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Abstract

This study aimed to utilize the Arbitrage Pricing Theory (APT) to estimate various
factor risk premiums influenced by systematic risk factors and expected securities returns. -
The resulting information was then applied to determine investment decisions in the Stock

Exchange of Thailand (SET).

In identifying those systematic risk factors and the associated factor loadings,
two models were used : the Factor Loading Model (FLM) and the Macroeconomic Variable
Model (MVM). These models were based on two different technigues. While the FLM employed
primarily factor analysis, the ~MVM - utilized regression to investigate the relationship between
macroeconomic variables and the returns on securities. The macroeconomic variables used were

the market returns, interbank rates, infiation rates and investment indices.



According to the result produced by the FLM, there were nine factors which
explained the variation of securities returns. These nine risk factors were shown to  influence
the movement of securities returns by 68%. Meanwhile, the resulting estimation of the MVM
found that the market return had a notable impact on the movement of the securities
returns for all securities in this study. The other macroeconomic risk factors had statistically

significant influences on only a few securities' returns.

The factor risk premium estimations resulting from the FLM indicated that the
factor risk premiums stemming from those nine factors and their associated factor loadings could
describe 67.49% of the variation of the excess securities retuns . whereas the MVM with

its risk premiums and their factor loadings could explain 37.51%

In applying the securities' expected returns as the basis for making investment
decisions in securities trading, this study concluded that each model had its own unique
advantages and disadvantages. Although the FLM could more accurately predict the rates of
expected returns, it could not identify the factors necessary to explain the variation of
securities returns. Thus, the FLM was inadequate for providing investment strategies.
In contrast, despite its comparatively less accurate predictions, the MVM was a more effective
tool in terms of investment strategy planning — because it was able to identity the
rﬁacroeconomic factors influencing the variation of securities returns. Therefore, investors

were able to adjust their investment strategies under different economic situations.





