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Abstract
This paper provides comprehensive evidence on the impact of IMF-related announcements on returns in both the financial and real stock sectors in Indonesia during the Asian crisis. We find that favorable IMF policy news and IMF-related news increase financial sector returns, while they have a rather mixed impact on real sector returns. On the other hand, unfavorable IMF-related events tend have a lesser effect on both sectors than favorable news. The results suggest that during the Asian crisis IMF-related news affected the financial sector more than the real sector and IMF actions hence did not turn a financial crisis into a real crisis. Another important finding is that a negative reaction by the local authorities to suggested IMF policies may reverse the initial, positive impact of IMF policy actions on asset returns in the financial sector. Favorable public reactions also are found to have an important impact on both sector returns. Our results show in the case of the government’s unwillingness to meet its commitment to the IMF programs, investors would disregard the possible positive effects of IMF programs. An important implication of our findings is that the net wealth effect of IMF-related news on investors in private financial markets may be best gauged by considering the actions of not only the IMF, but also the attitude of both the government the public regarding IMF actions. 
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1.	Introduction

In the past decade several countries have experienced financial crises. Many of these countries have turned to the IMF for financial and technical assistance. In turn, the IMF has advised the crisis-countries and imposed some tough conditions to relief the negative effects of the crisis and move the economy on a growth path.[footnoteRef:2] However, the impact of Fund programs on economic activity and financial market recovery in a crisis is highly debated. There have been opposing views of the success of the IMF as helping the affected countries recover from the crisis and establish long-run economic growth. First, some observers argue that such programs restore investor confidence and are therefore necessary for financial stability. For example, regarding the nature of IMF programs during the Asian crisis, Michael Camdessus, then the Managing Director of the IMF, stated: “Instead of austerity measures to restore macroeconomic balance, the centerpiece of each program is a set of forceful, far-reaching structural reforms aimed at restoring market confidence. The reforms included in these programs will require vast changes in domestic business practices, corporate culture, and government behavior” (IMF Survey, Volume 27(4), February 23, 1998, p.49). On the other hand, other observers dispute this view and argue that such structural and microeconomic conditions imposed by the IMF may undermine political support for necessary reforms and hence destabilize investor confidence (Eichengreen, 1999). Regarding the IMF assistance to Mexico in 1995, Friedman (1998) also argued that IMF assistance may create creditor moral hazard in that it encourages investors to take an excessive risk because they would believe that an expected IMF support to a crisis-country may provide an implicit guarantees to its creditors (i.e. IMF bailouts) when they lend and invest in countries in trouble. In addition, some observers have argued that the IMF may act as a lender of last resort in a crisis by making sufficient funds to crisis countries and hence can play the role of an international financial institution and secure a world financial order, while others have suggested that such lender of last resort operations may not be desirable because of potential moral hazard effects of IMF lending and may not also be effective due to IMF’s limited financial resources.[footnoteRef:3]  [2:  For detailed studies of the crises and the IMF's response, see, among others, Lane et al. (1999) and the IMF Independent Evaluation Office report (2003). 
]  [3:  See, among others, Mann (1998), Fischer (1999), Sachs (1999), Stiglitz (1999), and Cline (2005).] 

Overall, the impact of IMF programs on crisis countries seems ambiguous. In this paper, we focus on the impact of IMF actions on private financial markets and provide comprehensive evidence on the effectiveness of IMF assistance on asset market performance in Indonesia during the Asian financial crisis. We provide evidence from both financial and real sectors and cover news related to not only IMF actions but also the reaction of the government to IMF policies, the public sentiment about the implemented IMF and government policies, and other underlying situation in the crisis. Because asset returns are forward looking, they provide information about the expectations of investors’ about the effectiveness of IMF programs. Besides its importance for investors, our results have implications for the role of the IMF as the last lender of resort and hence contribute to the recent debate on the effectiveness of international institutions in securing a world financial order. 
Although a growing number of studies have examined the impact of IMF actions on asset market returns (summarized in the next section), the majority of these studies focus mainly on financial sector returns because this sector is believed to be at the center of the reasons for the financial crisis (Harvey and Roper, 1999; Krugman, 1998; Stiglitz, 1999). We also focus on real sector because IMF actions not only affected financial sector returns, as significant changes in real sector returns also took place. As far as real sector, we focus on basic materials, consumer goods, and industrials as they make a significant portion of GDP. We believe that the net welfare cost or gain of IMF actions to shareholders can be best understood by examining the developments in both financial and real sectors in response to such IMF news. In this paper we therefore shed some light on the following related questions: How did IMF actions affect financial and real sector returns? During the Asian crisis, the IMF subscribed to restrictive macroeconomic policies in terms of fiscal discipline and higher interest rates while providing liquidity to the financial sectors. Did then the IMF turn a financial crisis into a real crisis by advising restrictive monetary and fiscal policies, which likely favored the financial sectors at the expense of real sectors? Among different real sector categories, did some particular sector returns like consumer goods perform better at the expense of others such as industrials?[footnoteRef:4] To answer these questions we investigate market reactions to IMF program announcements comparing stock market returns in financial and real sectors. This is the first comprehensive study focusing on real versus financial sector reactions to IMF policy actions and their domestic implications.[footnoteRef:5] Not only do we account for the impact of news regarding IMF policy actions but also the government’s reaction to and willingness to implement such policies and the public sentiment about the implemented IMF and government policies. Previous studies have mainly focused only on the IMF actions on financial markets, overlooking how the reaction by the local authorities and the public might affect investor behavior.  [4:  We are grateful to an anonymous referee for suggesting this line of motivation, which sharpened our analysis. ]  [5:  In an earlier study, Evrensel and Kutan (2007) study the impact of IMF programs on different sectors but they focus only two types of news (program announcements and negotiations). We focus a larger set of IMF-related news, as well as news related to both the local authorities’ and public’s reactions to IMF news and the political environment of the country. ] 

We focus on Indonesia for several reasons. First, the Indonesian economy suffered the most from the crisis in the region (Cerra and Saxena, 2000). According to Berg (1999), in 1998 real GDP of Indonesian economy declined by 13.7 percent, but the decline was much smaller in Korea (5.8 percent) and in Thailand (about 9 percent). Second, the Indonesian government signed several agreements with the IMF at the beginning of the crisis, and IMF advice continued after the first agreement signed on October 31, 1997 (Hill, 2000). Third, during the crisis period, there had also been several policy actions by the government, either independent of IMF programs or in conflict with the IMF’s position, such as the introduction of a currency board. Such government actions might have contributed to the crisis to the extent that investors perceived the actions not credible because of the potential special relationship between the government and corporate sector. Berg (1999), for example, argued that the close relationship between government officials and the banking system as well as certain private sector participants, especially in Indonesia and Korea, brought about weaknesses in corporate governance and, among others, might have augmented the crisis in important ways. Fourth, a significant level of political violence was observed in Indonesia during the crisis. The violence included ethnic and religious violence in general, and the regional violence in East Timor, Aceh, and Irian Jaya, in particular. Besides such violence, political demonstrations, riots, and chaos took place almost on a daily basis and climaxed in the wake of the resignation of President Suharto. As a result, focusing the analysis on Indonesia is interesting because it allows us to learn about investor behavior and their reaction to IMF assistance in an environment with significant government reaction to IMF actions and political uncertainty. If IMF assistance is successful especially in such stressful environments (i.e., government instability and political unrest), beyond financial stress, by restoring investor confidence, then the role of IMF in providing an international order may be more important than previously thought.
In the next section, we provide a brief review of the literature and further explain our contribution. Section 3 discusses the chronology of key IMF-related events, as well as the other news surrounding the crisis. We discuss our methodology in Section 4, while Section 5 provides a discussion of how we interpret the impact of IMF-related news on asset returns. In section 6, we describe our data and provide some descriptive statistics, while empirical results are reported and discussed in Section 7. Section 8 concludes the paper.
2.	Previous Studies and Our Contribution
There is scant literature on the effects of IMF events on stock prices.[footnoteRef:6] Available literature on stock markets focuses on the response of international bank creditors rather than on local financial companies. Kho and Stulz (2000) examine the impact of IMF assistance on the value of bank stocks, both local and international, during the Asian financial crisis. They conclude that the IMF programs had a positive but small effect on international bank values, while the effect on crisis countries’ banks was insignificant. In a related study, Dong, Kho and Stulz (2000) investigate the impact of the announcement dates of IMF support programs on the abnormal returns of the U.S. banks during crises in Mexico, Brazil, Korea and Russia, and they report results similar to those as in Kho and Stulz (2000) in that these banks tend to earn high abnormal returns. Zhang (2001) investigate the impact of the IMF announcements during the Asian crisis on international bank equities in Korea and find evidence consistent with Kho and Stulz (2000) and Dong et al. (2000). Overall, these studies found that IMF news has a significant positive influence on international bank returns, but the impact on banks of the crisis countries is either not studied or only briefly mentioned as insignificant.  [6:  Most studies analyze the effects of IMF-related news with respect to the bond markets. In this section, we summarize the studies on stock markets. Evrensel and Kutan (2008a) and Eichengreen, Kletzer and Mody (2006) estimate and also provide a review of previous studies on the effects of IMF-related news in the bond markets.] 

Brealey and Kaplanis (2004) look at a broad sample of IMF programs, other than those implemented during the Asian crisis. They also study a wider range of financial assets than those included in Kho and Stulz (1999) and Dong et al. (2000). They find a substantial decline in a variety of asset prices in the weeks leading up to the announcement of the IMF programs, but there is no evidence that the announcement of the IMF support caused any part of these wealth losses to be reversed.
Hayo and Kutan (2005) investigate the reaction of composite stock market returns and volatility in a diverse group of six emerging markets to a different set of IMF events, such as delay of loans, program approvals, etc. They find that, on average, negative (positive) IMF news reduces (increases) daily stock returns by about one percentage point. The most influential single event is the delay of loans from the IMF, which reduces stock returns by about one and a half percentage points. IMF news does not appear to have a significant impact on the volatility of stock markets, which may act as a proxy for risk. Evrensel and Kutan (2007) examine the impact of IMF news on daily financial sector stock returns in Indonesia, Korea, and Thailand. They consider two sets of news items, namely IMF program negotiations and their approval and find significant impact of IMF news on both financial and real sectors.
In this paper, besides banking sector, we provide specific evidence on financial sector that includes insurance, investment companies, real estate, and other related financial sectors in Indonesia. In addition, we also include three major real sectors, namely, the basic material, consumer goods and industrial sectors. Basic materials, which include basic resources, chemicals, forestry and paper, metal and mining; the industrial sector, which include aerospace and defence, diversified industrials, electronic and electrical goods, and accounted for the largest share of GDP during the crisis period; and the consumer goods sector that include automobiles and parts, food and beverages, health, household goods and textiles, personal care, pharmaceuticals and tobacco, accounted for some 25% of GDP in 1998. The biggest companies in these sectors were also owned by the same conglomerates that owned banks that failed during the crisis. It is, therefore, interesting to note how the performance of these sectors might be similar or different from the banking and the financial sectors. During the Asian crisis, the IMF advised tight monetary policy by supporting high interest rates in order to restore confidence in the currency. There is therefore a good reason to think that the effects of IMF news might affect these sectors differently, especially if there are other factors driving them, such as international commodity prices (for basic materials), imported input prices and interest rates (for industrials), and interest and inflation rates (for consumer goods). 
Our empirical investigation differs in other ways from many of the previous studies. First, previous studies mainly consider the impact of IMF programs on asset returns. They do not account for the reaction by the government and the public to IMF policy and actions. In this paper, besides IMF policy news, we also account for news about the underlying situation in the country, local authorities’ policy reactions to IMF programs, reactions of public to the implementation of IMF polices in terms of political unrest and riots, and any other ongoing news that could affect the financial markets. Second, previous studies focus on international bank stock returns, financial sector returns or composite (aggregate index) returns but we also include real sector returns. Because IMF actions would also affect returns in real sectors, such as industrial and consumer goods, the overall wealth implications of IMF actions for investors may be best captured by studying both financial and real sectors. If IMF-related news increases financial sectors returns, but decreases returns in real sectors, an investor holding both assets may end up with a net welfare loss. Third, our study aims at drawing more generalized conclusions on the impact of IMF-news on the real sectors by expanding the earlier studies that investigate the impact of IMF bailouts on real sectors during other crises, such as those in Mexico, Brazil, Korea and Russia (i.e., Dong et al., 2000). Following Kho and Stulz (2000) and Dong et al. (2000), we use an event-study methodology to capture the wealth effects of IMF actions in both financial and real sectors. 
In the next section, we describe the chronology of events and classify the events from different angles to better capture the overall effect of the IMF actions on investor wealth.
3.	Event Classification and Chronology of Events 
The decision to select IMF-related events is a difficult one. Usually there is a sequence of events that leads to the official announcement of a rescue package by the IMF. The major problem with just focusing on IMF actions is that during the same period these are not the only events that that could affect stock returns.[footnoteRef:7] This is a major problem especially in our case because during the crisis period Indonesia had experienced several other events such as political unrest, government instability, and significant reaction to IMF assistance by the government and news by both the public and local people. We therefore categorize the events in a comprehensive way. In particular, we have the following event categories:[footnoteRef:8] [7:  Cornell and Shapiro (1986) for example could not identify days with significant impact during the 1980 debt crisis. Kaminsky and Scmukler (1998), on the other hand, start with days with high returns and find that agreements with international organizations are usually contemporaneous with them.]  [8:  We are grateful to an anonymous referee for guiding us in categorizing events in this fashion, which greatly improved the presentation and the quality of the paper.] 

