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ABSTRACT

The study aimed to apply Arbitrage Pricing Theory Model to estimate risk premium and
anticipate return gained from each stock in 50 Index of Stock Exchange of Thailand using
weekly data from January 11, 1998 to December 29, 2002 , totally 260 weeks.

Since the data analyzed was time-series, it was necessary to use unit root test to analyze
the order of integration. As APT Model, which comprised of two models : Factor Loading Model
(FLM) and Macroeconomic Variable Model (MVM) had different techniques to estimate risk.
The former used Factor Loading Analysis and the latter used General Least square {(GLS) to
inquire for relationships between each stock’s excess return and macroeconomic variable. The
study applied four macroeconomic variables, which are Inflation Rate (INF), Minimum Loan
Rate (MLR), Manufacturing Product Index (MPI) , and Market Return (RM) of Stock Exchange
of Thailand.

The finding from Unit root test revealed that all macroeconomic variables were
stationary, except the Minimum Loan Rate, which indicated that it had different order of
integration from other variables. Theoretically, it was essential to eliminate this variable from the

study and examine models of each variables SET 50 index



For the return prediction in APT Maodel, it revealed that the two models had the same
result.That most stocks in SET 50 had positive excess return , except RATC. However, both 2
models indicated different findings in PTTE. FLM gave negative excess return but MVM gave
positive excess return. Nevertheless, for risk premium estimation, R-square given by FLM and
MVM was 0.367244 and 0.983603 respectively. This indicated that MVM is able to describe the

change of stock excess return rate more reliably than FLM.



