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ABSTRACT

The study objectives are to test and understand the relationship between exchange rate
and the return of index of the Stock Exchange of Thailand (SET) using Bivariatt GARCH
econometric analysis technique and the pertinent secondary daily data from 1 January 2006-31
May 2009 covering 1,249 observations

The unit roots test by Augmented Dickey Fuller (ADF test) method indicated both sets of
time series, exchange rate and return to set index, were stationary at 0 order of integration or 1(0).
The optimal ARMA model for estimation of average exchange rate was found to be in the form of
AR(2) while that of AR(1) MA(1). The volatility of the exchange rate and return to SET index
was found to be test expressed by GARCH (1,1) model.

The test using Constant Conditional Correlation (CCC) model to determine the
relationship between condition variance of exchange rate and that of return to SET index yielded
the bivariate GARCH (1,1) form. The coeffecients of shock at t-1 had the values of @,, and a,,
equal to 0.5220 and -0.0072 respectively, indicating both positive and negative relationship in
that the lagged movement of SET index returns would vary in the same direction as the present

volatility of exchange rate while the lagged volatility corresponded inversely with the present



returns to SET index. The values of b, and b,; equal to -2.1448 and 0.0347 respectively, also
suggested both positive and negative relationship under conditional estimation. The lagged
conditional SET index returns varied in opposite direction with the present exchange rate
volatility and the lagged volatility of exchange rate would vary in the same direction as the
present volatility of SET index returns. Meanwhile, the  standardized shocks relationship
between exchange rates and SET index returns had fixed value and inversely relate at the value of

-0.2785