(1) News about the underlying situation. They capture the environment prior to the crisis in the country and the government’s request to ask for help from the IMF. 

(2) News about the IMF’s policy reaction. They summarize how the IMF reacts to the crisis and the request from assistance from Indonesia, as well program approvals and conditions imposed on the government to keep receiving IMF assistance.

(3) News about the local authorities’ policy reaction. They show how the local authorities, including government and key governmental organizations, react to IMF’s assistance and conditions.

(4) Reaction by the public and companies to local authorities’ polices following IMF help/agreements, including political unrest, riots, etc.

(5) Other ongoing news during the crisis period that might affect the financial markets.


We present the details of IMF related events in Table 1. Column 1 presents the date of the event, while column 2 presents the event descriptions. In column 3, we give event classifications as above. In addition, in column 4, we further classify the news into good news bad news to see how such news in general had affected the market sentiment and hence returns, in both financial and real sectors. Arguably, the designation of good and bad news is subjective. In this study, we classify a news as good if it was expected to affect market sentiment positively. This includes news of IMF program approvals and news about government actions that are in line with IMF provisions. We classify bad news as those that would adversely affect market confidence, which include announcements of government policy that run against its commitments to IMF programs and political instability arising from unfavorable IMF policy actions. Announcements of IMF policies may not be as clear cut, however. This is because the market might view the adoption of IMF programs not only as a positive signal, but also as a sign of economic frailty or the government’s incapacity to tackle the crisis. However, such double interpretations became more common after the Asian crisis, and for this study we assume that news were either good or bad (for the market).
As we discuss the news in a chronological order, we also present the raw stock returns in Indonesia during the critical event days to see how markets reacted to crisis-related events. These raw returns are reported in Table 2. 
In the past, the government of Indonesia has managed to use its access to multilateral financial organizations, such as the IMF, in a credible way. Thus, there was no hesitation to use this access, publicly, once more. Such a step was deemed to be able to stem the panic. This was different from the Korean case, whose government contacted the IMF in secret, with the assumption that such news would give the impression that the government was not in control of the situation. The 1997-1998 crisis in Indonesia was influenced by political development in the country as well. Agreement with the IMF was struck four times within several months. What characterized these agreements was the almost immediate reversal of position by the Indonesian government right after the signing of the agreements. In a chronological order we summarize these programs below and also discuss the underlying news related to each program.
The November 1997 IMF program
In September 1997, with the continuing decline of the rupiah, the government of Indonesia notified the IMF that it might need a ‘precautionary’ arrangement. On October 8, 1997 when the government requested help from the IMF stock returns increased by 4.79% in Financials and 3.95% in Banks, while real sectors had much milder reactions (Table 2). Subsequently IMF missions visited the country in October. The first agreement was announced on October 31, 1997 and signed in November. According to this agreement, key policies to be implemented included the following: “First, the authorities will maintain tight fiscal and monetary policies, designed to stabilize financial conditions and narrow the current account deficit. Substantial fiscal measures have been put in place to keep the budget in surplus, despite the cyclical downturn, while monetary policy will be kept tight. Second, prompt and decisive action will be taken to restore the health of the financial sector, including closing unviable banks. Third, a broad range of structural reforms will be implemented, including liberalization of foreign trade and investment, dismantling of domestic monopolies, allowing greater private sector participation in the provision of infrastructure, and expanding the privatization program” (IMF Press Release, November 5, 1997).[footnoteRef:9] The program had the objective of restoring market confidence by maintaining prudent macroeconomic policies, addressing weaknesses in the financial sector, including the closure of 16 banks; and undertaking structural reforms to improve economic efficiency. On the first trading day after the announcement of the program on October 31, 1997 stock returns declined by -2.05 % in Financials and -3.51 % in Banking sectors while the reaction in real sectors was much milder in real sectors in general and positive with a 4.42 % in Basic Materials in particular.  [9:  See http://www.imf.org/external/np/sec/pr/1997/pr9750.htm.
] 

There were no significant political events taking place on the date of the announcement, nor immediately after, and the market responded positively in the first couple of days after the announcement. The day after the announcement of the IMF agreement, the government closed 16 banks and the rupiah improved in the next couple of days. However, on November 5, 1997, a bank partly owned by a son of the President filed a lawsuit against the Finance Minister and the central bank Governor. Stock returns fell in all sectors. On November 7, 1997, the government reversed its decision to halt 15 large infrastructure projects. Stock returns continued falling, with the highest fall of -3.43% in Banks. Despite a visit by the IMF Managing Director on November 11, to which the investors reacted positively by 4.39% in Industrials and 2.10% in Banking, the President’s son bought a small bank on November 23 and began operations on the premises of his old bank. Stock returns declined by -6.68% in Banking sector, and -4.62% in Financials with milder falls in real sectors. 
At the end of December, on December 30,1997, the Jakarta court decided to delay the liquidation of another bank owned by the President’s half brother (IMF /IEO, 2003). Real sectors reacted positively with Basic Materials increasing by 5.81% and Consumer Goods increasing by 3.50%. The government’s position was neither unified nor firm. The economic ministers, who were in favor of the IMF program, were undermined by the President and his relatives, whose interests were in danger of being swept aside by the IMF program.
The January 1998 IMF program
In November and December 1997, the political dimension of the crisis began to appear. Ethnic and food riots began to take place more often. The President fell sick in early December and raised questions about succession. The IMF drew up another agreement with detailed structural reform agenda, accommodating the opinion of IMF’s major shareholder’s government that extensive structural reform was needed. The IMF Managing Director attended the January 15 signing of the program. On the day, stock returns rallied by 25.45% in Banking sector, 19.05 % in Financials while Basic Materials responded most among the real sectors up with 10.36%, and returns in Consumer Goods and Industrials were up by 2.65 % and 1.57%, respectively. The program included provisions to cancel 12 infrastructure projects, cancelation of privileges for the National Car Project owned by the President’s son, elimination of state agricultural products distribution monopoly, elimination of the clove marketing monopoly, also owned by the President’s son. However, the program was never presented to the IMF Executive Board because revised budget targets became immediately irrelevant due to the rapid depreciation of the rupiah (IMF/ IEO, 2003).
The next day, on January 16, the rupiah was reported to take another plunge, while food riots were reported. On January 27, the government announced a blanket guarantee on commercial banks. Stock returns were up by 7.44% in Banks and 9.81% in Financials. Consumer Goods were up by 8.04% while Basic Materials and Industrials were up by 1.47% and 2.92%, respectively. On February 12, the President replaced the finance minister and the government indicated that it would opt for a currency board arrangement. Financial sector reacted negatively with a fall of -7.19% and real sector reacted positively with a rise of 7.68% in Basic Materials, 1.67% in Industrials, and 1.54% in Consumer Goods. 
News of food riots continued to be reported during the months of February and March, while the government and the IMF disagreed on the currency board issue. On March 10, 1998, the President was re-elected. Real sector reacted positively with a 5.16% increase in Industrials and 2.46% increase in Basic Materials sectors and financials and banks increased by 1.86% and 1.08%, respectively. On March 21, under pressure from the IMF and other countries, the currency board option was dropped. Returns are dropped by -1.52% and-0.72% in financials and banks, respectively and by -4.29% in consumer goods and -2.55% in Basic Materials. After the re-election the President seemed to be supportive of IMF program and the government worked toward another agreement with the IMF.
The April 1998 program
On April 8, a new agreement was announced. In the April agreement, the fiscal position was relaxed, allowing a deficit of 4.7% of GDP. Interest rate was also raised sharply. The program also included the elimination of subsidies on agricultural products, privatization of state-owned enterprises, and the lifting of restrictions on foreign investment. Real sectors reacted most with a fall of 4.16% in industrials accompanied by increases of 1.84% in Basic Materials. The President then took a step to increase fuel prices on May 5. Initial reactions were mixed with returns increasing by 13.34% in industrials and financials and falling by -2.65% in Banks. This triggered demonstrations and protests on the same day and up until May 9. On May 12, demonstrators at a university in Jakarta were fired upon, resulting in civilian casualties. Protests on May 13 and 14 soon turned into riots, which lasted for almost two weeks, culminating in the resignation of the President on May 21. Market reaction was positive in all sectors. Returns were up by 2.99% in banks and 6.60% in financials. In all real sectors prices were up; by 6.02% in Basic Materials, 3.14% in Industrials, and 4.53% in Consumer Goods. This marked a breaking point during the crisis. The new President, Habibie, prioritized on economic stabilization and rescheduled public debt. The IMF and the government negotiated a new program, which was announced on June 24, 1998. The agreement included measures to deal with bank restructuring. Reactions were positive in financials and banks, up by 3.48% and 1.65%, respectively. Reactions were slightly negative in real sectors such as Basic materials that experienced a fall of -2.76% and industrials that fell by -0.76% while there was a -0.44% increase in Consumer Goods. 
The raw returns presented here do not have any statistical support and hence may not capture the true wealth effect reflected in cumulative abnormal returns. To deal with this issue, we use an event-study methodology. In the next section we explain the methodology and Section 5 describes the data set and reports our empirical results.
4.	Methodological Issues
We investigate the extent to which IMF-related announcements have an effect on asset values, using the standard event-study methodology commonly used in finance. Stock returns contain expectations of investors about future economic activity when market participants learn about IMF related announcements. Event studies are based on the presumption that the market impounds all new information in stock prices immediately. The return to a country’s stock market provides a forward-looking measure of changes in expected future economic activity (Kho and Stulz, 2000). Following them, we account for shocks to aggregate economic activity through each sector’s exposure to the stock market and use the abnormal returns (AR). In order to understand whether there is something unique to each sector’s exposure to events related to IMF actions during the crisis we need to account for the impact of news/shocks on aggregate economic activity in each sector. Since stock prices are forward looking, we have to consider changes in expected future economic activity in each sector when market participants learn about them. A systemic risk should affect all firms in all sectors. We therefore account for shocks to a specific sector through the exposure of that particular sector to the stock market and use abnormal returns. For example Kaminsky and Schmukler (1998) and Kutan and Evrensel (2007) use returns on specific days of the Asian crisis for their analysis of the Asian crisis. In contrast, we use ARs of each sector. ARs are measured in excess of the market, and thus cannot be predicted on the evolution of the stock market during the crisis. Hence if asset values fall, for example, in the banking sector only because stock market falls, the AR is zero irrespective of why the stock market fell. If that were the case, a fall in the stock market brought about by an IMF-related news could lead to a fall in bank values but there would be nothing specific to the banking sector about the impact of IMF related news on bank values. Therefore, our methodology is designed to differentiate the impact of IMF related news that is unique to banks as opposed to the impact they have on the whole economy. Accordingly, we investigate ARs in each sector in excess of the market returns on important dates of the crisis. 
When using the event study methodology, the initial task is to identify the events and the event window, the period over which stock prices will be examined. In our case we define an event as the arrival of news related to the crisis in Indonesia. This is a difficult and manual job. As described in the data section below we use a number of data sources and hand collect the events. Choice of the event window entails some arbitrariness in a study like this (Kho and Stulz, 2000). One difficulty with defining the event window is that it is not always clear when an event takes place. As we describe in detail in the data section we take into account the time differences and for example an event taking place in the US on day t gets incorporated into prices in Indonesia on day t+1. Still we do not know the intraday timing of the announcements. Therefore we use a conservative approach. We use a two-day event window (t=0, 1) the day of the announcement and the day after the announcement to capture the price effects of announcements, which occur after the stock market closes on the announcement day [footnoteRef:10]. A second difficulty is when event windows overlap in calendar time. Due to the nature of the crisis, sometimes news arrival is fast, and in consecutive days we have a series of news of different nature. For example, IMF makes and announcement and the government reacts to it and then the public reacts further and riots erupt. We calculate ARs for such event clusters by using extended event windows. In Table 4 we give the details of such extended event windows in historical sequence of events.  [10:  We have made alternative estimations using one day (t=0) and 3 day (t=-1, 0,1) event windows. Conclusions do not change. ] 

