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Abstract

Information is vital for everyday life. It affects investor’s perception of what stock investment to under-
take in the stock market. Reacting to an announcement depends on how much impact the announcement is
meant to have on the market. This research aims to determine the impact of both foreign and domestic key
macroeconomic and microeconomic announcements on stock volatility of the Stock Exchange of Thailand.
The research was conducted on eight industries which comprises of 27 sectors and over 500 stocks in these
sectors. The period of data collection was 2004 - 2007 and 2008 - 2010 which represents the pre-crisis and
post-crisis periods of the U.S. financial crisis, respectively. Results showed that the percentage number of
stocks of the Stock Exchange of Thailand that reacted to the impact of both foreign and domestic macroeco-
nomic and microeconomic announcements was below 40% and this is considered a small impact on the stock
volatility of the Thai stock market. The relationship of the information announcements and stock volatility was
seen to depend on the perception of market participants on the state of the economy.
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INTRODUCTION such as merging companies, productivity, earnings (fi-
nancial performance), change of management and even

Information has been seen to have an effect on  shutting down to macroeconomicsissues such as change
investor’s perception of what stock investmenttoun-  in interest rate, fiscal and monetary policies, oil price,
dertake (Baird and Zelin, 2000). The informationsought ~ natural disasters and political unrest. Announcements
for by investors will range from microeconomicissues  about these issues are very important to investors.
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Bartolini, Goldberg and Sacarny (2008) concluded that
different economic news announcements do have either
a strong or weak effect on financial markets. Also, re-
search paper (Su, 2010) stated that microeconomic news
announcements such as dividend and earnings or profit
announcements have an effect on financial markets. This
research will look at certain microeconomic and macro-
economic announcements and their impact on the vola-
tility of Thai stock return.

One of the objectives of investors is to make profit.
Before an investor invests or buy stocks of acompany,
his primary concern is to know the expected return of
the stock he is buying and the risk associated with it
(Haugen, 1993). In the Stock Exchange of Thailand,
both foreign and local investors invest in the market and
they continuously update themselves with both current
and past events that concern the stocks they have in
their portfolio or the stocks they intend to combine in
order to have an efficient portfolio. It is therefore impor-
tant for investors in the Thai stock market to know the
impact of both domestic and foreign microeconomic and
macroeconomic announcements on the volatility of Thai
stock return. This research seeks to determine the im-
pact of Information announcements on the Stock Ex-

change of Thailand.

LITERATURE REVIEW

Different researchers have perceived information
announcements differently. In this research paper, in-
formation announcements are broadly divided into do-
mestic and foreign announcements as implied by
Nikkinen and Sahistrom (2004). Both domestic and
foreign announcements are further subdivided into
Macroeconomic and Microeconomic information
announcements as used by Albuquerque and Vega
(2006) in their research paper.

Macroeconomic Announcements

A research on the effects of macroeconomic an-
nouncements on stock returns by McQueen and Roley
(1993) found that when economic growth is strong, the
stock market responds negatively to good news about
real economic activity. Prag (1994), Siklos and
Anusiewicz (1998) showed in their research papers evi-
dences that stock returns respond more to monetary news
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than non-monetary news. Veronesi (1999) also con-
firmed in his findings that there is a significant effect of
macroeconomic announcements on stock returns. Con-
trary to all these findings, Mitchell and Mulherin (1994)
found that there is little or no relationship between mac-
roeconomic news and stock returns. Another research
of macroeconomic news and its effect on stock return in
the United States and Germany by using GARCH model
inferred that for German stock returns, foreign news is
least important as compared to domestic news and that
their effects vary with the state of the economy (Funke
and Matsuda, 2003). Nikkinen and Sahlstrom (2004)
stated that there was no effect of domestic news and a
significant impact of US foreign news on German and
Finnish stock markets. Nikkinen et al (2006) stated that
there was no effect of US foreign macroeconomic an-
nouncements on the stock market of Central and East-
ern European countries, Russia and Slovakia.

In this research paper, information announcements
on five macroeconomic variables have been chosen
and they are GDP announcement, Unemployment rate
announcement, Inflation rate announcement, Interest
rate announcement and Oil price announcement.

