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ABSTRACT

This study has the objectives to perform a time series analysis of the volatility and the
nature of business cycle based on various stock indices and relevant economic variables data and
to find out the relationships of each variable in each regime of the business cycle. The Markov-
Switching Vector Autoregressive (MS-VAR) model of Bellone (2005) applied after the process
proposed by Krolzig (1997) was employed as analytical tool in the present study. Data for the
investigation were of secondary type including the monthly time series of price index of the Stock
Exchange of Thailand (SET) , S&P price index , interbank interest rate , Thai-US exchange rate,
money supply in the broad definition , consumer price index , and government spending from 13
October 1981 to 13 October 2011 covering 241 observations.

The unit roots test of the seven sets of time series under the conditions of without

intercept and trend term, with intercept term, and with both intercept and trend terms indicated all



variable vectors in all conditions were stationary at the levels data at 0.05 statistically significant
level and thus these data sets can be applied for empirical modeling.

In the present attempt , the empirical applications of Markov-Switching Vector
Autoregressive (MS-VAR) model were conducted under three specifications: 1) the Mean-
Variance or MS(3)-VAR(0) model , 2) the MS-VAR regime dependent or MS(3)-VAR(q) model ,
and 3) the MS-VAR intercept regime dependent or MSI(3)-VAR(q) model in which all three
regimes of business cycle are included. The estimation results showed that the Mean-Variance
model and the MS-VAR intercept regime dependent model applications to the data sets under this
study could reveal well the nature of business cycle and notably the feature of low regime in the
graphic presentations which demonstrated the obvious movements during the periods of tom yum
kung crisis and hamburger crisis as well as the relationships among various explanatory variables
in different regimes of the business cycle. Meanwhile, the MS-VAR regime dependent model
application failed to capture the business cycle characteristics in the light of widely business
fluctuations.

The test whether the residuals from the estimation by all three models were normally
distributed indicated that they were not , leading to a further attempt making a bivariate analysis
using the SET price index as the core variable to evaluate the goodness of fit between the
observed values and the estimated values. It was found that the estimation errors or residuals are
normally distributed in the cases of bivariate regression on the relationship between SET price
index and S&P price index , between SET price index and consumer price index and between

SET price index and government spending