In order to appraise the event’s impact we require a measure of abnormal return. The abnormal return is defined as the actual ex-post return minus the normal return over the event window. The normal return is defined as the return that would be expected if the event did not take place. There are various choices for modelling a normal return. We use the market adjusted return model as we describe above where the normal return is the market return. The market adjusted return model assumes that each sector would have a stable relation to the market and have a market beta of 1.[footnoteRef:11] In our case pre-event estimation period has different characteristics and risk return dynamics from the period we use for the crisis, therefore it is not reasonable to use returns in pre-event estimation period as a normal return parameter. The crisis period itself, cannot be used for estimations as it is the event period. Therefore the most reasonable choice under the circumstances is to use the market adjusted returns model where an estimation period is not required to obtain parameter estimates.[footnoteRef:12] [11:  We have conducted alternative estimations using to more estimates of normal returns. First, we used the CAPM as the underlying asset pricing model using an estimation period of two years and data ending 20 working days before the crisis period. Conclusions do not change. Second, we used a constant mean return model where we estimated the constant mean over the two years ending 20 working days before the crisis period starts. In both cases, conclusions do not change.]  [12:  Brown and Werner (1980, 1985) report results are not very sensitive to the model choice and attribute this to the fact that the variance of the abnormal return is frequently not reduced much by choosing a more sophisticated model.] 

We look at the changes in stock returns separately for each industry. The abnormal return of sector j on day t, ARjt, is defined as the difference between daily return, Rjt, and the market return:  ARjt=Rjt- Mt).  The return on day t is the log difference in stock prices between two successive days, Pjt and Pjt-1. Market return (Mkt) is defined in a similar fashion, as the log difference of the levels of the Composite Index in Indonesia for two successive days. We calculate cumulative abnormal returns for each industry j (CARjt) on event day t and test whether they are different from zero following the procedure and using the test statistics described below (Brown and Warner, 1985; Campbell, Lo, MacKinley, 1997). 


where (CART)= (ART)/(T+1)½ and (ART) is the variance  over T days during the event period.
		Before we turn to our empirical findings, we first provide a discussion of how we interpret the impact of IMF-related events on assets returns.  In the light of this discussion, we develop our specific hypotheses regarding the impact of IMF actions on asset returns.
5.	Interpretation of the results regarding IMF assistance and hypothesis development[footnoteRef:13] [13:  This section draws on Evrensel and Kutan (2008b)] 

		It is difficult to interpret financial markets’ responses to IMF-related news. If such news increases stock returns, there are two conflicting interpretations of this result. One explanation is the so-called catalytic effects of IMF programs, which suggests that IMF support in terms of liquidity provides financial stability to crisis countries by encouraging private lenders to continue providing liquidity. Other explanation includes both debtor and creditor moral hazard effects. Debtor moral hazard interpretation suggests, due to IMF support, governments may not implement necessary reforms advised by the IMF because they are politically costly. Creditor moral hazard explanation argues that investors would invest more on prospective program countries’ assets, because they would expect implicit guarantees from the government in case of a loss and this would be paid by using some portion of the IMF support.[footnoteRef:14] In addition, some sectors may have close relations to the government and expect additional liquidity from the government for their risky investment. Hence, stock market returns would increase when investors anticipate a forthcoming IMF program.  [14:  Evrensel and Kutan (2006) develop an IMF-induced creditor moral hazard framework under alternative assumptions of asset bubbles and implicit guarantees and empirically test their model for Indonesian and Korean stock markets. They find strong evidence of creditor moral hazard for Korea but weak support for Indonesia.] 

[bookmark: bbib1]		The event study methodology we use enables us to distinguish between the expectations of investors in different industries. Sectors that expect implicit guarantees or additional liquidity from the government will react positively relative to the market in general. Otherwise market reactions will be neutral or negative in sectors that do not expect such guaranties or additional liquidity. To deal with these conflicting interpretations of IMF actions, following Evrensel and Kutan (2008b)[footnoteRef:15], we rely on the findings of a recent theoretical model developed by Corsetti et al. (2006) who developed liquidity and moral hazard effects of IMF support. [15:  Evrensel and Kutan (2008b) use the Corsetti et al. (2006) model to interpret the impact of IMF programs on the forward foreign exchange market in Indonesia. ] 

Corsetti et al. (2006) derive a theoretical model where the catalytic effects and moral hazard arguments are evaluated under certain assumptions[footnoteRef:16]. They show that a large IMF assistance reduces the probability of a crisis and raises expected gross national product (GNP) by having both direct and indirect positive catalytic effects. In the case of former, IMF support helps reduce the amount of illiquid investments that need to be liquidated. Regarding indirect effects, IMF support in terms of liquidity can encourage private investors to retain their funds in the program country. Corsetti et al. (2006) also demonstrate that liquidity support by the IMF does not necessarily always induce moral hazard problems. According to their theoretical model, moral hazard takes place only when the probability of a speculative run is high. Otherwise, liquidity support by the IMF encourages a program country government to have incentives to implement costly policies and reforms. In this case, we expect an increase in the program country’s real gross domestic product (RGDP) and hence stock returns, which are forward looking, capturing a higher expected RGDP level. [16:  For space considerations, we do not discuss the Corsetti et al. (2006) model in detail here. See Corsetti et al. (2006) and Evrensel and Kutan (2008b) for the theoretical derivations and the details.] 

Based on the implications of the Corsetti et al. (2006) model, we interpret our findings regarding IMF actions as follows: If returns in a particular sector is found positive, assuming the probability of a speculative run in this sector is not high, this finding will be interpreted such that liquidity support by the IMF will encourage the government to implement costly policies and reforms in that sector, producing higher abnormal stock returns, which reflects a higher level of sectoral earnings in the future. On the other hand, if returns in a particular sector is found negative, assuming that the probability of a speculative run is small, this would imply that a government’ willingness or efforts to implement economic reforms in that sector is low and we would expect a decline in this sector’s RGDP and hence stock returns. 
Given the above arguments, we can describe our main hypothesis regarding IMF policies as follows: Policies that signal liquidity or inject direct liquidity increase asset returns in both financial and real sectors, while those IMF policies that signal that IMF may stop injecting liquidity to the crisis country, due to the opposition of the local government to her policies or the lack of support by the public regarding IMF actions, resulting in political uncertainty, will lower asset returns. There is ground to believe that the effect of IMF support will be similar in both the financial and real sectors, especially in a highly-linked economy as Indonesia was in the 1990s, where the top 15 business families are estimated to own some 62% of the corporate sector (Claessens and Djankov, 1999) across different business lines. In addition, in terms of moral hazard and implicit guarantees issues, there is sufficient evidence that all sectors had implicit guarantees during the crisis.[footnoteRef:17] Implicit guarantees during the crisis targeted both sectors and therefore unlikely to cause different effects  in financial and real sectors: the government provided liquidity support to banks, and nationalized not only the banks, but also their debtors, which in most cases, were owned by the same persons/families. However, IMF policies may still have different results in the real sector as compared to that in the financial sector. This is because tight monetary and fiscal policies aimed at macroeconomic stability, currency confidence, and financial reform (such as stronger prudential measures) might have larger adverse effects (higher interest rate, slower credit growth) on the real sector than the financial sector. Hence, tight monetary and fiscal policies and reforms likely affected the real sector more negatively. We therefore expect that IMF policies had a less favorable impact on the real sector than the financial sectors. Overall, we hypothesize that the liquidity support (and potential implicit guarantees) had favorable effects, raising all sector returns. However, this positive effect for the real sector was likely to be offset by the negative impact of tight monetary and fiscal policies on this sector. Hence, our hypothesis is that IMF programs increased financial sector returns through liquidity support(and implicit guarantees), but had mixed effects in the real sector, so that returns in the latter might increase, decline or not changed depending upon the net effects of liquidity support and tight policies. [17:  Kane and Klingebiel (2004) argue that there was significant amount of liquidity support to insolvent institutions during the crisis period and afterwards that is equivalent to 17 percent of GDP. In addition, there was a blanket government guarantee issued in January 1998 covering all bank commitments with no losses imposed on depositors. Rokhim (2005) shows that many conglomerates had banks and related lending took place through firm affiliations with banks and these conglomerates were in both financial and real sectors. ] 

In the next section, we describe our dataset and provide some descriptive statistics, while Section 7 presents the empirical findings.
6.	Data and Descriptive Statistics
Data on the stock prices is derived from DataStream. Both the country indexes and the sector indexes we used are local-currency based[footnoteRef:18] and are from the International Finance Corporation (IFC) that focuses on large and relatively liquid securities in which foreign investors are more likely to invest. These indices have certain advantages over more comprehensive local indices (Kang and Stulz, 1997). These indices are calculated for all markets in a similar fashion, which makes international comparisons of returns possible. Furthermore the country indices attempt to cover 70% of market capitalization (Bekaert and Harvey, 1995). The sample period starts on January 15, 1997 and ends on July 15, 1998[footnoteRef:19], which covers all IMF-related events during the Asian crisis.  [18:  This choice helps us isolate the stock market effects. With a U.S. dollar based index we would not be able to differentiate between the wealth effects that come from currency market shocks rather than domestic stock market movements. During the crisis, the exchange rates were quite volatile; using domestic-currency based returns allows us that the results are not significantly influenced by exchange rate changes.]  [19:  Kho and Stulz (2000) use the same sample period to investigate bank returns over the crisis period. We use their sample period for comparison purposes. It would be interesting to study the long-term performance of industries using a larger sample period. In this paper we focus on the impact of IMF news during the crisis period, which allows us to compare our results to previous studies.] 

