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Earnings announcements, stock price reaction

and market efficiency - the case of Saudi Arabia
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6. Conclusion

In this study, we compute AAR and CAAR around earnings announcements to measure the
information efficiency of earnings announcements in the Saudi Arabian capital market. To
investigate the announcements’ effects, we consider quarterly earnings disclosures made by
the listed companies of Tadawul. This study aimed at testing the EMH in the Tadawul,
scrutinizing the impact of information efficacy in earnings announcement and existence of
abnormal returns. This study filled the gap in existing literature about the efficiency of
Saudi market. We used event study approach to probe the relationship of corporate earnings
announcements and stock price reactions. First, we estimated normal returns, using market
model; subsequently, these returns were used to calculate abnormal returns for the stock

price. The research of our paper does not support semi-strong form of EMH, as significant
abnormal returns were found in the days around announcement event. These significant
abnormal returns witnessed on and around the event day also infer that the information
contents exhibited by earnings announcements are considered useful by the market.
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