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INTRODUCTION 

 
Indonesia is a small open economy that can be influenced easily by international fluctuations in exchange rates and 

foreign income.  The exports and imports of Indonesia fluctuate from time to time because of exchange rate 

fluctuations. Figure 1 shows fluctuations of the values of exports and imports in Indonesia. Exports and imports have 

the same pattern; meaning that an increase in exports is followed by an increase in imports. This means that the 

exports of Indonesia are determined by its imports because exports are more dominated by the imports of capital 

goods.   

There are other factors that may have significant effects on exports and imports, including good news and bad news.  

The analysis of good news and bad news is very important in all areas of economic development (Larsen and 

Thorsrud, 2018).  However, the application of good news and bad news models is mostly used in stock market 

analysis.  For example, Du (2018) analyzed the role of good news and bad news on the stock market.  Furthermore, 

Wu et al., (2018) used good news and bad news models to analyze the Taiwan stock market. However, Chadwick and 

Bastan (2017) applied a good and bad news model on the food market in Turkey. In addition, Kima et al., (2015) used 

the model for analysis of the credit default swap in the Eurozone and China. This means that the model is also 

applicable for analysis of other economic models, as stated by Du (2018). A similar model, an ARIMA–EGARCH 

model, was applied to examine Korean exports (KIM, 2018). Based on these previous studies, good news and bad 

news model was applied in this article to examine the effects of good news and bad news on exports and imports in 

Indonesia.   

Abstract 
 
This study examines the effect of good news and bad news on the exports and imports of Indonesia using a threshold 
generalized autoregressive conditional heteroscedasticity (TGARCH) model. Quarterly data from 1990.1 until 2017.2 
are utilized in this study. The results show that the export function is theoretically and statistically significant. 
Furthermore, bad news has a more dominant effect on exports in Indonesia, as the study shows asymmetry information. 
Meanwhile, the import function of Indonesia is statistically and theoretically significant and good news has a more 
dominant effect on imports in Indonesia, also with asymmetry information. It is recommended that the government 
promote transparent management of exports and imports to increase trust in the exports and imports of Indonesia.   
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Figure 1.  Exports and Imports of Indonesia, 2005.01–2018.09 (Thousand USD) 

 

LITERATURE REVIEW 

 

Most of studies on the effects of good news and bad news on stock markets and exchange rate using 

Threshold Generalized Autoregressive Conditional Heteroscedasticity because this model has ability to capture the 

effects of good news and bad news in stock market.  For example, Evans and Speight (2010) used time series 

modelling in analyzing dynamic news effects on Euro exchange rate and found that exchange rates are found to react 

very quickly to macroeconomic surprises, specifically, within 5min of the release.    

Furthermore, Omrane et.al., (2017) examined macro news effects on a Euro/US on 2008 financial crisis using 

GARCH model.  They found that four characteristics are significantly asymmetrically influenced by news 

announcements.   Furthermore, they found that Depth is more affected by both news surprise and pure news during the 

expansion.   Other result of the study shows that confirm a significant dampening impact of nominal exchange rate 

volatility on India's imports from the U.S. and China. 

Sharma and Pal (2018) utilized four models in their analysis of exchange rate volatility in India.  Their models 

are Autoregressive Conditional Heteroscedasticity (ARCH), Generalized Autoregressive Conditional 

Heteroscedasticity (GARCH), Threshold Generalized Autoregressive Conditional Heteroscedasticity (TGARCH), 

Exponential Generalized Autoregressive Conditional Heteroscedasticity (EGARCH).  They found that In the long run, 

nominal exchange rate volatility has a negative impact on export performance with the U.S., Germany, and China.  

The results also confirm that the volatility in export demand is offset by short run correction for each monthly export.   

Roache and Rossi (2010) assessed how commodity prices respond to macroeconomic news, showing that 

commodity prices are influenced by macroeconomic news. Meanwhile, Marshall et al. (2012) examined the impact of 

news announcements on the foreign exchange rate. The results showed that on days with scheduled macroeconomic 

news announcements, the foreign exchange rate tends to drop, but there are no significant changes in pre- and post-

announcement levels.    

Beetsma et al., (2013) used good news and bad news model to examine interest rates in European countries. 

They found that on average, more news raises the domestic interest spread and leads to an increase in interest spreads. 

