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Abstract

This study examines the impact of the U.S. Quantitative Easing announcement on the stock market in
Thailand. Many previous studies examine the effect of U.S. monetary policy announcement on the stock
market in the other countries with a narrowly examined period. This study focuses on the long term behavior of
the stock return in Thailand, so the examined period (event window) is expanded to Day -10 through Day 30.
Two Quantitative Easing announcements are examined with 309 firm-announcement observations for the an-
nouncement on November 25, 2008 and 344 firm-announcement observations for the announcement on No-
vember 3, 2010. The U.S. Quantitative Easing announcements provide the negative effects on the Thai stock
return on the announcement date. The stock return in Thailand negatively responds to the announcement one
day before the announcement and becomes positive value within one week. In addition, there is the evidence
of learning curve in the stock market in Thailand.
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INTRODUCTION

The conventional monetary policy tool is the tool
that the Central Bank applies to control the economy
during normal economic times. Three outstanding tools
are the open market operation, the discount window
and the reserve requirement (Meulendyke, 1998;
Nakornthab, 2009). The Central Bank can control
the economy by buying and selling short-term gov-
ernment securities to adjust the short term-interest rate,
which is called the open market operation. The Cen-
tral Bank can expand the economy by purchasing
short-term government securities from the market. The
process reduces the short-term interest rate since the
government security price increases. When the short-
term interest rate decreases, the demand for loans to
develop the economy increases which can enhance
the activity in the business unit.

However, the U.S. economy has become slug-
gish since the subprime crisis in U.S. (Dodd, 2007).
The conventional monetary policy is not sufficient to
stimulate the economy since the U.S. policy rate in
U.S. is already low (0-0.25%). The U.S. Federal
Reserve, therefore, uses the unconventional monetary
policy tool as the approach to stimulate the economy.
The chosen unconventional monetary tool is the Quan-
titative Easing (Q.E.). The Central Bank uses new
printed money to buy securities from the market. This
process increases the size of the Central Bank’s bal-
ance sheet. When the Central Bank buys the securi-
ties from the market, which mostly focuses on the long-
term securities, the long-term yield is reduced since
the long-term security price increases. The process,
therefore, focuses on the long-term interest rate rather
than the short-term interest rate as in the open market
operation. There were U.S. Q.E. announcements on
November 25, 2008 and November 3, 2010.

The stock price should reflect all available infor-
mation under the Efficient Market Hypothesis (Fama,
1970). Many scholars support the effect of U.S.
monetary policy announcement on the stock price
(Waud, 1970, Hardouvelis, 1987; Reinhart & Simin
(1997). The U.S. monetary policy announcement af-
fects not only the U.S. stock price, it also affects the
stock price in the other countries. Many scholors ex-
amined the effect of U.S. conventional monetary policy
on the stock price in the other coutries (Ehrmann &
Fratzscher, 2006; Hausmann & Wongswan, 2006;
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Wongswan, 2009). However, there is limited evidence
which focuses on the effect of the unconventional mon-
etary policy tool (Bernanke, Reinhart, & Sack, 2004;
Joyce, Lasaosa, Stevens & Tong, 2011). This study,
therefore, aims to investigate the effect of the U.S.
Q.E. announcement on the stock return for firms listed
on the Stock Exchange of Thailand (SET).

The classic event window is adopted to under-
stand the long term behavior of the stock price (Brown
& Warner, 1985). Two announcements, made on No-
vember 25, 2008 and November 3, 2010, are under
examination. The finding of this study supports the
semi-strong Form Efficient Market Hypothesis (Fama,
1970). The finding of this study also supports the over-
reaction and the learning curve in the stock listed on
the SET. The first section of this paper reviews how
the domestic monetary policy announcement affects
the domestic stock price (Rigobon & Sack, 2004;
Bernanke & Kuttner, 2005; Bredin, Gavin & O’Reilly,
2005), the second section reviews how the announce-
ment in one country relates to the stock market in
other countries. Then data and methodology are dis-
cussed in the third section. The results are presented
in the fourth section. The overall conclusion is sum-
marized in the fifth section and a reference list is pro-
vided in the last section.

