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ABSTRACT

This study examines causality between stock prices based on monthly stock
market data from SET index over the period 1995 to 2006 and the macroeconomic
variables represented by monthly money supply in M2 over the same period at the
presence of a structural change. This study has determines whether the process is non-
stationary or stationary by illustrating the behavior of the money supply (M2) and
SET index. If linear times trend has no kinks, Augmented Dickey-Fuller tests are
conducted to unit roots test. But if data are found to have the change in a drift term
and a kink of a time trend in a linear, time-series model with a structural change
developed by Perron is applied. The Cointegration test based on Johansen approach is
employed to define the long-run equilibrium relationship. Also, Granger causality

tests are performed to determine causality between two variables.



The results revealed that both sets of data M2 and Set index were found to be
stationary at the first order of integration with disappearing structural change between
1976 to 2006. The bivariate VAR model of M2 and SET index had one cointegrating
vector with intercept but without trends in the model conducted by Johansen method
and negative relationship was found between M2 and SET index.

Furthermore, Granger causality results indicated that it had one-way direction of
causality from SET index to M2 at 5% significant level. In econometric sense, it
depicts that historical information may not be of much value in predicting SET index
but stock price in stock market plays negatively significant role in determining
monetary policy and future change in the monetary aggregated.
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