormal returns
GDP, equal to or higher than median −1.68 −0.44 −3.20
Freedom of Press, equal to or higher than median −0.51 −1.90 3.64
Corruption Perception, equal to or higher than median −0.56 −1.85 3.35
Democracy Index, equal to or higher than median −0.58 −1.81 3.19
Internet users, equal to or higher than median −1.60 −0.54 −2.72
Access to electricity, equal to or higher than median −1.68 −0.44 −3.20
Population predominantly Arab −0.51 −1.44 2.27
Population predominantly Muslim −1.54 −0.62 −2.36
Social network usage, equal to or higher than median −1.67 −0.46 −3.14
Mobile phone subscriptions, equal to or higher than median −1.64 −0.50 −2.94

Panel B – Abnormal change in CDS spreads
GDP, equal to or higher than median 0.93 1.86 −0.82
Freedom of Press, equal to or higher than median 1.73 0.73 0.83
Corruption Perception, equal to or higher than median 1.80 1.00 0.71
Democracy Index, equal to or higher than median 1.80 1.00 0.71
Internet users, equal to or higher than median 0.58 2.22 −1.45
Access to electricity, equal to or higher than median 0.93 1.86 −0.82
Population predominantly Arab 2.21 1.23 0.64
Population predominantly Muslim 1.23 1.57 −0.30
Social network usage, equal to or higher than median 1.46 1.33 0.12
Mobile phone subscriptions, equal to or higher than median 0.81 2.57 −1.47
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We regress abnormal index returns on local and regional protest intensity in the event window and report 
the results in Table 5. The dependent variable is an abnormal index returns in the first three specifications 
and abnormal changes in the CDS spreads in the last three specifications. The first specification shows that 
abnormal index returns are decreasing in both regional and local protest intensity. The fourth specification 
on the other hand shows that abnormal change in CDS spreads is increasing in regional and local protest 
intensity. Thus, investors react to political uncertainty, which affects both the stock and the CDS markets.

The negative and significant coefficients of regional protest shows that investors react to political 
uncertainty in neighboring countries due to potential spillover effects that may be a harbinger of political 
unrest at home. We also test whether and to what extent regional unrest affects investor perceptions 
before any protest happens locally. We partition the regional protest variable into two new variables with 

Table 4. Reaction to regional and local events. Table reports abnormal index returns (AR(index) in percent) and abnormal changes 
in CDS spreads (AR(CDS) in percent) on the 20 key days and in subsamples of local and regional event days. We classify a day as “local 
event day” if the day is one of the 10 days with the highest local protest intensity and “regional event day” otherwise.

AR(Index) t-stat N AR(CDS) t-stat N

All significant event days −1.13 −2.40 180 1.40 0.79 120
Local event day −2.62 −5.56 20 1.59 0.90 14
Regional event day −0.94 −2.01 160 1.37 0.77 106

Table 5. Regressions of abnormal index returns and changes in the CDS spreads on protest intensity. Table reports OLS 
regressions of abnormal index returns (first three specifications) and abnormal change in CDS spreads (last three specifications) on 
local and regional protest intensity. Standard errors are clustered at the country level. Absolute value of t statistics is in parentheses. 
***, **, and * denote significant at 1, 5, and 10%, respectively.

Index 
(1)

Index 
(2)

Index 
(3)

CDS 
(1)

CDS 
(2)

CDS 
(3)

Local protest −4.95 −5.41 −5.39 1.82 3.98 4.07
[4.93]*** [5.31]*** [2.85]** [1.11] [2.06]* [1.81]

Regional protest −2.58 11.73
[1.56] [1.60]

Prior regional protest −4.83 −4.25 31.27 31.65
[3.06]** [2.57]** [3.29]** [3.26]**

Post regional protest −0.30 −1.05 −1.76 −2.10
[0.16] [0.57] [0.50] [0.54]

Bahrain 0.11 −0.17
[2.32]** [1.74]

Egypt 0.23 −0.16
[2.68]** [1.07]