Data on news announcements are compiled from a number of sources: Data on announcement dates of IMF programs are from the IMF web pages and Kang and Stulz (1977). News about the underlying situation, local authorities’ policy reactions and public reactions, such as riots, political unrest, etc., as well as other ongoing news that might affect the financial markets are compiled from different sources[footnoteRef:20]. The Wall Street Journal, Asian Wall Street Journal, CNN, BBC, Bisnis Indonesia, New York Times, LA Times, and the IMF Independent Evaluation Office web sites are thoroughly screened to compile the news announcements. Due to the news announcements being made in different continents, the local time zones of all the news are recorded. Appendix 1 presents the time zones and sources of all the news we use in this study.    [20:  One of the authors who is born and raised in Indonesia has manually collected all the news. The other authors cross-checked the timing of the news for robustness.] 

We use an event study methodology. Therefore we need to be careful about the news contained in each event date. We check the timing of each and every announcement. News noted as London (GMT) time zone have 7 hours difference to Indonesian time while news noted as western and eastern tome zones (WST and EST) have 12 hours and 15 hours difference to Indonesian time. Therefore we assume they had impact on Indonesian markets after they were opened the next day. Also, if a news announcement was made on a Saturday or a Sunday or a week day where there was no trading in Indonesia due to various reasons including public holidays we recorded the first trading date after the announcement as the event date. Later when we calculate Cumulative Abnormal Returns we take into account the speed of news arrivals and form a separate news category called combined news to indicate that on some event days there was more than one news whose effects we cannot separate.
We estimate the impact of IMF-related announcements during the Asian crisis on stock returns in following sectors: Basic Materials (BASIC), which includes chemicals, construction and building materials, forestry and paper, steel, coal and other metals, Consumer goods (CGOODS), which is composed of automobiles and parts, beverages, food, personal care, and tobacco products; Industrials (IND) including construction and materials, packaging, heavy construction, industrial engineering, support services and transport. Financials (FIN) which include banks, insurance companies, investment companies, real estate and other specialty finance companies. We also provide evidence from Banking (BANK) industry, which is part of FIN, to compare our results to previous studies (i.e., Kho and Stulz, 2000). 
We use daily values of a total of 5 different industry indices, and the corresponding market index for Indonesia. We compute the stock returns, Rt, using the logarithm of the first-differences of the indices, which gives continuously- compounded returns. Figure 1 shows the evolution of industry and market indices. During our research period the market in Indonesia declined from 100 to 82. During the same period the index for Banks and Financials declined to 21 and 14, respectively. This indicates that the crisis had the biggest negative effect, as expected, on financial sector returns. Although the fall in banking and financials are very severe, there was a mixed performance in real sector: while consumer sector returns fell, returns in other real sectors (industrials and basic materials) went up considerably. Index for Consumer Goods fell to 56. The index levels for Industrials and Basic Materials increased considerably to 129 and 189, respectively.
Table 3 provides the descriptive statistics of the stock returns for different sectors, as well as for the market indices. The mean and median values are negative for all indexes and for most sectors, while they are zero or positive for the rest. For example, average daily returns are negative, as expected, for financial firms, including Insurance Companies and Investment companies and Banks in particular. Average returns are also negative for Consumer Goods, while they are positive for Basic Materials and Industrials. As expected during a crisis period, static volatility, as measured by the standard deviations of daily returns, is generally quite high within range of 3% to 4.4%. The standard deviation of the Indonesian market is 3%. The standard deviations in financials and banks are 4.0% and 4.4%, respectively. In consumer goods, average returns are positive and standard deviation is 3.6. In Basic Materials and Industrials, average returns are positive and standard deviations are 3.8% and 3.4%, respectively. There is excess kurtosis in almost every return series. Also, most series exhibit a certain degree of skewness, which is reflected in the JB statistics. Similar to Cornel and Shapiro (1986) and Kho and Stulz (2000) we fail to find significant abnormal returns in our tests which we detail in the next section. This is due to the high volatility of stock returns during the crisis period. This means that in some cases abnormal returns that are economically significant may not be statistically significant and that abnormal returns of similar size could be significant in one sector but not in another. 