The same analysis was done by Paiardini (2014), who found that 25 news announcements had a significant impact on 

bond returns and that almost all announcements were incorporated into prices within 20 minutes from their release. 

Meanwhile, Cui and Zhao (2015) applied a different model in analyzing the effect of news on the bond market in 

China. They used a non–parametric model in their analysis and found that good news has a significant effect on the 

bond market in China.  

Analyses of good news and bad news effects have also been conducted for the exchange rate; for example, 

Ouadghiri and Uctum (2016), Chan et al., (2017), Ho et al., (2017), and Omrane and Savaşer (2017). The threshold 

generalized autoregressive heteroscedasticity (TGARCH) model is mostly used in stock market and exchange rate 

analysis. This model is limited in other analyses, especially in the response of exports and imports to good news and 

bad news. Some studies about this include Wong and Lee (2016), who used TGARCH to examine Malaysian 

manufacturing exports to China, and Kim (2018), who analyzed Korean exports using ARIMA–EGARCH model. 

Meanwhile, the analysis of the response of Indonesian exports and imports to good news and bad news is very 

important because Indonesia is a small open economy. Fluctuations in exchange rate volatility, as well as economic 

news, have an effect on the exports and imports in Indonesia. This means that this study is very important because 

news has a significant contribution to Indonesian exports and imports. 
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RESEARCH METHOD 

Data and Model 

This study uses quarterly data from 1990.1 to 2017.2, with a total sample of 110 quarters. The export and 

import standard models are applied, where the variables in the model are Indonesian exports (X), Indonesian imports 

(M), Indonesian GDP (Y), USD/IDR exchange rate (ER), and US GDP (FY). All variables are transformed into 

natural logarithms and the standard models of export and import are stated as follows: 

 

                                                       (1) 

 

The estimation of good news and bad news was conducted using threshold generalized autoregressive 

conditional heteroscedasticity (TGARCH). The specification of conditional variance for TGARCH is given by 

(Asteriou & Hall, 2017): 

 

                                   (2) 

 

Where  takes the value of 1 for  < 0, and 0 otherwise, meaning that good news and bad news have different 

impacts. The coefficient of γ represents the impact of good news and γ + θ.  If θ > 0, this means that there is 

asymmetry, while if θ = 0 the impact of news is symmetrical.  To allow a greater effect of variance in the TGARCH 

model, equation (2) can be expanded by including more lagged terms (Asteriou & Hall, 2017): 

 

                    (3) 

 

Equation (1), (2), and (3) were estimated using the maximum likelihood method to obtain the estimated coefficients.    

Equations (1), (2), and (3) are convergence time path related to concept of dynamic stability of intertemporal 

equilibrium of the equations.  Specifically, the equilibrium is dynamically stable if, and only if, the time path is 

convergence (Chiang and Wainwright, 2005:527).  In the case of ARCH and GARCH, the estimated results are stable 

if the gradients of the estimated functions become smaller and smaller.  

 

RESULTS AND DISCUSSION 

 

Statistics of variable capture the fluctuations of the variables in the time period of study.  Table 1 shows that 

variance of Indonesian GDP is very big indicates that the Indonesia GDP fluctuate over time.  This is because GDP 

increase from time to time.  In addition, nominal GDP consists of inflation.  However, the most important issue in the 

international trade is exchange rate fluctuations. Table 1 shows that the minimum value of exchange rate is 1,823 and 

maximum is 14,900 with variance is 15,054.  These figures explain the fluctuations are very significant in the period 

of study.  These fluctuations have significant effect in Indonesian exports and imports. 

 

Table 1.  Statistics of Variables 

Variables 

Statistics 

Mean 
Variance 

(000) 
Minimum Maximum 

Export 

Import 

GDP 

US GDP 

Exchange 

Rate 

233564.81 

249887.55 

983001.76 

11975.12 

7777.28 

46216989 

45743485 

1018596995 

15979 

15054 

12089.30 

12139.50 

49959.40 

5890.80 

1823.00 

665246.16 

675459.97 

3366663.70 

19250 

14900 

 

Stationarity Test 
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Augmented Dicky Fuller (ADF) test is used in the study to test data stationarity.  The results are provided in 

Table 2, where all of the variables are stationer after first difference.  Based on this, the estimate of the model used 

first difference to avoid nonstationary effect in the model.   

