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Abstract

We characterize the price discovery in three emerging EU stock markets—the Czech
Republic, Hungary, and Poland—by employing high-frequency five-minute intraday
data on stock market index returns and four classes of EU and U.S. macroeconomic
announcements during 2004-2007. We account for the difference of each
announcement from its market expectation and we jointly model the volatility of the
returns accounting for intra-day movements and day-of-the-week effects. Our findings
show that real-time interactions on the new EU markets are strongly determined by
matured stock markets as well as the macroeconomic news originating thereby.
Monetary news has virtually no impact on stock returns while U.S. prices affect all three
markets. The real economy announcements have varying effects but the news on the EU
current account affects all three markets in a uniform manner. Only some EU economic
climate and confidence announcements affect stock returns. In general, differences in
results across markets are driven by differences in key market participants. Volatility of
the returns is accounted for at the beginning and end of the trading session and it
declines dramatically during the rest of the day. All three markets also show a decrease
in volatility by the middle of the business week. Our findings yield insights into the
process of stock market integration in the EU as well as portfolio allocation on the new
EU markets.

Keywords: price discovery, stock markets, intra-day data, macroeconomic news,
European Union, volatility, excess impact of news
JEL Classification: C52, F36, G15, P59

* CERGE-EI, Charles University and the Academy of Sciences, Prague, Czech Republic; The
William Davidson Institute, Michigan; and CEPR, London.

** CERGE-EI, Charles University and the Academy of Sciences, Prague, Czech Republic; The
William Davidson Institute, Michigan, CEPR, London; and the Euro Area Business Cycle
Network.

We would like to thank John Banko, John Brinkman, Dana Hajkova, T.A. Chola, Petr Koblic,
Magdalena Malinowska, Petr Zemcik and participants at the FMA (2008) and BESI (2009)
conferences for helpful comments. GACR grant (402/08/1376) support is gratefully
acknowledged. The usual disclaimer applies.



Abstrakt

Analyzujeme proces tvorby cen na tiech rozvijejicich se finan¢nich trzich EU (Ceské
republice, Mad’arsku a Polsku) pii pouziti vysokofrekven¢nich pétiminutovych dat. Pfi
analyze jsou pouzita data z obdobi 2004-2007, kterd klasifikuji makroekonomicka
oznameni do Ctyf rtiznych kategorii a analyzuji jejich vliv na vynosy akciovych indext
na téchto trzich. V na$i analyze bereme jednak v potaz odchylky zprdv od jejich
oc¢ekavani na trhu, pfi modelovani volatility vynost jsou zohlednény jak vnitro denni
pohyby, tak i efekty na denni bazi (konec tydne apod.). NaSe vysledky ukazuji, ze
okamzité reakce novych EU trhi jsou siln¢ urovany rozvinutymi kapitdlovymi trhy,
stejn¢ tak jako makroekonomickymi zpravami, které jsou snimi spjaté. Zpravy
monetarniho charakteru nemaji téméf zadny vliv na chovani akciovych vynosi, zatimco
makroekonomické zpravy souvisejici s vyvojem cenové hladiny v USA ovliviyji
vSechny tfi trhy. Oznédmeni charakterizujici vyvoj realné ekonomiky maji rizny efekt na
jednotlivych trzich, ale zpravy o saldu béZného tctu v EU ovliviiuji vSechny sledované
trhy stejnym zplisobem. Poznamenejme, Ze pouze nckteré EU oznameni o davére
v ekonomiku (,,economic confidence ,, a ,economic climate®) ovliviuji vyvoj
akciovych vynost. Obecné se da fici, ze rozdily mezi jednotlivymi trhy, zejména co se
tyce vySe zminénych interakci, mohou byt vysvétleny rozdily mezi hlavnimi hraci na
trhu. Pfi analyze volatility vynost zohleditujeme pfi estimaci specificky vyvoj béhem
zacCatku a konce obchodovani kdy je voalitilta nejvyssi.Volatilita béhem zbyvajici ¢asti
obchodniho dne siln¢ klesa. VSechny tii trhy také ukazuji pokles volatility uprostied
tydne. NaSe vysledky lze pouzit ptfi hlubsi analyze integrace kapitdlovych trhii a
portfoliovych investic v novych zemich EU.