7.	Empirical Results
We report the results from different perspectives. First, we discuss the cumulative abnormal returns according to chronological flow of events in section 7.1. Next, we discuss the findings by events groups (events 1 through 5 above) by breaking them into bad versus good news in Section 7.2. 
7.1 Market reactions to crisis: Chronological flow of events
In this section we report the only statistically significant results in Table 4 with respect to the chronological flow of events as summarized in Table 1. 
When Indonesia announced that they free floated the exchange rate regime on August 14, 1997, only Consumer Goods reacted with a negative -5.16% abnormal returns. On September 3 and 4, 1997, news that Indonesia introduced reform measures and cut the interest rates on Treasury notes produced negative abnormal returns of -11.29 % for Basic Materials. It seems that the major events prior to the crisis had a negative impact only on real sector without much impact on financial sector returns.
When the government requested IMF assistance on October 8, 1997, abnormal returns in the Banks and Financials sectors were significantly higher by 11.40% and 10.85%, respectively, while there was no impact on real sector. According to our interpretation of IMF-related news, these findings suggest that the expected immediate IMF liquidity by the financial sector had increased sectoral real GDP, providing positive abnormal returns. 
Following a sequence of events at the end of October and the beginning of November, abnormal returns increased by 6.02% in Basic Materials. On October 31, 1997, Indonesia signed a program and the IMF provided a 23 billion USD financial support package. This was followed by the Indonesian government closing 16 banks with guarantees of payment for deposits on November 1, 1997 and the strengthening of the rupiah by 7% on November 3 in response to the intervention of monetary authorities in Indonesia, Singapore and Japan. We use an event window from October 31 to November 3 2007. The abnormal returns of Banks and Financials are insignificant, while there was an increase in Basic Materials by 6.02 %. 
On November 7, the government reversed its position and let 15 big projects, previously scrapped in accordance to its commitment to the IMF program, to proceed. ARs in Consumer goods declined by -3.74%. 
On November 11, 1997, when the IMF Managing Director paid a visit to the country, both Banks and Financials had positive returns by 9.44% and 5.30%, respectively, while, among real sectors, only Consumer Goods had a negative of 5.53 % abnormal returns. Again this positive effect on financial sector may reflect the anticipated liquidity that would be provided by the IMF. 
On November 23, there was news that, in defiance of the government, the president’s son bought a small bank and started its business operations on the premises of another bank, closed earlier by the government. On November 25, IMF mission arrived in Jakarta. We use an event window from 23 to 25 November. These news affected only Banks and brought about negative abnormal returns of -10.23 %. We cannot differentiate whether the impact on banking sector is due to Suhato’s son buying a bank or due to the arrival of the IMF mission. But, the uncertainty posed by the former is likely to dilute any positive effect of the latter.
On December 5, 1997 news that President Suharto was resting at home produced negative abnormal returns of -5.69% for Financials, without affecting real sectors significantly. On December 30, 1997, when markets opened after a Jakarta court decided to delay the liquidation of PT Bank Jakarta, owned by President Suharto’s half brother, Banks and Financials had negative abnormal returns by 9.01% and 9.66%, respectively, whereas real sector reactions are mixed:  Basic Materials up by 11.34 % while Consumer Goods down by 7.4 %. 
On January 6, 1998, on news that President Suharto announced a 32 percent increase in government spending for 1998/1999, which was perceived as violating IMF targets, Financials had negative 7.63 % abnormal returns, while Industrials were up by 27.3 %. Investors in the real sector likely perceived this news as relaxation of tight fiscal policy measures.
On January 9, 1998, Bill Clinton called President Suharto to insist that the IMF program must be followed. On January 11, the opposition chief and, on January 12, Muslim leaders called on Suharto to resign. With increased pressure on President Suharto, on January 13, the IMF and Indonesia appeared to be near an agreement over the IMF bailout. However, the government was also considering introducing a currency board. We use an event window from January 9 to 13. Both financial and some real sector reacted negatively: Abnormal returns in Banks, Financials, and Basic Materials were all down by -17.96%, -22.64%, and -7.54 %, respectively. There were no significant changes in Consumer Goods and Industrials. On January 15, 1998, when Indonesia finally issued a Memorandum of Economic and Financial Policies (never approved), abnormal returns in Banks, Financials and Industrial were all up by 10.37%, 5.85%, and 12.07 %, respectively. 
On January 16, 1998, the pact between Indonesia and the IMF failed, and the Indonesian rupiah fell again and food and price riots erupted. On January 19, again, reversing the government’s earlier agreement with the IMF, President Suharto announced that Indonesia will continue with the national car and aircraft companies without state funding or assistance. We use an event window from January 16 to 19, 1998. The reaction was negative in both financial and most real sectors: while Banks and Financials had a negative return of -10.69 % and -11.78%, respectively, real sectors had negative returns in a smaller magnitude:  Consumer Goods (-4.22 %) and Industrials (-6.31 %).
On January 27, 1998, the government announced full guarantees of commercial bank deposits and credits and created a new agency to restructure the banking sector. The next day on January 28, the partial halt by Indonesia on its payments was on the news. We use an event window from January 27 to January 28. Despite the partial halt on payments, the announcement of full guarantees on deposits was perceived favorably as continuation of implicit guarantees and both Financials and Basic materials had positive abnormal returns of 7.34% and 4.97% , respectively. 
A series of complex events took place between February 11 and 17, 1998 that led to public unrest and IMF threats of withholding further money from the bailout package. We use an event window from 11 to 17 February. On February 11, 1998, the news that Indonesia will introduce a currency board and peg rupiah to the dollar arrived. On February 12, 1998, the country cracked down as protests hit the capital and food riots broke out in several communities around the country, while Suharto replaced the governor of the Central Bank. On February 14, 1998, riots escalated with one dead, on February 16, 1998, the IMF openly disagreed with Indonesia about adopting a currency board and on February 17, 1998, the IMF threatened to withhold further money under the 43 billion USD bailout package if Indonesia went ahead with the currency board. Abnormal returns were negative in both financial and real sectors, but more so on financials. Cumulative abnormal returns were -12.58% and -14.15%, respectively in Banking and Financials, and -5.5% and -5.27% in Consumer goods and Industrials, respectively.  
On February 20, 1998, when the government announced that Indonesia will repay deposits at closed banks, only real sector and Industrials reacted and abnormal returns in this sector were down by -5.54 %.
On March 9, news about a simmering dispute between the IMF and Indonesia were on the media and Suharto was re-elected on March 10, 1998. We use an event window to include March 9 and 10. Only Industrials sector reacted with CARs up by 8.41 %. 
On March 21, The IMF and Indonesian government made considerable progress towards a new deal and an IMF official said that the government was making progress on revising an agreement that will lead to economic reforms. On March 23, 1998 Indonesia raised interest rates. We use an event window from March 21 to 23. Abnormal returns were up in Industrials by 8.59 %.
On March 26, Indonesia declared that it was close to a comprehensive package of measures, in exchange for a USD 40 billion bailout. Abnormal returns in Banks were up by 6.85%. 
On April 8, Indonesia declared that she had reached an agreement with the IMF on a new package of reforms, which the IMF will watch closely to ensure compliance. On April 10, Indonesia issued a supplementary memorandum on additional measures and on April 13, Suharto sought to dispel doubts from the reforms. We use an event window from April 8 to 13. Despite these news, abnormal returns were -7.91% for Banks. 
Following news that Indonesia sharply raised energy cost on May 5, 1998, abnormal returns in Banking and Consumer Goods sectors were down by -9.11% and -4.33%, respectively. This was followed by a series of news on deadly riots and anti-Suharto protests. We consider an event window from May 7 to 9. On May 7, news hit that six people were dead as riots rock Indonesia. On May 8, news hit that riots hit its third largest city and, on May 9, that anti-Suharto protests continued at colleges. Abnormal returns were negative in Banking and Financials by -8.03% and -11.85% respectively, while real sectors had a mixed reaction with negative abnormal returns in Consumer Goods by -4.68% and positive abnormal returns in Industrials by 6.23%
Riots continue. On May 14, Suharto returned from Egypt. On May 15, the situation became anarchic as six students were killed at a university in Jakarta, sparking riots and protests. We consider an event window of 14 and 15 May. Despite the deteriorating situation, abnormal returns in Banking and Financials were positive 18.34% and 7.47%, while abnormal returns in Basic Materials were down by -11.2%. 
On May 21, 1998, President Suharto announced his resignation and handed power over to Vice President B.J. Habibie, which was responded to positively by both Financials and Basic Materials with positive abnormal returns of 6.31 and 5.25 %, respectively.
On June 17, protesters demanded lower food prices and a vote on East Timor. On June 18, the Export-Import Bank of Japan announced that Japan signed a 1 billion USD trade facility to Indonesia. We use an event window that includes 17 and 18 June. Abnormal returns in Basic Materials were down by -5.27%, while they were up by 6.76% in Consumer Goods.
Following news on June 24th that the Indonesian Government signed its fourth agreement with the IMF, abnormal returns in both Banking and Basic Materials were down by -6.3% and -4.6%, respectively. On July 2, 1998, when the Indonesian Debt Restructuring Agency (INDRA) was established, abnormal returns in both Basic Materials and Industrials were up by 6.16 and 8.64 %, respectively.
In summary, when we consider the abnormal returns in each sector, we see that most of the time the Financial and Banking sectors moved in the same direction as consumer goods. They have positive reactions to good news, such as the government signing of IMF programs, and negative reactions to bad news, such as delays in IMF fund disbursements. Financials and Banks would be directly affected by IMF programs, because they were not only the recipient of additional liquidity but also the target of banking and financial sector reforms. Good news related to the IMF sends a stabilizing signal about the future of the economy, important in an economy largely driven by consumption (around 60% of GDP) and hurt by high inflation during the peak of the crisis. On the other hand, other two real sectors, (Basic materials and Industrials), dominated by large domestic businesses move in opposite directions during some of the major events, i.e. positive on news that may hamper the continuation of IMF programs, such as the announcement that the government planned to increase its spending by 32%, in violation of its agreement with the IMF. This may be attributable to the market structure of these sectors, many of whose owners are closely linked to the government, government officials, or the military and, therefore, took news of IMF policies as adverse to their interests, while government actions to delay or reverse IMF programs were taken as protection of their interests.
7.2 Market reactions to different type of events and good news versus bad news
Table 5 presents CARs for different type of events and good news and bad news categories for all sectors. When broken down into good and bad news, good news of the Underlying Situations increased the CARs of the Banks sector by 9.54% and Financials sector by 6.94%, while bad news of this event group have no significant effect on CARs. The results are more likely driven by the anticipation of IMF liquidity support by financial sector as the IMF and the government was close to an agreement. This increased the expected future earnings in this sector and hence real GDP, increasing abnormal returns. Other sectors do not show a significant reaction to either good or bad news about IMF policy action. This indicates that Financials and Banks in particular expect either further liquidity (i.e. an increase in sectoral RGDP) or implicit government guarantees due to IMF policy action. No other sector is under similar expectation. 
As our hypothesis predicts, the Banking sector reacted positively to good IMF policy news; its CAR increased (by 9.44%) on good IMF news, such as signing of an IMF agreement, and decreased (by -6.30%) on bad IMF news, such as delays in disbursement or disagreements with the government. The negative reaction to bad news from the IMF indicates that investors in Banking expect tightening liquidity (i.e. an increase in future RGDP) or reduction in implicit guarantees due to postponement to IMF action. We see a similar reaction in Financials with respect to both bad and good IMF policy news. CAR in the Basic Materials sector decreased on both good and bad IMF news, by 5.53% and 4.60% respectively. Regardless of its implications on banking sector, investors in Basic Materials expect either tightening up of liquidity through restrictive monetary policy or reduction in implicit guarantees due to IMF policy action. There is no reaction to either good or bad IMF policy news from both Consumers Goods and Industrials, suggesting that the net effects of bad and good news were offset.
Regarding Local Authority Reactions news, good news had no impact on any sectors. However, bad news had a negative effect on Financials by causing a CAR of -7.63 %. On the other hand, Industrials had a positive CAR of 27.5 %, suggesting that news about government reactions to IMF interventions seems to be taken as a positive signal (i.e. reverse of costly reforms and tight policies and/or further liquidity or implicit guarantees) by this sector.
For Public Reactions news, good news increased CARs only in Financials and Basic Materials by 6.31 and 5.25 %, while bad news had no impact on any sector. 
Other category news captures the other ongoing news during the crisis that might affect financial markets. Positive news had a favorable impact on Industrials with a CAR of 2.53 % but reduced CARs in Consumer Goods by -1.98 %, while negative news had no impact on any sector at all.
In summary, the results in Table 5 suggest that CAR in Banks and Financials reacted generally positively to all good news except news about local authorities’ reactions, which was insignificant. Regarding the impact of bad policies on the financial sector, there was only one statistically significant abnormal returns associated with local authority news and it was only for Financials. These results suggest that investors in the financial sectors reacted mostly on positive news and favorably, supporting our hypothesis that IMF events had a positive impact on financial sector returns as reflected in significant CAR. The results for the real sector are quite mixed, however. First, regarding good news, there is only one sector – Basic Materials – that is reacted statistically significantly but at the marginal 10 % level and only to two types of events, namely, IMF policy and public reaction news, but with opposite effects. 
These results suggest that good news associated with IMF-related events had a relatively less significant effect on the real sector, supporting our hypothesis that IMF events had a larger effect on the financial sector that the real sector. Regarding the reaction of the real sector to bad IMF-related news, we see a similar picture: Basic Materials reacted negatively at 1 % significance level, while Industrial reacted positively but marginally at the 10 % level. Other IMF-related news did not have statistically significant effects on real sector returns.
Overall, we conclude that IMF-related news had the largest impact on the financial sector and the impact of news on this sector was asymmetric: financial sector investors reacted mostly to good news. On the other hand, among real sectors, none of IMF-related news (i.e. underlying situation, IMF policy, local authority and public reaction) had any statistically significant effect on Consumer Goods’ CAR, and other sectors had a mixed reaction to different types of IMF-related events. The findings suggest that IMF actions and policies and the reaction to such policies by the government and public affected the real sectors differently, depending upon the net effects of benefits (liquidity support/implicit guarantees) and expected costs  (costly reforms/tight polices) of IMF programs on these sectors. These results support our hypothesis. 
We can derive important lessons from our findings. The results in Table 5 further show that bad news from the government regarding IMF policy (government reversals to IMF commitment, etc) may reverse the positive effects of IMF policy news. We find that government reversals to IMF policies resulted in negative abnormal returns in Financials which included sectors beyond banking such as insurance, real estate, etc. On the other hand, it is interesting that such negative reactions to IMF policy by the local authorities had a positive impact on real sector in Industrials but the effect was only marginally significant. In addition, our results show that public reaction during a financial crisis also affects asset returns. For example, good public reaction news in Table 5 increased abnormal returns in Financial and Basic Materials. 
Overall, our results show that it is important to consider the reaction of both local authorities and public to IMF policy in order to effectively gauge the impact of IMF programs on financial activity. It also suggests that in the case of the government’s unwillingness to meet its commitment to the IMF programs, investors would disregard the possible positive effects of IMF programs.
8. Conclusions, Policy Implications, and Suggestions for further Research
This paper provides comprehensive evidence on the impact of IMF assistance on crisis countries by providing evidence from Indonesia during the Asia crisis. We contribute to the literature in several significant ways. First, previous studies that investigated the impact of IMF programs on private financial markets have not considered the impact of other major market players such as the government and the public. We account for the ongoing situation in the country prior to the crisis and the reaction by both the government and the public. Second, we differentiate effects between financial and real sectors. Previous studies mainly focused on financial sector. Our study complements Evrensel and Kutan (2007), who have provided time-varying GARCH estimation results to examine the dynamic adjustment of stock prices to IMF news in Indonesia (and other countries). However, we extend this recent study in several directions, including the computations of abnormal returns and using a richer set of IMF news. Third, following Kho and Stulz (2000) and Dong et al. (2000), we have employed an event-study methodology to illustrate the wealth effects of IMF actions in both financial and real sectors by using cumulative abnormal returns. Our study is the first study to compute the abnormal returns on sectors in Indonesia that was affected the most by the crisis. 
This study has aimed at drawing more generalized conclusions on the impact of IMF-news on sector returns by expanding earlier studies investigating the impact of IMF bailouts on real sectors during other financial crises in Mexico, Brazil, Korea and Russia (i.e., Dong et al., 2000). The results indicate that the IMF actions during the Asian crisis played an important role in affecting sector returns. In general, both Banks and Financials returns increased due to almost all positive IMF-related news, while Banks declined in case of negative IMF policy news only. Real sector returns reacted less to IMF-related events and had a more mixed performance than the financial sector: Basic Materials reacted the most and only to IMF policy news and the public reaction to it, while Industrials reacted significantly only to local authorities’ reaction to IMF actions. There was no statistically significant change in CAR in Consumer Goods. Overall, the results show that IMF actions tend to have smaller effect on the real sector than the financial sector and IMF policy actions did not turn a financial crisis to a full blown real crisis in Indonesia during the Asian crisis. For future research, further evidence from other countries and crisis episodes are useful whether our findings could be  generalized. 
Another important finding is that reactions to IMF policy by the local authorities and the public may reverse the initial favorable impact of such policy on asset returns. Hence, the net impact of IMF policy on private financial markets during a financial crisis can be best evaluated by considering the other major players, namely, the government’s willingness to implement IMF policy and the public’s reaction to both IMF and government policies. Hence, an important lesson that derives from our findings is that the success of IMF policies hinges heavily on strong support by both the government and the public. Again, further research in this area is needed to further generalize our conclusions. 
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Table 1 – Indonesia News
	Date
	News
	Event type
	Good/bad news

	1997
	
	
	

	14-Aug
	Indonesia free floats currency exchange rate 
	5
	Good

	29-Aug
	BI Governor announces limits on forward foreign currency trading by domestic banks 
	5
	Good