LITERATURE REVIEW

There are two main factors driving the interde-
pendence in financial markets (Sharma &
Wongbangpo, 2002). One driver relies on the increas-
ing market liberalization. The other driver comes from
the improvement in the technology which facilitates
the transaction for the world-wide investors. When
the financial market becomes more interrelated, the
country’s economy cannot be isolated from the for-
eign shock. Much evidence supports the linkage be-
tween cross countries’ financial markets (Becker,
Finnerty & Gupta, 1990; Connolly & Wang, 1998,
2003; Ehrmann, Fratzscher, & Rigobon, 2005).

The financial market linkage can be explained by
two competing explanations. One explanation relies
on the Market Contagion Hypothesis (King &
Wadhwani, 1990; Karolyi & Stulz, 1996). King and
Wadhwani (1990) propose that the complex struc-
ture of information blocks information disclosure. The



stock price, therefore, is unable to reflect all informa-
tion. When the failure of market mechanism exists,
the idiosyncratic shock transmits from one country to
another. The shock induces the volatility from one
country to the other country when the stock market
starts trading since the correlation during market crash
is high. The other explanation relies on the economic
fundamentals (Ross, 1989; Jones, Kaul, & Lipson,
1994; Connolly & Wang, 1998, 2003). Ross (1989)
argues that when the rate of information flow is high,
the volatility in the asset price is high. The process
induces co-movement across the market. Jones et al.
(1994) focus on the role of the public information that
increases the market volatility. Connolly and Wang
(1998) focus on the role of the macroeconomic news
in explaining the volatility spillover effect.

There are two lines of empirical research exam-
ining the impact of announcement on stock market.
One line focuses on the single announcement (Boyd,
Hu, & Jagannathan, 2005) or the announcement ina
single country (Pearce & Roley, 1985). Boyd et al.
(2005) use a single announcement from a single coun-
try by examining the impact of U.S. unemployment
news on the U.S. stock return. Pearce and Roley
(1985) use many announcements from a single coun-
try by examining the impact of U.S. macroeconomic
announcements (monetary and non-monetary policy)
on the U.S. stock return.

The other line of research focuses on the impact
of many announcements (Hardouvelis, 1987; Flannery
& Protopapadakis, 2002) or the announcement from
many countries (Connolly & Wang, 1998, 2003).
Hardouvelis (1987) examines the impact of U.S.
monetary and non-monetary policy announcements
on four U.S. stock indices and two interest rate se-
ries. Connolly and Wang (1998, 2003 ) investigated
the U.S. stock market response to fourteen macro-
economic announcements from U.S., U.K., and Ja-
pan. Two common conclusions from the research in
examining the impact of announcement on the stock
market are drawn. The first one is that monetary policy
announcement plays a more important role than the
non-monetary policy announcement in explaining the
variation in stock market (Hardouvelis, 1987,
Connolly & Wang, 1998, 2003; Flannery &
Protopapadakis, 2002). The second one is that for-
eign annoucement plays a more imporatnt role than
domestic annoucement in explaining the variation in
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the domestic stock market (Connolly & Wang, 1998,
2003).

DATAAND METHODOLOGY

Previous literature widely supports the event study
approach as the method to examine the effect of an-
nouncement on a stock market (Brown & Warner,
1985; Bernanke & Kuttner, 2005). This study, there-
fore, adopts the event study approach to examine the
impact of U.S. Q.E. announcement on the stock re-
turn for the firms listed on the SET. The event day
(Day 0) is the earliest trading day at which the U.S.
Q.E. announcement affects the stock market in Thai-
land. This study, therefore, has 2 event days which
are November 26, 2008 for the first announcement
and November 4, 2010 for the second announce-
ment. There are initially 1,034 firm-announcement
observations. The initial observations from the first
announcement are 517 observations and from the
second announcement are 517 observations. After
cleaning data by excluding the infrequent trading stock,
the stock with IPO announcement, dividend announce-
ment and stock split announcements, the final firm-
announcement observations are 653 observations.
The final observations from the first announcement
are 309 observations and from the second announce-
ment are 344 observations.