Jordan 0.11
[2.62]**

Kuwait 0.00
[0.07]

Lebanon 0.09 −0.13
[2.12]* [1.16]

Morocco −0.05 −0.16
[1.30] [1.62]

Saudi Arabia 0.13 −0.16
[2.91]** [1.67]

Syria −0.22
[2.53]**

Tunisia 0.04 0.00
[0.84] [0.01]

Year = 2010 0.05 0.06 −0.07 −0.13
[0.68] [0.80] [0.67] [1.32]

Year = 2011 0.00 −0.02 −0.06 −0.09 0.10 0.24
[0.10] [0.35] [1.23] [0.53] [0.97] [1.42]

Year = 2012 0.05 0.03 −0.02 −0.29 −0.13 −0.00
[0.92] [0.45] [0.43] [2.47]* [1.84] [0.00]

Adjusted R2 4.19% 4.41% 5.61% 1.30% 2.73% 2.63%
N 4,155 4,155 4,155 3,192 3,192 3,192
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respect to the timing of the first local protest event identified in the Al-Jazeera and Guardian newspapers. 
The first variable, named prior regional protest takes on the values of the regional protest variable before 
the first protest date identified in the Al-Jazeera and Guardian newspapers for each country and takes on 
the value zero after that date. The second variable, named post-regional protest takes on the values of the 
regional protest variable after the first protest date for each country and takes on the value zero before that 
date. The significant coefficients of the prior regional protest variable in the second and fifth specifications 
show that political unrest at the regional level is especially important before any local protests take place. 
Results indicate a significant sell-off in the stock market and an increased interest in insuring against 
sovereign debt default in the CDS markets in reaction to regional turmoil before any local protests. The 
insignificance of the post-regional protest variable indicates that once local protests start, investors pay 
attention to local, not regional, political uncertainty. Regional protests seem to serve as a red flag for 
political uncertainty that may enfold in the local economies. The results are robust to including fixed 
effects that control for country-level differences.

Political uncertainty proves economically and statistically significant. For one standard deviation in 
local and regional protest intensities, abnormal index returns decrease by 14 and 3 basis points (daily), 
respectively, in the first specification. These results suggest that investors price the political turmoil in 
their local economy as well as the turmoil in the region. We also find that abnormal changes in CDS 
spreads increase with local and regional protest intensity. For a standard deviation increase in local 
and regional protest intensity, abnormal change in CDS spreads increases by as much as 9 and 12 basis 
points (daily), respectively, in the fourth specification. Taken together, these results suggest that there 
are significant spillover effects that result from Arab Spring events. For CDS markets, these regional 
effects are stronger compared to local events, whereas stock markets seem to react more strongly to 
local events.

7. Conclusion

We investigate whether and to what extent political uncertainty unleashed by the Arab Spring affects asset 
returns and risk in the MENA region. Our focus is on the stock and CDS markets of the region’s 
economies. We find that the abnormal returns in major stock-market indexes of the Arab Spring countries 
average around −1% and prove significant on key event days. Egypt is the most affected country with 
abnormal-index returns averaging −6%. On key event dates, CDS spreads increase as well, indicating 
increased default risk, but the effect is more modest compared to the reaction in stock markets. We show 
that stock and CDS markets react significantly to both local and the regional protest intensity, indicating 
significant spill-over effects.

Our study contributes to the existing literature on the impact of the Arab Spring in financial 
markets in several ways. First, we investigate the effect of the dramatic events of the period using 
a larger set of news event dates. The news we analyze share an important common element in that 
they are the first events within each country that are associated with the Arab Spring. This feature 
facilitates a more direct comparison of investors’ reactions to their local events. Second, unlike prior 
studies, we consider the reaction to the period’s events in both the stock and the CDS markets and 
show that both markets react strongly to political turmoil. Finally, our empirical approach con-
tributes to the literature by showing that unrest in neighboring countries also affects asset prices in 
local stock and CDS markets.