Microeconomic announcements

Microeconomic announcements are announce-
ments that contain information about a firm or com-
pany. Common microeconomic announcements will
include announcements about Merging, Stock split-
ting, Corporate governance, Layoff, Expansion of firm,
Management personnel, Profitability and Shutdown.
Before an investor invests in a firm, the investor tries
to gather as much information on the benefits and risks
associated with the firm. Investors are very much con-
cermed with the information announcements of a firm
at both domestic and foreign levels. This concern has
prompted many researchers to study the relationships
between microeconomic information announcements
and stock returns. Further findings show that there
was no significant fluctuation of Thai stock returns
around the announcement of corporate governance
rating by TRIS (Nittayagasetwat and Nittayagasetwat,
2006). In the microeconomic level, Profit or Earnings
for companies is the only variable that is seen to have
a time frame for most companies. It was chosen be-
cause of the availability of information and its impor-
tance in providing information to the stock market (Ball
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and Shivakumar, 2008). Earnings Announcement as
defined in Investopedia, 2010 is an official public
statement of a company’s profitability.

CONCEPTUAL FRAMEWORK

If the announcements listed above significantly
affect the stock volatility of the Stock Exchange of
Thailand, the stock returns should reflect the avail-
able announcements as stated in the efficient market
theory or there should be an anomaly of over- reac-
tion or under- reaction. The magnitude of significance
of the above listed announcements on the stock vola-
tility of the market would be determined by the per-
centage of stocks significantly affected by the an-
nouncements. The null hypothesis (HO) is that the im-
pact of information announcement on stock volatility
is insignificant while the alternative hypothesis (H1) is
that the impact of information announcement on stock
volatility is significant.

Data collection was from January 2004 to  De-
cember 2010. Due to the financial crisisthat became
obvious in 2008, it is assumed that a general result can-
not be used to show the behavior of stocks to economic
announcements before and during the financial crisis. This
would lead to abias in results due to abnormalities of the
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economy during the financial crisis. The data collected
was split into pre-crisis and post-crisis periods. The pre-
crisis period is from 2004 - 2007 while the post-crisis
period is from 2008 - 2010.

The percentage return on the day of the announce-
ment (closing price) of the stocks was used in this
research paper. The difference in the natural log form
of the closing price on a particular day with that of the
previous day was used to obtain the change in daily
returns. The value obtained is then converted to its
percentage form. This can be represented as follows:

AR log(R)-log(R )
ARx100 = %AR
Where
AR = Returnonday (t)
R, = closing price or return on day (t)
R, = closing price or return on the pre-
vious day
% AR = percentage return on day (t)

Itis essential to find the natural log of the closing
returns in order to avoid the bias brought about by
units of measurement.

The stock return data is a time series data as its
information is collected over a period of time. Time
series data are mostly characterized by its non



normal return distribution and is seen to possess the
traits of non- linearity, leptokurtosis, volatility
clustering, leverage effects, non- stationary and
heteroscedasticity. All these attributes can cause error
or bias in econometric data analysis and result. Time
series data are usually non-linear. Because the
EGARCH model is modeled to solve the problem of
non- linearity of time series data, the non- linearity
test was not carried out. The EGARCH model is the
preferred model of this research paper.

Financial data are collected over a period of time.
This cuts across different time intervals or periods
which have different characteristic features. This can
cause bias and error in results. Nelson and Plosser
(1982) found that many macro and financial data are
not stationary in level. The Dickey - fuller test was
used to test for stationary.

The ADF tests the null hypothesis (H,) against
the alternative (H, ) hypothesis;

H,: Each economic variable has a unit root
H,: Each economic variable does not have a unit
root

The ADF test is first carried out on the set of data
in Levels at trend, trend and intercept and none posi-
tions to determine if it is stationary (having no unit
root) or non-stationary (having unit root). If the data
has a unit root, the ADF test is done again on the set
of data in the First difference and Second difference.
Most time series data that are not stationary in Level
are seen to be stationary at First difference.

Econometric Regression Model

The general EGARCH (P, Q) model as proposed
by Nelson for conditional variance is given as:

p
log(@®)= ®+aXplog(c,)+
7 led . e
2 (e, % }* , ) + ¢, Announcement,

For this research paper, the EGARCH (1, 1)
model for the percentage return on stock returns which
is regressed with announcement dummy variables is
shown in the explicit form below as stated by Silli
(2003).
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Where
c?, Conditional Variance
o = GARCH effect
B = Persistence in conditional volatility
r = Leverageeffect
¢ = Errorterm
¢, Coefficient of announcement dummy

o?,is the conditional variance while o, B, 7 and
c,are parameters to be estimated. In order to deter-
mine the impact of announcements on Thai stock re-
turns, it is important that the values of the above pa-
rameters are determined and interpreted.

RESULTS

In the sector level, the percentage of impact of
the various announcements on stock volatility ranged
from 0% to 100%. At the industry level, the percent-
age of the impact on stock volatility by the consid-
ered announcements was seen to range from 0% to
70%. This research paper found that the impact of
both foreign and domestic macroeconomic and
microeconomic announcements on the volatility of the
stock return of the Stock Exchange of Thailand is
below 40% and this is considered a small impact on
the stock market.