The stock return is calculated by taking the first
difference in logarithm of stock closing price. The mar-
ket portfolio return is calculated by taking the first
difference in logarithm of SET index. The return gen-
erating process to generate the expected return relies
on the market model, which relates the stock return
to the market return. The abnormal return is the dif-
ference between the actual return and the expected
return. The cumulative abnormal return is calculated
by summing the abnormal return during the event win-
dow (Day -10 through Day 30). The Z statistic is
used to test whether the abnormal return (cumulative
abnormal return) is significantly different from zero.
The Z-statistic in examining whether the abnormal
return equals to zero is:

Z - statistic = TSAR ¥V 5 [(T,-2)/ (T - 4)]
(D



where TSAR is the total standardized abnormal re-
turn, 7 is the number of trading days for the stock i
during the estimation period, and N is the number of
stocks in the sample. The Z statistic was also used to
test whether the cumulative abnormal return of all
stocks (cumulative standardized abnormal return) dur-
ing the event window equals to zero. The Z-statistic
in examining whether the cumulative abnormal return
equals to zero is:

Z - statistic = (1/N) [ZK S4R/
(Y (k-j+1)(T;-2) (T, - 4))]
)

where SAR_ is the standardized abnormal return for
stock i in each day over the event window (e.g. Day
-10 through Day 5), N is the number of stocks in the
sample, j is the first day in the event window (e.g.
Day -10), k is the last day in the event widow (e.g.
Day 5) and T is the number of trading day for stock
i over the estimation period.

RESULTS

Many studies have examined the effect of the U.S.
monetary policy action on the stock price in other coun-
tries with narrow examining period (Ehrmann &
Fratzscher, 2006; Hausmann & Wongswan, 2006;
Wongswan, 2009). However, there is limited evidence
examining the effect of U.S. unconventional monetary
policy action on the stock price (Bernanke, Reinhart, &
Sack, 2004; Joyce, Lasaosa, Stevens & Tong, 2011).
This study focuses on the effect of U.S. unconventional
monetary policy action on the stock price in Thailand by
examining the long term behavior of stock price. The
behaviors of mean abnormal return during Day -10
through Day 30 are under examination.

There are 309 observations (mean return = -
0.642% and standard deviation = 0.037) for the an-
nouncement on November 25, 2008 and 344 obser-
vations for the announcement (mean return =-0.264%
and standard deviation = 0.037) on November 3,
2010. The firm announcement observations for two
announcements are 653 observations (mean return =
-0.443% and standard deviation = 0.037). Table 1
shows the mean abnormal return and the mean cu-
mulative abnormal return on the SET around the an-
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nouncement on November 25, 2008. (N =309). The
results show that the mean abnormal return on the
day prior to the announcement day (Day -1) is -0.38%
and is statistically significant at 10% level. The mean
abnormal return on the announcement day (Day 0) is
-0.93% and is statistically significant at 1% level. The
mean abnormal return becomes statistically insignifi-
cant on the subsequent day but becomes statistically
significant and negative on Day 2. The positive ab-
normal return is visible on Day 7 (the mean abnormal
return is 0.68% at 1% significant level). The results
also show that the mean cumulative abnormal return
over a longer period (Day -10 through Day 10) is -
3.41% and is statistically significant at 1% level.

The table 1 below presents the mean abnormal re-
turn on all stocks for the subsample, which includes only
the first announcement on November 25, 2008. The event
window is Day -10 through Day 30. The mean abnor-
mal return during the event window (Day -10 through
Day 10) s presented with the Z statistic and the P value.
The mean cumulative abnormal returns are also presented
during the event window (Day - 10 through Day 10) with
the Z statistic and the P value.

From the figure, it is shown that the cumulative
abnormal returns seem to be the negative value be-
fore the announcement date. The negative cumulative
abnormal return starts around Day -7. The cumula-
tive abnormal returns are negative in the greatest mag-
nitude during Day 8 through Day 10. The cumulative
abnormal return becomes positive on Day 20 and
continues after Day 25.