Financial spillover is important for emerging economies since they are particularly vulnerable to 
sudden capital outflows. Political uncertainty can sharply reduce funding for businesses and govern-
ments, affecting access to financing at both the micro and the macro level. Our results highlight that, to 
achieve financial growth, MENA countries should promote policies that maintain political stability 
and peace domestically and regionally.
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Notes

1. News articles available at http://www.aljazeera.com/indepth/interactive/2013/12/timeline-arab-spring- 
20131217114018534352.html and ttps://www.theguardian.com/world/interactive/2011/mar/22/middle-eastprotest- 
interactive-timeline.

2. We also checked the “World Uncertainty Index” developed by Ahir, Bloom, and Furceri (2018) for the level of 
uncertainty in the sampled countries before and during Arab Spring period (https://www.policyuncertainty.com/ 
wui_quarterly.html). The Index includes quarterly data on all countries except for Bahrain and Syria. We observe 
a spike especially in Egypt and Tunisia during the Arab Spring period.

3. We choose the “Protest” category (category 14) which includes the sub-categories of “Engage in political dissent” 
(sub-category 140 and its sub-categories), “Demonstrate or rally” (sub-category 141 and its sub-categories), 
“Conduct hunger strike” (sub-category 142 and its sub-categories), “Conduct strike, or boycott” (sub-category 
143 and its sub-categories), “Obstruct passage” (subcategory 144 and its sub-categories), “Protest violently” 
(subcategory 145 and its sub-categories). For more detailed information, see http://data.gdeltproject.org/docu 
mentation/CAMEO.Manual.1.1b3.pdf.

4. In calculating daily returns, the previous day is the last trading day. Sample countries have different trading days: 
Lebanon, Morocco, Tunisia trade Monday through Friday; Bahrain, Egypt, Jordan, Kuwait trade Sunday through 
Thursday; Saudi Arabia trades Sunday through Wednesday; and Syria trades Monday through Thursday. 
Furthermore, last trading day may also change due to differing holidays and forced market closures in each 
country. For example, Egyptian stock market closed due to protests from January 28 to March 23, 2011. The 24th 
March Egyptian daily return is the percentage change in the Index value from January 27 to March 23.

5. The volumes for CDS markets are low, where Egypt is the country with the highest CDS volume (a weekly average 
of $73.5 million between 2010 and 2014, Depository Trust, and Clearing Corporation, “Index Roll Report: 
Average Weekly Data by Reference Entity”). The stock market volumes of sampled countries are higher than CDS 
volumes where Kuwait, Saudi Arabia, and Egypt have the highest volume with daily averages of 1164, 52 and 
13 million dollars, respectively, between 2010 and 2014 (Bloomberg, n.d.).

6. This article investigates how the political uncertainty caused by Arab Spring events affect the stock markets and 
the CDS markets in aggregate. We chose to use the change in the national stock market index and not the 
individual stock returns since we are interested in how the political uncertainty caused by the events of Arab 
Spring affected the broad spectrum of firms. A future research direction would be to investigate the effect of 
political uncertainty induced by Arab Spring on individual stocks and how firm characteristics affect the extent to 
which firms are affected by political uncertainty.

7. Abnormal changes in stock indices (AR (Index)), CDS spreads (AR (CDS)), and the test for the 
significance of abnormal returns (as described in Brown and Warner 1985) is 

AR Indexð Þi;t ¼ ret Indexð Þi;t �
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ARe; and e: denotes days in the estimation window, t: denotes days in 

the event window, and i = Bahrain, Egypt, Jordan, Lebanon, Kuwait, Morocco, Syria, Saudi Arabia, Tunisia.
8. Available at https://www.tcdata360.worldbank.org
9. CIA World Factbook (https://www.cia.gov/the-world-factbook/) reports the most recent estimates of religious 

and ethnic composition. Due to lack of historical data on religious and ethnic composition of the countries in our 
sample, we rely on the snapshot information provided by the CIA World Factbook database for our analysis.
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