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ABSTRACT

This study examined the relationship between the volatility in market return in the Stock
Exchange of Thailand (SET) and those return in stock markets in the Asian region. The market
return was defined by the corresponding stock exchange indices including SET, Nikkei in Japan,
Hang Seng in Hong Kong and Straits Time in Singapore. Based on the causality assumption, the
test on the relationship was performed for SET index as dependent variable while other indices
being independent variable for one case and other indices as dependent variable while SET index
being independent variable for the other. The data were daily time series in logarithm form during
30 January 2004 — 30 January 2009 encompassing 1,078 observations.

The unit roots test by Augmented Dickey-Fuller test method revealed all set of time
series were stationary at level data or I(0) at 1% statistically significant level.

GARCH-M method were applied for modeling the market return volatility in various
stock markets and the findings indicated the optimal model for SET were AR(1), MA(1), AR(2),
MA(2) and GARCH-M(1,1); for Nikkei were AR(7), MA(7), AR(8), MA(8) and GARCH-

M(1,1); for Hang Seng were AR(11), MA(11), AR(12), MA(12) and GARCH-M(1,1); for straits



time were AR(3), MA(3) and GARCH-M(1,1) The estimated coefficients of dependent variables
in both cases were found to contain ARCH and GARCH terms and indicated the time-varying
volatility nature of the data at statistically significant level.

The unit roots test by Augmented Dickey-fuller method for individual set of time also
indicated market return data in each stock market were stationary at 1(0).

Granger Causality model was applied to determine the relationships between market
return in SET and those in the Asian stock exchanges, and the two-way relationship was found.
The application of Engle and Granger model for analysis of cointegration revealed the existence
of long-term equilibrium in both direction of relationship as the error term series from regression
estimation were stationary at level data or I(0). The test on short-run equilibrium provided the
result that there existed an adjustment process to attain long-run equilibrium at the speed of

adjustment ranging from 0 to -1.