The result can be summarized in the percentage
significant of market as Table below:

Table 1: Result of the Impact (% significance) of
Economic Announcement on Stock Volatility in Market

Macroeconomic Pre-Crisis | Post-Crisis
Announcement (2004-2007)( (2008-2010)
Inflation Rate (Thai) 2 35
Inflation Rate (U.S.) 29 32
Interest Rate (Thai) 2 30
Interest Rate (U.S.) 27 25
GDP (Thai) 28 21
GDP(U.S) 28 33
Unemployment Rate (Thai) 28 29

Oil Price (Thai) 41 36

Qil Price (U.S.) 35 3
Microeconomic Pre-Crisis | Post-Crisis
Announcement (2004-2007) | (2008-2010)
Earnings (Thai) 38 34
Earnings (U.S.) 4 33




The impact on stock volatility from the Thai an-
nouncements did not differ much from the impact of
the U.S. announcements on stock volatility even
though the effect of Thai announcements were seen
to be higher than that of the U.S. announcements. The
impact of Thai Earnings announcement on stock vola-
tility was seen to drop from 38% to 34% while that of
U.S. Earnings announcement was also seen to drop
from 34% to 33% when the period of 2004 - 2007
was compared with that of 2008 - 2010. It can be
seen that the Thai Earnings announcement had more
impact on stock volatility of the Stock Exchange of
Thailand than that of U.S. Earnings announcement.
Stock volatility was seen to have a positive relation-
ship with Thai Earnings announcement in both 2004 -
2007 and 2008 - 2010. U.S. Earnings announcement
0f2004 - 2007 also has a positive relationship with
the volatility of Thai stock returns but was seen to
have a negative relationship in 2008 - 2010.

Stock volatility of Stock Exchange of Thailand
was seen to respond more to Thai Inflation announce-
ment in 2008 - 2010. The impact went from 32% in
2004 - 2007 to 35% in 2008 - 2010. The effect of
the U.S. announcement also rose from 29% to 32%.
Thai Inflation announcement has a greater impact than
the U.S inflation announcement on stock volatility.
Stock volatility was seen to have a positive relation-
ship with Thai Inflation rate announcement in both
2004 - 2007 and 2008 - 2010. U.S. Inflation rate
announcement of 2004 - 2007 also has a positive
relationship with the volatility of Thai stock returns
but was seen to have a negative relationship in 2008 -
2010.

The effect of Thai Interest rate announcement on
stock volatility of the Thai stock market was seen to
rise from 22% in 2004 - 2007 to 30% in 2008 -
2010 but the effect of U.S. Interest announcement
was seen to drop from 27% in 2004 - 2007 to 25%
in 2008 - 2010. Stock volatility was seen to have a
negative relationship with Thai Interest rate announce-
ment in both 2004 - 2007 and 2008 - 2010. U.S.
Interest rate announcement of 2004 - 2007 has a
positive relationship with stock volatility but was seen
to have a negative relationship in 2008 - 2010.

The impact of Thai GDP announcement on stock
volatility of the stock exchange of Thailand fell from
28% in 2004 - 2007 to 21% in 2008 - 2010 while
that of U.S. GDP announcement rose from 28% to
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33%. It is interesting to note that both Thai and U.S.
GDP announcement had the same impact on stock
volatility before the U.S. financial crisis in 2008. Stock
volatility was seen to have a positive relationship with
Thai GDP announcement in both 2004 - 2007 and
2008 - 2010. U.S. GDP announcement of 2004 -
2007 and 2008 - 2010 both have a negative relation-
ship with stock volatility of the stock exchange of
Thailand.

The responsiveness of stock volatility of the stock
exchange of Thailand to Thai Oil price announcement
was seen to fall from 41% in 2004 - 2007 to 36% in
2008 - 2010. The responsiveness of stock volatility
to U.S. Oil price announcement was also seen to 35%
to 34%. The responsiveness to Thai Oil price an-
nouncement was seen to be higher than that of U.S.
Qil price announcement. Stock volatility was seen to
have a positive relationship with Thai Oil price an-
nouncement in both 2004 - 2007 and 2008 - 2010.
U.S. Oil price announcement of 2004 - 2007 had a
positive relationship with stock volatility but was seen
to have a negative relationship in 2008 - 2010.

The effect of Thai Unemployment rate announce-
ment could not be determined because of the unavail-
ability of announcement information. The impact of
U.S. Unemployment rate announcement was seen to
rise from 28% in 2004 - 2007 to 29% in 2008 -
2010. The U.S. Unemployment rate announcements
0f2004 - 2007 and 2008 - 2010 both had a positive
relationship with stock volatility of the stock exchange
of Thailand.