 

Table 2.  Stationary Test Using ADF 

Variables 

ADF Statistics 

At 

level 

Prob. First 

Diff. 

Prob 

Export 

Import 

Exchange 

Rate 

USGDP 

Indonesia 

GDP 

-

2.4990 

-

1.3865 

-

2.1401 

-

1.1725 

-

0.9967 

0.3281 

0.8595 

0.5175 

0.9105 

0.9393 

-

8.8486 

-

7.2334 

-

7.8034 

-

6.6063 

-

4.1573 

0.0000 

0.0000 

0.0000 

0.0000 

0.0072 

Sources: Estimated Results, 2018. 

 

Evaluation of Stability Model 

 

Before estimation, the models are evaluated using gradients at the estimated parameters.  If the gradients 

converge to origin indicated the smaller and smaller coefficient magnitude, the model is stable and hence can be used 

in the analysis. According to Table 3, the gradients of coefficients are convergence because the coefficients are getting 

smaller from first coefficient to the last coefficient. This means that the model is stable and hence can be used in 

analyzing good news and bad news in Indonesian model of exports.  The same results are also found in the model of 

Indonesian imports.  The coefficients of gradients are convergence, the model is also stable, hence can be used in 

analysis the good news and bad news of Indonesian imports (see Table 4 for more details).   

 

Table 3. Gradients of Export Function 

Gradients evaluated at estimated parameters 

Equation: EXPORT  

Method: ML ARCH - Normal distribution (BFGS / 

Marquardt steps) 

Specification: D(LEX) D(LER) D(LUSGDP)  C 

    
    Coefficient Sum    Mean    Weighted Grad. 

    
    C(1) -52.40614 -0.480790 -0.000209 

C(2) 1.355336 0.012434 -0.004986 

C(3) 42.98309 0.394340 -4.09E-09 

C(4) 1381099. 12670.63 1.61E-19 

C(5) 158783.0 1456.724 -2.69E-19 

C(6) 128727.3 1180.985 -2.66E-19 

C(7) 105273.9 965.8155 3.26E-19 

C(8) 426698.9 3914.669 -2.52E-21 

C(9) 123519.7 1133.208 -7.76E-21 

    
Sources:  Estimated Results, 2018. 
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Table 4.  Gradients of Import Function 

Gradients evaluated at estimated parameters 

Equation: IMPORT  

Method: ML ARCH - Normal distribution (BFGS 

/ Marquardt steps) 

Specification: D(LM) D(SLER) D(LGDP)  C 

    
    Coefficie

nt Sum    Mean    

Weighted 

Grad. 

    
    C(1) -0.001990 -1.83E-05 -1.18E-06 

C(2) -0.012523 -0.000115 -4.42E-13 

C(3) 6.493305 0.059572 -2.00E-16 

C(4) -166775.1 -1530.047 -5.97E-16 

C(5) -121378.1 -1113.561 -3.89E-15 

C(6) -874.8065 -8.025748 1.36E-13 

C(7) -10106.03 -92.71583 -3.46E-15 

C(8) -12511.70 -114.7863 -1.34E-15 

    
Sources: Estimated Results, 2018. 

 

Estimated Results 

 

The estimated coefficients of the export function are statistically and theoretically significant. The coefficient 

of the exchange rate is inelastic because Indonesia exports raw materials, and the raw materials are not elastic in terms 

of the exchange rate.  This means an increase in the exchange rate (depreciation) will cause a relatively small increase 

in exports. An increase in exchange rate by 1 percent will cause exports to increase by 0.340298 percent, assuming all 

other variables are constant.  Meanwhile, the coefficient of US income is elastic, meaning that an increase in US 

income will be followed by more exports, assuming other variables remained unchanged. 

Furthermore, good news has no significant effect, having an effect only when the significance level is at 90 

percent.  This means that good news has a weak effect on Indonesian exports. However, bad news has a bigger 

coefficient compared to that of good news. Bad news has a dominant influence on Indonesian exports. Another result 

shows that there is asymmetry in Indonesian exports.  This means that Indonesian economy is small open economy 

that has no power to influence the world economy as whole.  As small open economy, Indonesian exporters are price 

taker in international trade. The estimated TGARCH model of Indonesian exports is presented in Table 5. This result 

is consistent with the work of Kim (2018) for the case of Korean exports, which showed a negative asymmetry of the 

effect of news.   