Table 2 shows the mean abnormal return and the
mean cumulative abnormal return on the SET around
the announcement on November 3, 2010 (N = 344).
The results show that the mean abnormal return on
the day prior to the announcement day (Day -1) is -
0.32% and statistically significant at 10% level, which
is consistent with previous results. The mean abnor-
mal return on the announcement day (Day 0) is -
0.95% and is statistically significant at 1% level, which
supports the previous tables with a similar magnitude.
The mean abnormal return on the subsequent day is -
0.62% and is statistically significant at 1% level. The
mean abnormal return becomes statistically significant
and positive after Day 1. However, the mean cumu-
lative abnormal return over a longer period (Day -10
through Day 4) is -2.29% and is statistically signifi-
cant at 5% level.



Table 1: Abnormal Return for Announcement on November 25,2008 (N =309)

The table 1 below presents the mean abnormal return on all stock returns for the subsample, which
includes only the first announcement on November 25, 2008. The event window is Day -10 through Day 30.
The mean abnormal return during the event window (Day -10 through Day 10) is presented with the Z statistic
and the P value. The mean cumulative abnormal returns are also presented during the event window (Day -10
through Day 10) with the Z statistic and the P value.

Day | AR (%) Z- p-value | Positive | Period CAR Z- p-value
Statistic AR (%) (%) Statistic
-10 0.43 1.546 0.122 58.58 (-10, -10) | 0.43 1.546 0.122
-9 -0.58 -3.990 0.000 44.98 (-10,-9) | -0.14 -1.728 0.084
-8 0.15 2.686 0.007 55.34 (-10, -8) 0.00 0.140 0.889
-7 -0.56 -3.503 0.000 41.10 (-10,-7) | -0.55 -1.631 0.103
-6 -0.07 -0.833 0.405 54.37 (-10,-6) | -0.62 -1.831 0.067
-5 -0.40 -1.078 0.281 51.46 (-10,-5) | -1.02 -2.112 0.035
-4 -0.47 -4.009 0.000 50.49 (-10,-4) | -1.49 -3.470 0.001
-3 0.20 1.441 0.149 44.66 (-10,-3) | -1.29 -2.736 0.006
-2 0.14 0.746 0.456 56.96 (-10,-2) | -1.16 -2.331 0.020
-1 -0.38 -1.741 0.082 37.86 (-10,-1) | -1.53 -2.762 0.006
0 -0.93 -5.988 0.000 30.10 (-10, 0) -2.46 -4.439 0.000
1 -0.08 1.292 0.197 58.25 (-10, 1) -2.54 -3.878 0.000
2 -0.27 -1.705 0.088 43.04 (-10, 2) -2.81 -4.198 0.000
3 -0.04 -0.001 1.000 53.72 (-10, 3) -2.86 -4.046 0.000
4 -0.15 -0.673 0.501 51.13 (-10, 4) -3.01 -4.082 0.000
5 -0.48 -3.290 0.001 37.54 (-10,5) -3.49 -4.775 0.000
6 0.03 -0.692 0.489 54.69 (-10, 6) -3.46 -4.801 0.000
7 0.68 4.034 0.000 49.84 (-10,7) -2.77 -3.714 0.000
8 -0.50 -2.058 0.040 32.69 (-10, 8) -3.28 -4.088 0.000
9 -0.58 -4.016 0.000 38.51 (-10,9) -3.86 -4.882 0.000
10 0.45 4.173 0.000 56.96 (-10,10) | -3.41 -3.854 0.000

Figure 1: Cumulative Abnormal Return for Announcement on November 25,2008 (N = 309)

The figure below presents the cumulative abnormal return on all stock returns for the subsample, which
includes only the first announcement on November 25, 2008. The event window (Day -10 through Day 30) is
presented with the number of observations in the subsample of 309.
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Table 2: Abnormal Return for Announcement on November 3,2010 (N =344)

The table below presents the mean abnormal return on all stock returns for the subsample, which
includes only the second announcement on November 3, 2010. The event window is Day -10 through Day 30.
The mean abnormal return during the event window (Day -10 through Day 10) is presented with the Z statistic
and the P value. The mean cumulative abnormal returns are also presented during the event window (Day -10
through Day 10) with the Z statistic and the P value.

