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Abstract	
	
Powerful	 ruling	 parties	 often	 associated	 with	 leading	 the	 nation’s	 independence	 and	 majority	 rule	 efforts	 often	
characterize	African	countries.	To	the	extent	such	parties	have	presided	over	economic	decline,	one	open	question	
for	financial	economists	is	the	need	to	understand	the	channels	through	which	such	declines	set	in.	On	the	one	hand,	
having	 a	 strong	 ruling	 party	 should	 provide	 the	 benefit	 of	 calming	 concerns	 associated	with	 political	 risks.	On	 the	
other,	a	powerful	ruling	party	may	open	the	economy	to	corruption	and	market	uncertainty.	
	
In	our	paper	we	explore	the	relationship	between	political	uncertainty	in	South	Africa	and	market	quality	as	well	as	
market	 integrity.		We	 conjecture	 political	 lifecycles	within	 a	 country	 that	 has	 a	 dominant	 political	 party	 leads	 to	 a	
deterioration	 in	market	efficiency	and	market	 integrity.	Our	null	hypothesis	 therefore	 is	 that	 the	dominant	political	
party	reduces	uncertainty	and	if	anything,	we	can	expect	to	find	improvements	market	quality	and	market	integrity	
during	political	lifecycle	events”.		South	Africa	is	particularly	well	suited	for	this	investigation;	at	the	national	level,	the	
African	National	Congress	(ANC)	has	enjoyed	unassailed	support	since	the	first	democratic	election	on	27	April	1994,	
and	 thus	 dominates	 the	 national	 political	 scene.		 On	 the	 other	 hand,	 there	 exists	 significantly	 a	 lot	more	 political	
plurality	 at	 the	 provincial	 level.	 This	 setting	 allows	 us	 to	 empirically	 examine	 the	 relationship	 between	 political	
uncertainty	and	market	and,	and	market	integrity	at	two	levels:	
● The	impact	of	national	political	cycles,	and	
● The	influence	of	provincial	elections	
	
We	 examine	 the	 reaction	 of	 our	market	 quality	 and	market	 integrity	 proxy	 variables	 to	 national	 political	 lifecycle	
events	 consisting	 of	 national	 and	 provincial	 elections.		 Whilst	 we	 expect	 to	 observe	 generalized	 national	 political	
lifecycle	 impact	 on	 market	 quality	 and	 on	 market	 integrity,	 we	 recognize	 that	 in	 order	 to	 obtain	 a	 nuanced	
understanding	of	the	extent	to	which	the	dominant	party	effects	translates	to	the	plurality	of	the	provinces,	we	drill	
down	to	investigate	the	variability	of	provincial	political	lifecycles	and	the	influence	and	impact	on	our	market	quality	
and	 market	 integrity	 variables	 on	 the	 South	 African	 JSE	 cash	 equities	 market.			 We	 argue	 if	 we	 find	 evidence	 of	
provincial	political	events	having	an	 impact	on	market	quality	and	market	 integrity	and	at	same	time,	the	 impact	 is	
concentrated	within	ANC	held	provinces,	 then	we	 can	 justifiably	 confirm	political	 lifecycles	 in	 a	 country	 that	has	 a	
dominant	political	party	leads	to	a	deterioration	in	market	quality	and	market	integrity.			
	
In	 order	 to	 investigate	 the	 provincial	 plurality	 effect	 on	market	 quality	 and	 integrity,	 we	 hand	 collect	 and	match	
provincial	 electoral	 results	 in	 South	 Africa	 and	 JSE	 cash	 equities	 listed	 securities	 together	with	 their	 South	 African	
provincial	 head	 quarters	 across	 a	 21	 year	 period	 starting	 2nd	 January	 1994	 to	 30th	 June	 2015.	 	 For	 our	 political	
dominance	variable,	we	document	instances	where	the	ANC	was	elected	with	a	margin	of	at	least	65%	of	the	closed	
votes.		We	redefine	political	dominance	by	looking	at	provincial	elections	as	our	major	variable	and	use	lagged	values	
to	deal	with	the	issue	of	endogeneity	in	dealing	with	political	uncertainty	(policy	and	economic)	and	the	direction	of	
influence	with	market	quality	and	market	 integrity.	We	use	transaction	costs	to	proxy	for	market	quality	and	adopt	
effective	spreads,	quoted	and	realized	spreads	as	our	metrics	for	measuring	the	market	quality	of	the	JSE.	 	We	use	
market	manipulation	“end	of	day	price	dislocation”	and	insider	trading	“information	leakage”	to	gauge	the	extent	of	



market	integrity,	our	assessment	of	market	misconduct	or	fraud.		We	utilize	an	event	model	to	examine	pre	and	post	
ANC	political	lifecycle	“national	and	provincial	election”.		
	
We	 contend	 if	 the	 national	 ANC	 political	 events	 adversely	 impact	market	 quality	 as	 well	 as	 market	 integrity,	 our	
experiment	design	should	make	it	harder	to	find	supporting	results	within	the	plurality	setting.	Therefore	finding	such	
a	match	would	isolate	the	ANC	or	“ruling	party	effect”	in	a	way	that	is	not	possible	in	most	other	settings	where	the	
national	elite	is	the	same	as	the	provincial	ruling	party	(e.g.	China).			
	
We	find	evidence	of	a	decline	 in	market	quality	as	well	market	 integrity	at	the	national	pre	and	post	ANC	elections	
and	during	 the	 year	 of	 elections	 pre	 and	post.	We	observe	 significant	 increases	 in	 information	 leakage	 on	 the	 JSE	
market	consistent	with	fraudulent	trading	using	material	but	non-public	information	selectively	disclosed	to	“select”	
investors	and	brokers.	Examining	our	market	quality	 results	we	 find	 similar	evidence	of	declining	market	efficiency	
observed	 through	deteriorating	market	 spreads	on	 the	 JSE	market	 in	 the	 year	 of	 national	 elections	 and	 leading	 to	
elections.	 In	 explaining	 our	 results	 finding,	 we	 consider	 but	 discount	 the	 market	 design	 changes	 (technology,	
regulatory,	 information,	 market	 participants	 and	 instruments/securities)	 introduced	 in	 the	 South	 African	 financial	
markets	 during	 the	 election	 year	 and	 leading	 up-to	 elections	 as	 lending	 possible	 higher	 explanatory	 power	 than	
political	uncertainty,	 finding	none	are	able	to	explain	the	 increase	(decreases)	 in	transaction	costs	 (market	quality),	
and	 increase	 (decreased)	 in	 misconduct	 (market	 integrity).	 Consistent	 with	 our	 market	 quality	 and	 integrity	
deterioration,	 we	 observe	 consistently	 higher	 volatility	 during	 election	 years	 supporting	 the	 notion	 of	 uncertainty	
being	unresolved	pre-election	with	resolution	at	least	6	months	post	elections.			
	
Our	results	are	consistent	and	robust	to	using	a	wide	rang	of	models,	controls	and	specifications	
	
	