 

Table 5.  The Estimated TGARCH Model of the Export Function 

     

Variable Coefficient Std. Error z-Statistic Prob.   

D(LER) 0.340298 0.069298 4.910617 0.0000 

D(LUSGDP) 3.157629 0.991026 3.186223 0.0014 

C 0.001845 0.014446 0.127719 0.8984 

 Variance Equation   

C 0.002238 0.000714 3.135783 0.0017 

RESID(-1)^2 0.466262 0.257336 1.811878 0.0700 

RESID(-

1)^2*(RESID

(-1)<0) -0.476379 0.254944 -1.868563 0.0617 

RESID(-2)^2 0.095980 0.010443 9.190857 0.0000 

RESID(-3)^2 -0.138957 0.053441 -2.600183 0.0093 

GARCH(-1) 0.583919 0.149271 3.911800 0.0001 

R-squared 0.180309     Mean dependent var 0.03584 

Adjusted R- 0.164843     S.D. dependent var 0.10999 
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squared 

S.E. of 

regression 0.100520     Akaike info criterion -1.93502 

Sum squared 

resid 1.071060     Schwarz criterion -1.71280 

Log 

likelihood 114.4588     Hannan-Quinn criter. -1.84490 

Durbin-

Watson stat 2.222220    

Source: Estimated Results, 2018. 

 

The estimated coefficients of import, on the other hand, are statistically and theoretically significant. The 

exchange rate coefficient is negative, meaning that that an increase in the exchange rate will decrease imports, 

assuming other variables are constant. The magnitude of the exchange rate coefficient is very big (elastic), indicating 

that the response of imports to the exchange rate is very large. Furthermore, the coefficient of domestic income is 

elastic and positive, meaning that an increase in income will increase the demand for imported goods, assuming other 

variables are constant.   

 

Table 6.  The Estimated TGARCH Model of Import Function 

     

Variable Coefficient Std. Error z-Statistic Prob.   

D(SLER) -37.70528 4.992993 -7.551639 0.0000 

D(LGDP) 0.722819 0.205080 3.524566 0.0004 

C -0.005392 0.009311 -0.579141 0.5625 

 Variance Equation   

C -1.81E-05 0.000107 -0.168882 0.8659 

RESID(-1)^2 0.413421 0.040097 10.31048 0.0000 

RESID(-

1)^2*(RESID

(-1)<0) 0.095752 0.019871 4.818588 0.0000 

RESID(-2)^2 -0.512341 0.048855 -10.48701 0.0000 

GARCH(-1) 1.056715 0.011761 89.84952 0.0000 

R-squared 0.367579     Mean dependent var 0.03623 

Adjusted R-

squared 0.355646     S.D. dependent var 0.11758 

S.E. of 

regression 0.094386     Akaike info criterion -2.13646 

Sum squared 

resid 0.944314     Schwarz criterion -1.93893 

Log 

likelihood 124.4372     Hannan-Quinn criter. -2.05636 

Durbin-

Watson stat 2.637089    

Source: Estimated Results, 2018. 

 

The effects of good news and bad news on Indonesian imports is revealed in the model.  This means that good news 

has a significant effect on imported goods in Indonesia. In addition, there is also asymmetry information in the import 

model of Indonesia. This model is similar to the research of Wong and Lee (2016), who studied Malaysian 

manufactured exports. For more details, the estimated results are presented in Table 6.    

 

CONCLUSION 

 

Based on the estimated results and the analyses, several conclusions can be drawn from this study. First, the estimated 

coefficients of export and import functions are statistically and theoretically significant. Second, good news is 



223 
Citation: Nanda Rahmi, Aliasuddin, 2020. The Effect of Good News and Bad News on Exports and Imports in Indonesia. Advances in Natural 

and Applied Sciences., 14(1): 217-223. DOI: 10.22587/anas.2020.14.1.29 

 

 

relatively significant in the export model and there is negative asymmetry in the export function. Third, good news is 

significant in the import model, which shows positive asymmetry.   

It is recommended that policy makers manage the news effectively to promote exports in Indonesia and to decrease 

imports in Indonesia.  Exports are very important to Indonesia as a source of foreign exchange reserves. Meanwhile, 

imports will deteriorate foreign exchange reserves.   
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