Therefore, the impact of key foreign and domes-
tic microeconomic and macroeconomic announce-
ments (that of U.S and Thailand) on stock volatility of
the stock exchange of Thailand was seen to be small.
The result obtained maybe due to the inefficiency of
the Stock Exchange of Thailand in reacting to public
announcement. The Stock Exchange of Thailand may
be said to be a weak, semi- strong form of market as
these announcements are not reflected immediately in
the stock prices. The market is more insensitive to
announcements as market participants do not attach
so much importance on the announcements. An
economy that has very stable macroeconomic and
microeconomic variables or is perceived to have a
steady growth can cause the market to become more
insensitive to its macroeconomic and microeconomic
announcements. Another possibility for the small im-



pact might be the inability for market participants to
fully understand and interpret information announce-
ments at the time they are released. The relationship
of the Thai announcements to the volatility of the stock
returns during the pre-crisis and post-crisis period
remained the same even though the impact increased
for some announcements and decreased for others.
The Thai Inflation rate and Thai Qil price announce-
ments were seen to have a different relationship with
stock volatility when compared to the expected re-
sult of this research paper. The relationship of the in-
formation announcements and stock volatility of the
stock exchange of Thailand could be explained asa
result of the world economic recovery and growth
seen after 2002. The Thai economy grew strong and
was booming at this period. The inflation rate and Oil
price also rose due to the pressure from economic
growth. The Bank of Thailand’s report in 2005 stated
that in 2004 and 2005, the effect of the rising Oil price
was negligible on the Thai economy. It also stated
that even though the inflation rate rose, it did not ex-
ceed the target range during this period. During the
financial crisis, the Thai economy only slowed down
in its growth but it was still among the countries with
the highest amount of foreign reserves in the world.
Speculators, investors, brokers and the market in
general had a high positive expectation and so re-
acted positively to Thai Inflation rate announcement
and Thai Oil price announcement as well as Thai Earn-
ings announcement and Thai GDP announcement both
in the pre-crisis period and post-crisis period. The
negative relationship of stock volatility to Thai Inter-
est rate announcement might be a result of the market’s
skepticism about the Bank of Thailand’s use of the
monetary policy to control inflation in both periods.
Formost U.S. announcements, their relationships
with stock volatility were not the same during the pre-
crisis and post-crisis period. Most announcements
showed a negative relationship in the post-crisis pe-
riod. During the pre-crisis period in the U.S., the Fed-
eral Reserve continued to increase the interest rate
from time to time. The cost of borrowing was expen-
sive which in turn caused the cost of production to
become expensive in the U.S. Outsourcing became
the way out for U.S. firms. The unemployment rate in
the U.S was also low during the pre-crisis period.
These economic condition of the U.S. economy ac-
counted for the positive reaction of stock volatility of
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the stock exchange of Thailand to U.S. earnings, In-
flation rate, Unemployment rate and Interest rate an-
nouncements respectively. The U.S. economy grew
before 2004 but was seen to fall at a steady rate after
2004. The negative relationship of stock volatility to
U.S. GDP announcement in 2004 - 2007 may be due
to speculation that the U.S. economy was unstable.
Even though the effect of the U.S. financial crisis was
fully felt in 2008, the crisis had already started before
2008. The negative reaction during the post -crisis
period might be as a result of skepticism that inves-
tors, speculators, brokers and the market in general
had on the U.S. economy during the crisis period.
The economic situation of the country was not getting
any better and there were fears of further recession.
Unemployment rate rose sharply, the economic
growth fell at a fast pace and the Interest rate was
close to zero.

RECOMMENDATIONS

After analyses and interpretation, the impact of
information announcements on the volatility of the
stock returns of the stock exchange of Thailand was
seen to be small. In the industry and sector level, sig-
nificant impact of information announcement on some
industries and sectors respectively were noted. Risk
advert investors and those who intend to save their
money in financial assets should invest in stocks or
sectors or industries that are insensitive to the key
macroeconomic and microeconomic announcements
analyzed in this research paper. Risk loving investors
that venture in the sensitive stocks or sectors should
understand the impact of key macroeconomic and
microeconomic announcements. The persistence of
the impact should always be considered before mak-
ing decisions.

After analyses and interpretation, the relationship
of information announcements to the volatility of the
stock returns of the stock exchange of Thailand de-
pends on the perception of the market participants
(speculators, investors and brokers) on the economy.
In periods of boom and positive expectation, the vola-
tility of the stock returns reacted positively informa-
tion announcements. During periods of uncertainty,
the volatility of the stock returns reacted negatively to
information announcements. Market participants that



understand this trend can predict and forecast the re-
action of the volatility of the stock exchange of Thai-
land to information announcements in the future.
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