Efficiency of Financial Markets in Transition: The Case of
Macroeconomic Releases

Richard Podpiera1
July 2000

Abstract: This paper contributes to the discussion on the efficiency of newly emerged financial markets
in transition economies. We use data on one of the most developed financial markets in transition, the Czech
Republic, to investigate financial market efficiency by examining the reaction to macroeconomic releases. Direct
measure of market expectations, that is, survey data, is used to form a proxy for market expectations. The
reactions of interest rates, bond yields, exchange rates, and the stock market index are explored. We found that,
despite the fact that the survey data appear to reasonably approximate rational expectations, the Czech market
lacks basic efficiency properties. It reacts to the expected part of the news announcement, and the adjustment is
stretched over a period of several days. In the case of CPI, we found evidence suggesting that the efficiency of
the market improves over time.

Abstrakt: Tento ¢lanek prispiva k diskusi o efektivnosti novych kapitalovych trhit v tranzitivnich
ekonomikach. Za pouziti udajii o jednom z nejrozvinut&jich finanénich trhii v této skupiné zemi, v Ceské
republice, zkoumame stupein efektivnosti finanéniho trhu podle reakce na oznameni novych
makroekonomickych dat. O¢ekavani trhu métime pfimo, pracujeme s vysledky prizkumu mezi ucastniky trhu.
Zamétili jsme se na reakci urokovych sazeb, vynosu dluhopisu, sménného kurzu koruny a akciového indexu. I
kdyz ocekévani je podle naSich vysledkl ptiblizné racionalni, ¢esky financni trh se zda byt vyrazné neefektivni
nebot’ pti oznameni novych udajii reaguje i na o¢ekavanou ¢ast publikovanych Cisel a navic uplné ptizptisobeni
trhu trvalo n€kolik dni. Testy strukturalnich zmén naznacuji, ze v piipad€ spotiebitelskych cen se efektivnost
trhu zlepsuje.
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