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Do Pre-Announcement Prices Contain Information?

Non-farm Payroll Release on Aug 1st 2008 10-year T-notes Futures Price on Aug 1st 2008
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Improve survey measures

» Firstly, the paper provides a theoretical underpinning of the link between survey measures
and orderflow information

» Secondly, it tests the information content of orderflow on bond markets about upcoming
macroeconomic releases

» Finally, it incorporates orderflow information into measures of expectations

Theoretical Underpinning of Link Between Information and Prices

US and Euro Area Data Used in Study

» Informed trading will be reflected in prices
» The model is a Hellwig (1980) type model from Vives (2008)
» Capture price action around the release of macroeconomic announcements.

» We model the release of a macroeconomic statistic, ¢, as stochastic variable in 2-period
model (see paper for full model)

» Price dynamics after release

» Intraday returns on German Bunds and US T-note futures contract since July 2003

» Covers a set of the most important indicators: US non-farm payroll, US CPI (MoM), US industrial Production, US
ISM manufacturing confidence, US ISM non-manufacturing confidence, US Retail Sales, GE IFO business
sentiment indicator and GE ZEW indicator. Survey and actual releases of announcements are from Bloomberg
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» Two factors determine the pricing dynamics:
» The surprise content of the macroeconomic release, i.e. (( — v), where v is the survey expectation.

Estimation Results - EA Estimation Results - US

vE4 in regressions based on German Bunds futures contract data

~E4 in regressions based on US T-note futures contract data
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» A negative (positive) return prior to announcement = expectations of a more positive
(negative) release

» Hence 124 < 0 < pre-announcement prices contain informational value
» By re-arranging the conditional mean specification we obtain

» Announcements with the highest market impact are

Hit ratio of the market-adjusted expectation and Bloomberg survey measures
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» Forecast errors of the market-adjusted expectation
measure is not improved, but appear to be better at
capturing the directionality of the surprise, i.e.
whether the release surprises positively or negatively

For announcement k, r; is the return 1 minute before release to 4 minutes after release, r;_4 is respectively the 10-, 15-, 30- and
60-minute return prior to release, Dy is a dummy taking value 1 on announcement days and (¢¥ — v/) is the surprise, i.e. actual
outcome minus the survey expectation

» Paper can be downloaded at www.juloverby.dk
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