	3-Sep
	Reform measures introduced 
	5
	Good

	4-Sep
	Indonesia cuts rate on notes 
	5
	Good

	17-Sep
	Indonesia slashes government outlays 
	5
	Good

	8-Oct
	The government requested assistance from the IMF and the World Bank. 
	1
	Good

	29-Oct
	Indonesia discloses Singapore aid plan, confusing officials and investors alike.
	5
	Bad

	31-Oct
	Indonesia issues a Letter of Intent and Memorandum of Economic and Financial Policies; IMF gives Indonesia a USD 23 billion financial support package. 
	2
	Good

	1-Nov
	The government closes 16 banks. Guarantees payment of up to IDR 20 million per deposit starting November 13. 
	3
	Good

	3-Nov
	The rupiah strengthens by 7 percent following intervention by monetary authorities of Indonesia, Singapore, and Japan. 
	3
	Good

	5-Nov
	Bank Andromeda, partly-owned by President Suharto’s son, files lawsuit against Minister of Finance and Bank of Indonesia Governor, challenging bank closure. 
	4
	Bad

	7-Nov
	In Switch, Indonesia Lets 15 Big Projects Proceed 
	5
	Bad

	11-Nov
	IMF Managing Director visits Jakarta. 
	2
	Bad

	23-Nov
	The President’s son buys a small bank and starts business on the premises of Bank Andromeda. 
	5
	Bad

	25-Nov
	IMF mission arrives in Jakarta 
	2
	Bad

	5-Dec
	President Suharto begins 10-day rest at home.
	5
	Bad

	12-Dec
	President Suharto cancels plan to attend ASEAN summit in Kuala Lumpur. 
	5
	Bad

	30-Dec
	Jakarta court decides to delay the liquidation of PT Bank Jakarta owned by President Suharto’s half brother, Probosutedjo. 
	4
	Bad

	
	
	
	

	1998
	
	
	

	6-Jan
	President Suharto announces 32 percent increase in government spending for 1998/1999, perceived as violating IMF targets. 
	3
	Bad

	9-Jan
	US President Bill Clinton calls President Suharto to insist that IMF program must be followed. 
	5
	Good

	11-Jan
	Opposition chief calls on President to resign (5)
	5
	Bad

	12-Jan
	Muslim leader tells Suharto to go 
	5
	Bad

	13-Jan
	The IMF and Indonesia appear to be near an agreement over the IMF bailout; the government is reported to be considering introducing a currency board. 
	1
	Good

	15-Jan
	Indonesia issues the Memorandum of Economic and Financial Policies (never approved) 
	1
	Good

	16-Jan
	Indonesia pact with IMF fails to halt unrest; currency  falls again; food price riots erupt 
	4
	Bad

	19-Jan
	President Suharto emphasizes that National Car Project and plan to develop Indonesian jet plane will continue without state funding or assistance. 
	5
	Good

	27-Jan
	Government announces full guarantee of commercial bank deposits and credits and new agency to restructure banking sector. 
	3
	Good

	28-Jan
	Partial halt by Indonesia on payments 
	1
	Bad

	11-Feb
	Indonesia will peg rupiah to the dollar (currency board) 
	1
	Bad

	12-Feb
	Indonesia cracks down as protests hit capital.  Food riots have broken in a score of communities around the country. 
	4
	Bad

	12-Feb
	Suharto replaces central bank governor. 
	5
	Bad

	14-Feb
	One dead as price riots escalate in Indonesia towns (2/13-2/16). 
	4
	Bad

	16-Feb
	The IMF disagrees with Indonesia about adopting a currency board. 
	2
	Bad

	17-Feb
	The IMF has threatened to withhold further money under a USD 43 billion bailout package if Indonesia adopts a currency board. 
	2
	Bad

	20-Feb
	Indonesia will repay deposits at closed banks 
	3
	Good

	9-Mar
	A simmering dispute between the IMF and Indonesia 
	1
	Bad

	10-Mar
	Indonesia’s Suharto re-elected, names VP choice. 
	5
	Bad

	11-Mar
	Indonesia considers a currency board, as dollar is held within narrow range. Students stage protests. 
	1
	Bad

	21-Mar
	The IMF and the Indonesian government have made “considerable progress” toward a new deal; Indonesia ends controversial currency plan; IMF official says country is also making progress on revising agreement with the agency that will lead to economic reforms. 
	2
	Good

	23-Mar
	Indonesia raises interest rate 
	3
	Good

	26-Mar
	Indonesia said that it is close to a comprehensive package of measures to lift the country out of its worst economic crisis in three decades, which Indonesia has agreed to in exchange for a USD 40 billion bailout. 
	1
	Good

	6-Apr
	Indonesia makes move on 14 banks 
	3
	Good

	8-Apr
	Indonesia said that it had reached agreement with the IMF on a new package of economic reforms and targets, which the IMF would watch closely to ensure compliance. 
	2
	Good

	10-Apr
	Indonesia issues a Supplementary Memorandum of Economic and Financial Policies on additional measures 
	1
	Good

	13-Apr
	Suharto seeks to dispel reform doubts 
	3
	Good

	5-May
	Indonesia sharply raises energy cost 
	3
	Good

	7-May
	6 Dead as riots rock Indonesia for 3rd day 
	4
	Bad

	8-May
	Riots in Indonesia’s third largest city 
	4
	Bad

	9-May
	Anti-Suharto protests continue at colleges 
	4
	Bad

	14-May
	Suharto returns to war zone. At Jakarta’s Trisakti University six students died on Tuesday May 12, sparking riots and protest the following days, May 13-14. 
	4
	Bad

	15-May
	Indonesia lurches towards anarchy. 
	4
	Bad

	21-May
	President Suharto announces his resignation and immediately hands power over to Vice President B.J. Habibie. 
	4
	Good

	4-Jun
	Indonesia and creditors agree on a comprehensive program to address external debt, including creation of an Indonesian Debt Restructuring Agency (INDRA). 
	5
	Good

	17-Jun
	Indonesia protesters demand lower food prices, vote on East Timor 
	4
	Good

	18-Jun
	The Export-Import Bank of Japan announces that Japan signed USD 1billion trade credit facility for Indonesia. 
	1
	Good

	24-Jun
	Government signs fourth agreement with IMF. 
	2
	Good

	2-Jul
	Indonesian Debt Restructuring Agency (INDRA) established 
	5
	Good

	8-Jul
	Protests, violence continue in Indonesia. 
	4
	Bad

	1-Sep
	Riot erupts in Indonesia. 
	4
	Bad

	10-Sep
	Students intensify protests in Indonesia. 
	4
	Bad

	14-Sep
	Rioting erupts in Indonesia’s third largest city 
	4
	Bad

	16-Sep
	Food riots stretch into second week. 
	4
	Bad

	23-Sep
	Paris Club reschedules USD 4.2 billion of sovereign debt 
	5
	Good

	
	
	
	

	Sources: Kho and Stulz (2000). The Wall Street Journal, Asian Wall Street Journal, CNN, BBC, Bisnis Indonesia, the IMF Independent Evaluation Office (2003), New York Times, LA Times.

	
	
	
	

	Event types:
	
	

	(1) News about the underlying situation (crisis in the country asking for help from IMF etc)

	(2) News about the IMF’s policy reaction (how IMF reacts to the crisis and the request from assistance from Indonesia)

	(3) News about the local authorities’ policy reaction (how the local authorities – including government and key governmental organizations – react to IMF’s policies)

	(4) Reaction by the public and companies to local authorities polices following IMF help/agreements (political unrest, riots, etc)

	(5) Other ongoing news that might affect the financial markets





Table 2 – One-day Raw Returns on Event Dates
	Date
	Event type
	Market
	Banks
	Financials
	Basic Materials
	Consumer Goods
	Industrials