Day AR (%) Z- p-value | Positive | Period CAR Z- p-value
Statistic AR (%) (%) Statistic
-10 0.34 1.817 0.069 54.36 (-10,-10) | 0.34 1.817 0.069
-9 -0.27 -0.254 0.800 45.64 (-10, -9) 0.07 1.105 0.269
-8 0.01 0.033 0.973 40.41 (-10, -8) 0.08 0.922 0.357
-7 0.25 2.042 0.041 46.51 (-10, -7) 0.33 1.819 0.069
-6 -0.39 -1.430 0.153 49.13 (-10,-6) | -0.05 0.988 0.323
-5 -0.44 -1.678 0.093 35.17 (-10,-5) | -0.50 0.217 0.828
-4 -0.62 -2.242 0.025 48.26 (-10,-4) | -1.12 -0.647 0.518
-3 0.10 0.298 0.765 42.73 (-10,-3) | -1.01 -0.500 0.617
-2 -0.12 -0.733 0.463 41.28 (-10,-2) | -1.13 -0.715 0.474
-1 -0.32 -1.945 0.052 37.50 (-10,-1) | -1.45 -1.294 0.196
0 -0.95 -7.703 0.000 32.27 (-10, 0) -2.40 -3.556 0.000
1 -0.62 -3.736 0.000 34.30 (-10, 1) -3.02 -4.483 0.000
2 0.66 3.244 0.001 46.51 (-10,2) -2.36 -3.408 0.001
3 0.11 1.886 0.059 49.42 (-10, 3) -2.25 -2.780 0.005
4 -0.04 0.031 0.976 50.58 (-10, 4) -2.29 -2.678 0.007
5 0.78 4.936 0.000 61.92 (-10, 5) -1.51 -1.358 0.174
6 0.00 -2.155 0.031 53.78 (-10, 6) -1.51 -1.841 0.066
7 1.49 6.287 0.000 4797 (-10,7) -0.02 -0.307 0.759
8 -0.06 -0.907 0.364 56.98 (-10, 8) -0.08 -0.507 0.612
9 -0.05 0.083 0.934 51.74 (-10, 9) -0.13 -0.475 0.635
10 0.28 2.039 0.041 45.93 (-10, 10) 0.15 -0.019 0.985

Figure2: Cumulative Abnormal Return for Announcement on November 3,2010 (N =344)

The figure below presents the cumulative abnormal return on all stock returns for the subsample, which
includes only the second announcement on November 3, 2010. The event window (Day -10 through Day 30)
is presented with the number of observations in the subsample of 344.
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From the figure, it is shown that the cumulative
abnormal returns seem to be the negative value be-
fore the announcement date. The negative cumulative
abnormal return starts around Day -6. The cumula-
tive abnormal returns are negative in the greatest mag-
nitude during Day 1 through Day 4. The cumulative
abnormal return continuously becomes the positive
value after Day 10. By comparing Figure 1 and Fig-
ure 2, it is shown that there is a learning curve in the
stock market. The stock market in Thailand responds
to the U.S. Q.E. announcement more quickly. The
negative cumulative abnormal returns become a posi-
tive value quicker from announcement 1 (Day 20) to
announcement 2 (Day 10).

CONCLUSION

This study examines the impact of U.S. Q.E. an-
nouncement on the stock market in Thailand by fo-
cusing on the long term behavior of stock price in the
SET. This study uses the event study approach to
examine such stock return behavior. Since there were
two U.S. Q.E. announcements in 2008 and 2010,
there are two event dates in this study. Overall, six
main findings are revealed. Firstly, the U.S. Q.E. an-
nouncements provide the negative impact on the stock
return in Thailand on the announcement dates. Sec-
ondly, the pre-announcement is visible one day be-
fore the announcement date. Thirdly, the negative
abnormal return exists on the subsequent date.
Fourthly, the significant mean abnormal return disap-
pears in a few days which supports the Efficient Mar-
ket Hypothesis. Fifthly, the stock market reaction to
the 1st announcement is similar in magnitude with the
2" announcement. Lastly, there is the evidence of the
learning curve in the stock market in Thailand since
the stock market adjusts to the announcement more
quickly and the abnormal return also disappears more
quickly.
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