	8/15/1997
	5
	-2.15%
	-3.08%
	-3.20%
	1.27%
	-8.32%
	-4.45%

	8/29/1997
	5
	-1.34%
	-1.86%
	-2.12%
	-0.50%
	-1.96%
	-7.54%

	9/3/1997
	5
	5.05%
	0.04%
	0.58%
	1.85%
	7.22%
	1.19%

	9/4/1997
	5
	12.68%
	19.49%
	16.94%
	7.11%
	11.59%
	17.42%

	9/18/1997
	5
	1.99%
	-0.43%
	-0.26%
	3.39%
	0.19%
	0.89%

	10/8/1997
	1
	0.20%
	3.95%
	4.79%
	1.94%
	-0.67%
	0.32%

	10/30/1997
	5
	-0.91%
	-2.76%
	-2.40%
	2.01%
	2.19%
	0.49%

	11/3/1997
	2&3
	-1.49%
	-2.05%
	-3.51%
	4.42%
	0.07%
	-0.11%

	11/5/1997
	4
	-3.30%
	-2.04%
	-2.82%
	-3.85%
	-2.38%
	-0.42%

	11/7/1997
	5
	-0.70%
	-3.43%
	-3.19%
	0.74%
	-0.63%
	-2.85%

	11/11/1997
	2
	0.46%
	2.10%
	0.97%
	-1.87%
	1.22%
	4.39%

	11/24/1997
	5
	-4.19%
	-6.68%
	-4.62%
	-1.66%
	-2.28%
	-3.26%

	11/25/1997
	2
	0.48%
	-3.48%
	-0.59%
	-4.94%
	0.24%
	-1.84%

	12/5/1997
	5
	2.59%
	5.57%
	3.30%
	1.99%
	-0.26%
	0.90%

	12/10/1997
	5
	-6.19%
	-4.25%
	-4.57%
	-2.13%
	-6.18%
	-5.34%

	1/1/1998
	4
	3.22%
	0.94%
	0.40%
	5.81%
	3.50%
	-1.12%

	1/6/1998
	3
	-1.77%
	-0.78%
	-9.14%
	0.78%
	-4.27%
	14.57%

	1/9/1998
	5
	2.59%
	0.75%
	-0.31%
	-2.45%
	-1.75%
	3.82%

	1/12/1998
	5
	12.25%
	3.75%
	3.14%
	15.16%
	7.27%
	2.61%

	1/13/1998
	1
	6.99%
	4.42%
	-0.08%
	9.90%
	12.08%
	6.61%

	1/15/1998
	1
	8.59%
	25.45%
	19.05%
	10.36%
	2.65%
	1.57%

	1/19/1998
	4&5
	3.21%
	3.85%
	0.73%
	5.91%
	3.21%
	3.81%

	1/27/1998
	3
	1.90%
	7.44%
	9.81%
	1.47%
	8.04%
	2.92%

	1/30/1998
	1
	15.52%
	7.61%
	11.24%
	16.61%
	20.17%
	10.33%

	2/11/1998
	1
	-13.10%
	-6.47%
	-6.23%
	-18.52%
	-17.52%
	-6.12%

	2/12/1998
	5
	2.80%
	-7.30%
	-7.19%
	7.68%
	1.54%
	1.67%

	2/13/1998
	4
	2.87%
	2.27%
	1.01%
	0.40%
	-3.02%
	-0.66%

	2/16/1998
	4
	4.04%
	2.94%
	2.01%
	6.06%
	2.91%
	0.36%

	2/17/1998
	2
	-0.25%
	1.86%
	-0.01%
	0.99%
	5.64%
	-0.38%

	2/18/1998
	2
	6.04%
	1.60%
	3.76%
	6.08%
	8.70%
	1.90%

	2/20/1998
	3
	3.16%
	3.20%
	1.15%
	4.48%
	2.96%
	-1.93%

	3/10/1998
	1&5
	0.30%
	1.07%
	1.86%
	2.46%
	-1.32%
	5.16%

	3/12/1998
	1
	2.13%
	1.76%
	2.00%
	0.98%
	1.07%
	0.65%

	3/23/1998
	2&3
	-3.56%
	-0.72%
	-1.52%
	-2.55%
	-4.29%
	0.74%

	3/27/1998
	1
	-0.56%
	1.47%
	1.84%
	-2.03%
	0.55%
	0.76%

	4/7/1998
	3
	0.77%
	-3.66%
	-1.38%
	-1.91%
	3.54%
	-0.16%

	4/10/1998
	2
	-1.09%
	-1.14%
	-1.37%
	1.84%
	-0.71%
	-4.16%

	4/13/1998
	1
	-2.40%
	-1.72%
	-0.41%
	-2.91%
	-2.52%
	-2.05%

	4/14/1998
	3
	-0.74%
	-5.37%
	-4.11%
	-1.52%
	-0.77%
	0.50%

	5/6/1998
	3
	6.77%
	-2.65%
	2.05%
	0.60%
	-0.48%
	13.34%

	5/11/1998
	4
	-1.01%
	0.00%
	-2.35%
	-0.50%
	-1.21%
	0.97%

	5/15/1998
	4
	-4.44%
	-1.35%
	-6.47%
	-9.39%
	-6.09%
	-6.03%

	5/18/1998
	4
	7.73%
	16.82%
	15.55%
	3.59%
	7.96%
	10.54%

	5/21/1998
	4
	5.30%
	2.99%
	6.60%
	6.02%
	4.53%
	3.14%

	6/4/1998
	5
	0.20%
	3.23%
	0.19%
	-0.74%
	-1.73%
	0.50%

	6/18/1998
	4&5
	-4.69%
	-3.46%
	-3.61%
	0.76%
	1.73%
	-1.91%

	6/25/1998
	2
	1.71%
	1.65%
	3.48%
	-2.76%
	0.44%
	-0.76%

	7/2/1998
	5
	1.07%
	-1.09%
	1.90%
	4.51%
	0.20%
	0.20%

	7/9/1998
	5
	-2.03%
	-0.75%
	-0.35%
	-1.64%
	-3.22%
	-7.05%

	
	
	
	
	
	
	
	

	Notes:
	
	
	
	
	
	
	

	We report 1-day raw returns on event days during the crisis. The events are IMF related news as described in Table 1. Our research period for the crisis is from January 15, 1997 to July 15, 1998. Equity indices are from the DataStream. Returns are calculated as logarithmic daily returns of the market index and the following sectors; Banks; Financials that include Banks, Insurance Companies, Investment companies, Life Assurance, Real Estate, Specialty and Other Finance; Basic Materials that include Basic Resources, Chemicals, Forestry and Paper, Metal and Mining; Consumer Goods that include Automobiles and Parts, Food and Beverages, Health, Household Goods and Textiles, Personal Care, Pharmaceuticals and Tobacco; Industrials that include Aerospace and Defense, Diversified Industrials, Electronic and Electrical Equipment, Engineering and Machinery.

	

	

	

	

	

	

	





Table 3 – Summary Statistics
	 
	Market
	Banks
	Financials
	Basic Materials
	Consumer Goods
	Industrials

	Mean
	-0.000494
	-0.004049
	-0.004947
	 0.001624
	-0.001469
	 0.000650

	Median
	 0.000000
	-9.45E-05
	-0.001006
	 0.000000
	 0.000000
	 0.000000

	Maximum
	 0.155172
	 0.254483
	 0.190544
	 0.166139
	 0.201740
	 0.174220

	Minimum
	-0.158502
	-0.157173
	-0.171918
	-0.213914
	-0.175235
	-0.104502

	Std. Dev.
	 0.030994
	 0.044222
	 0.039587
	 0.038658
	 0.036457
	 0.034029

	Skewness
	 0.117951
	 0.411265
	 0.057851
	-0.396083
	 0.216901
	 0.973466

	Kurtosis
	 8.524886
	 8.547960
	 7.650101
	 8.697338
	 8.294060
	 7.298169

	
	
	
	
	
	
	

	Jarque-Bera
	 498.1994
	 512.4774
	 352.4999
	 539.0455
	 459.6735
	 362.7306

	Probability
	 0.000000
	 0.000000
	 0.000000
	 0.000000
	 0.000000
	 0.000000

	
	
	
	
	
	
	

	Sum
	-0.193115
	-1.583206
	-1.934171
	 0.635105
	-0.574553
	 0.254190

	Sum Sq. Dev.
	 0.374649
	 0.762695
	 0.611170
	 0.582836
	 0.518358
	 0.451617

	
	
	
	
	
	
	

	Observations
	 391
	 391
	 391
	 391
	 391
	 391

	
	
	
	
	
	
	

	Notes:
	
	
	
	
	
	

	We report Summary Statistics for stock returns on each sector as well as the market index.  Our research period for the crisis is from January 15, 1997 to July 15, 1998 (390 days). Equity indices are from the DataStream. Returns are calculated as logarithmic daily returns of the market index and the following sectors: Banks; Financials that include Banks, Insurance Companies, Investment companies, Life Assurance, Real Estate, Specialty and Other Finance; Basic Materials that include Basic Resources, Chemicals, Forestry and Paper, Metal and Mining; Consumer Goods that include Automobiles and Parts, Food and Beverages, Health, Household Goods and Textiles, Personal Care, Pharmaceuticals and Tobacco; Industrials that include Aerospace and Defense, Diversified Industrials, Electronic and Electrical Equipment, Engineering and Machinery.

	

	

	

	

	

	





Table 4 – Market Reactions to Crisis News: Chronological Flow of Events
	Event Dates
	Event type
	Banks
	Financials
	Basic Materials
	Consumer Goods
	Industrials

	8/14/1997
	5
	-3.28%
	-2.22%
	3.82%
	-5.16%***
	3.59%

	8/29/1997
	5
	-2.24%
	-2.41%
	2.66%
	-2.88%
	-2.75%

	9/3 to 9/4/1997
	5
	3.40%
	1.24%
	-11.29%***
	0.31%
	2.73%

	9/17/1997
	5
	-1.92%
	-1.84%
	0.99%
	-1.19%
	1.48%

	10/8/1997
	1
	11.40%***
	10.85%***
	-0.30%
	-2.80%
	3.29%

	10/29/1997
	5
	-0.70%
	0.23%
	1.14%
	1.68%
	2.07%

	10/31/1997 and 11/1 to 11/3/1997
	2&3
	-0.95%
	-2.48%
	6.02%***
	0.60%
	-0.36%

	11/5/1997
	4
	4.38%
	1.88%
	-3.17%
	0.48%
	3.53%

	11/7/1997
	5
	0.12%
	-1.54%
	4.17%
	-3.74%*
	-1.05%

	11/11/1997
	2
	9.44%***
	5.30%*
	-5.53%***
	1.83%
	2.76%

	11/23 to 11/25/1997
	2&5
	-10.23%***
	-3.80%
	-4.40%
	2.44%
	-3.65%

	12/5/1997
	5
	-4.82%
	-5.69%**
	-2.84%
	-3.97%**
	-3.95%

	12/10/1997
	5
	-3.64%
	0.14%
	1.63%
	-0.30%
	0.71%

	12/30/1997
	4
	-9.01%***
	-9.66%***
	11.34%***
	-1.02%
	-7.4%***

	1/6/1998
	3
	2.33%
	-7.63%***
	-2.99%
	2.94%
	27.5%***

	1/9, 1/11, 1/12, 1/13/1998
	1&5
	-17.96%***
	-22.62%***
	-7.54%***
	-1.71%
	-4.24%

	1/15/1998
	1
	10.37%***
	5.85%**
	-3.79%
	-1.59%
	-12.07%***

	1/16 to 1/19/1998
	4&5
	-10.69%***
	-11.78%***
	0.30%
	-4.42%***
	-6.31%**

	1/27 to 1/28/1998
	1&3
	5.29%
	7.34%***
	4.97%**
	2.50%
	4.60%

	2/11, 2/12, 2/14, 2/16, 2/17/1998
	1&2&4&5
	-12.58%***
	-14.15%***
	1.51%
	-5.52%***
	-5.26%

	2/20/1998
	3
	1.39%
	0.67%
	-0.40%
	-3.14%
	-5.54%*

	3/9 to 3/10/1998
	1&5
	-0.49%
	1.68%
	-0.55%
	-2.34%
	8.41%***

	3/11/1998
	1
	-0.97%
	0.09%
	-1.67%
	-0.34%
	-2.80%

	3/21 to 3/23/1998
	2&3
	-0.35%
	1.28%
	-2.82%
	2.68%
	8.59%***

	3/26/1998
	1
	6.85%***
	4.13%
	3.80%
	-0.60%
	2.26%

	4/6/1998
	3
	-2.84%
	-1.24%
	-1.53%
	3.01%
	-0.27%

	4/8, 4/10, 4/13/1998
	1&2&3
	-7.91%***
	-3.91%
	2.61%
	0.35%
	-2.64%

	5/5/1998
	3
	-9.11%***
	-5.13%
	-1.42%
	-4.33%***
	0.79%

	5/7, 5/8, 5/9/1998
	4
	-8.03%***
	-11.85%***
	1.17%
	-4.67%***
	6.23%**

	5/14 to 5/15/1998
	4
	18.34%***
	7.47%***
	-11.2%***
	2.89%
	1.18%

	5/21/1998
	4
	-4.71%
	6.31%***
	5.25%**
	2.65%
	-4.27%

	6/4/1998
	5
	0.55%
	-0.92%
	-1.06%
	-1.48%
	1.52%

	6/17 to 6/18/1998
	4&5
	2.07%
	3.06%
	-5.27%**
	6.76%***
	2.93%

	6/24/1998
	2
	-6.30%**
	-2.37%
	-4.6%*
	-2.40%
	-0.30%

	7/2/1998
	5
	-4.21%
	1.01%
	6.16%***
	-1.49%
	8.64%***

	
	
	
	
	
	
	

	Notes:
	
	
	
	
	
	

	For each sector, we report 2-day cumulative abnormal returns calculated in excess of market return as described in equation 1 and t-statistics are calculated using equation 2 in the text.  * denotes significance at 1%, ** denotes significance at 5% and *** denotes significance at 10%. When event windows overlap in calendar time, we calculate cumulative abnormal returns for such combined event clusters by using extended event windows. Column 1 shows the date of events and combined event clusters we use.  Equity indices are from the DataStream. Abnormal returns are calculated for IMF related events for the following sectors: Banks; Financials that include Banks, Insurance Companies, Investment companies, Life Assurance, Real Estate, Specialty and Other Finance; Basic Materials that include Basic Resources, Chemicals, Forestry and Paper, Metal and Mining; Consumer Goods that include Automobiles and Parts, Food and Beverages, Health, Household Goods and Textiles, Personal Care, Pharmaceuticals and Tobacco; Industrials that include Aerospace and Defense, Diversified Industrials, Electronic and Electrical Equipment, Engineering and Machinery.

	

	

	

	

	

	

	

	

	



Table 5 – Market Reactions to Good and Bad News in Each Type of Events
	Event type and news
	Banks
	Financials
	Basic Materials
	Consumer Goods
	Industrials

	Underlying Situation
	
	
	
	
	

	  Good news
	9.54%***
	6.94%***
	-0.10%
	-1.67%
	-2.17%

	  Bad news
	-0.97%
	0.09%
	-1.67%
	-0.34%
	-2.80%

	IMF Policy
	
	
	
	
	

	  Good news
	9.44%***
	5.3%***
	-5.53%***
	1.83%
	2.76%

	  Bad news
	-6.3%***
	-2.37%
	-4.60%*
	-2.40%
	-0.30%

	Local Authority Reactions
	
	
	
	

	  Good news
	-3.52%
	-1.90%
	-1.12%
	-1.49%
	-1.67%

	  Bad news
	2.33%
	-7.63%***
	-2.99%
	2.94%
	27.5%***

	Public Reactions
	
	
	
	
	

	  Good news
	-4.71%
	6.31%***
	5.25%***
	2.65%
	-4.27%

	  Bad news
	1.42%
	-3.04%
	-0.46%
	-0.58%
	0.89%

	Other
	
	
	
	
	

	  Good news
	-1.28%
	-0.86%
	0.21%
	-1.98%**
	2.53%*

	  Bad news
	-2.26%
	-1.71%
	1.02%
	-1.58%
	-0.55%

	
	
	
	
	
	

	Notes:
	
	
	
	
	

	For each sector and event category we classify the news as good news and bad news and report 2-day cumulative abnormal returns.  Event categories are as follows: News about the underlying situation capture the environment prior to the crisis in the country and the government’s request to ask for help from IMF. News about the IMF policy summarize how IMF reacts to the crisis and the request from assistance from Indonesia, as well as program approvals and conditions imposed on the government to keep receiving IMF assistance. News about the Local Authority Reactions show how the local authorities, including government and key governmental organizations, react to IMF’s assistance and conditions. News about Public Reactions summarizes reaction by the public and companies to local authorities’ polices following IMF help/agreements, including political unrest, riots, etc. Other category summarizes the other ongoing news during the crisis period that might affect the financial markets. We classify good news as those expected to affect market sentiment positively such as news of IMF program approvals and news about government actions that are in line with IMF provisions. We classify bad news as those that would adversely affect market confidence, which include announcements of government policy that run against its commitments to IMF programs. Abnormal returns are calculated in excess of market return as described in equation 1 and t-statistics are calculated using equation 2 in the text.  * denotes significance at 1%, ** denotes significance at 5% and *** denotes significance at 10%. When event windows overlap in calendar time, we calculate cumulative abnormal returns for such combined event clusters by using extended event windows. Column 1 shows the date of events and combined event clusters we use.  Equity indices are from the DataStream. Abnormal returns are calculated for IMF related events for the following sectors: Banks; Financials that include Banks, Insurance Companies, Investment companies, Life Assurance, Real Estate, Specialty and Other Finance; Basic Materials that include Basic Resources, Chemicals, Forestry and Paper, Metal and Mining; Consumer Goods that include Automobiles and Parts, Food and Beverages, Health, Household Goods and Textiles, Personal Care, Pharmaceuticals and Tobacco; Industrials that include Aerospace and Defense, Diversified Industrials, Electronic and Electrical Equipment, Engineering and Machinery.

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	





Figure 1 – Sector Indices, from 15 January 1997 (=100) to 16 July 1998


Appendix 1 – Source and Time of News
	Date
	News
	Time zone 
	Sources

	1997
	
	
	

	14-Aug
	Indonesia free floats currency exchange rate 
	EST
	WSJ

	29-Aug
	BI Governor announces limits on forward foreign currency trading by domestic banks 
	Jakarta
	IEO (2003)

	3-Sep
	Reform measures introduced 
	Jakarta
	IEO (2003)

	4-Sep
	Indonesia cuts rate on notes 
	Jakarta
	IEO (2003)

	17-Sep
	Indonesia slashes government outlays 
	EST
	WSJ

	8-Oct
	The government requested assistance from the IMF and the World Bank. 
	Jakarta
	Bisnis Indonesia

	29-Oct
	Indonesia discloses Singapore aid plan, confusing officials and investors alike.
	EST
	WSJ

	31-Oct
	Indonesia issues a Letter of Intent and Memorandum of Economic and Financial Policies; IMF gives Indonesia a USD 23 billion financial support package. 
	EST
	IMF

	1-Nov
	The government closes 16 banks. Guarantees payment of up to IDR 20 million per deposit starting November 13. 
	Jakarta
	IEO (2003)

	3-Nov
	The rupiah strengthens by 7 percent following intervention by monetary authorities of Indonesia, Singapore, and Japan. 
	Jakarta
	IEO (2003)

	5-Nov
	Bank Andromeda, partly-owned by President Suharto’s son, files lawsuit against Minister of Finance and Bank of Indonesia Governor, challenging bank closure. 
	Jakarta
	IEO (2003)

	7-Nov
	In Switch, Indonesia Lets 15 Big Projects Proceed 
	Jakarta
	IEO (2003)

	11-Nov
	IMF Managing Director visits Jakarta. 
	Jakarta
	IEO (2003)

	23-Nov
	The President’s son buys a small bank and starts business on the premises of Bank Andromeda. 
	Jakarta
	IEO (2003)

	25-Nov
	IMF mission arrives in Jakarta 
	Jakarta
	IEO (2003)

	5-Dec
	President Suharto begins 10-day rest at home.
	Jakarta
	IEO (2003)

	12-Dec
	President Suharto cancels plan to attend ASEAN summit in Kuala Lumpur. 
	Jakarta
	IEO (2003)

	30-Dec
	Jakarta court decides to delay the liquidation of PT Bank Jakarta owned by President Suharto’s half brother, Probosutedjo. 
	Jakarta
	IEO (2003)

	
	
	
	

	1998
	
	
	

	6-Jan
	President Suharto announces 32 percent increase in government spending for 1998/1999, perceived as violating IMF targets. 
	Jakarta
	IEO (2003)

	9-Jan
	US President Bill Clinton calls President Suharto to insist that IMF program must be followed. 
	Jakarta
	IEO (2003)

	11-Jan
	Opposition chief calls on President to resign (5)
	EST 
	NYT

	12-Jan
	Muslim leader tells Suharto to go 
	GMT
	BBC

	13-Jan
	The IMF and Indonesia appear to be near an agreement over the IMF bailout; the government is reported to be considering introducing a currency board. 
	Jakarta
	IEO (2003)

	15-Jan
	Indonesia issues the Memorandum of Economic and Financial Policies (never approved) 
	Jakarta
	IMF

	16-Jan
	Indonesia pact with IMF fails to halt unrest; currency  falls again; food price riots erupt 
	EST
	Washington Post

	19-Jan
	President Suharto emphasizes that National Car Project and plan to develop Indonesian jet plane will continue without state funding or assistance. 
	Jakarta
	IEO (2003)

	27-Jan
	Government announces full guarantee of commercial bank deposits and credits and new agency to restructure banking sector. 
	Jakarta
	IEO (2003)

	28-Jan
	Partial halt by Indonesia on payments 
	EST
	NYT

	11-Feb
	Indonesia will peg rupiah to the dollar (currency board) 
	Jakarta
	IEO (2003)

	12-Feb
	Indonesia cracks down as protests hit capital.  Food riots have broken in a score of communities around the country. 
	EST
	NYT

	12-Feb
	Suharto replaces central bank governor. 
	Jakarta
	BBC

	14-Feb
	One dead as price riots escalate in Indonesia towns (2/13-2/16). 
	EST
	Washington Post

	16-Feb
	The IMF disagrees with Indonesia about adopting a currency board. 
	EST
	Kho and Stulz (2000)

	17-Feb
	The IMF has threatened to withhold further money under a USD 43 billion bailout package if Indonesia adopts a currency board. 
	EST
	Kho and Stulz (2000)

	20-Feb
	Indonesia will repay deposits at closed banks 
	Jakarta
	IEO (2003)

	9-Mar
	A simmering dispute between the IMF and Indonesia 
	EST
	Kho and Stulz (2000)

	10-Mar
	Indonesia’s Suharto re-elected, names VP choice. 
	Jakarta
	IEO (2003)

	11-Mar
	Indonesia considers a currency board, as dollar is held within narrow range. Students stage protests. 
	EST
	WSJ

	21-Mar
	The IMF and the Indonesian government have made “considerable progress” toward a new deal; Indonesia ends controversial currency plan; IMF official says country is also making progress on revising agreement with the agency that will lead to economic reforms. 
	WST
	LAT

	23-Mar
	Indonesia raises interest rate 
	Jakarta
	IEO (2003)

	26-Mar
	Indonesia said that it is close to a comprehensive package of measures to lift the country out of its worst economic crisis in three decades, which Indonesia has agreed to in exchange for a USD 40 billion bailout. 
	EST
	Kho and Stulz (2000)

	6-Apr
	Indonesia makes move on 14 banks 
	EST
	WSJ

	8-Apr
	Indonesia said that it had reached agreement with the IMF on a new package of economic reforms and targets, which the IMF would watch closely to ensure compliance. 
	EST
	Kho and Stulz (2000)

	10-Apr
	Indonesia issues a Supplementary Memorandum of Economic and Financial Policies on additional measures 
	EST
	IMF

	13-Apr
	Suharto seeks to dispel reform doubts 
	GMT
	BBC

	5-May
	Indonesia sharply raises energy cost 
	EST
	WSJ

	7-May
	6 Dead as riots rock Indonesia for 3rd day 
	EST
	Washington Post

	8-May
	Riots in Indonesia’s third largest city 
	EST
	WSJ

	9-May
	Anti-Suharto protests continue at colleges 
	EST
	WSJ

	14-May
	Suharto returns to war zone. At Jakarta’s Trisakti University six students died on Tuesday May 12, sparking riots and protest the following days, May 13-14. 
	GMT
	Guardian

	15-May
	Indonesia lurches towards anarchy. 
	CST
	Chicago Tribune

	21-May
	President Suharto announces his resignation and immediately hands power over to Vice President B.J. Habibie. 
	Jakarta
	IEO (2003)

	4-Jun
	Indonesia and creditors agree on a comprehensive program to address external debt, including creation of an Indonesian Debt Restructuring Agency (INDRA). 
	Western Europe 
	IEO (2003)

	17-Jun
	Indonesia protesters demand lower food prices, vote on East Timor 
	EST
	CNN

	18-Jun
	The Export-Import Bank of Japan announces that Japan signed USD 1billion trade credit facility for Indonesia. 
	Jakarta
	IEO (2003)

	24-Jun
	Government signs fourth agreement with IMF. 
	EST
	IEO (2003)

	2-Jul
	Indonesian Debt Restructuring Agency (INDRA) established 
	Jakarta
	IEO (2003)

	8-Jul
	Protests, violence continue in Indonesia. 
	EST
	CNN

	1-Sep
	Riot erupts in Indonesia. 
	EST
	NYT

	10-Sep
	Students intensify protests in Indonesia. 
	EST
	WSJ

	14-Sep
	Rioting erupts in Indonesia’s third largest city 
	EST
	CNN

	16-Sep
	Food riots stretch into second week. 
	EST
	WSJ

	23-Sep
	Paris Club reschedules USD 4.2 billion of sovereign debt 
	Western Europe
	IEO (2003)

	
	
	
	

	Sources: Kho and Stulz (2000). The Wall Street Journal, Asian Wall Street Journal, CNN, BBC, Bisnis Indonesia, the IMF Independent Evaluation Office (2003), New York Times, LA Times.
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