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ABSTRACT 

This thesis provides an econometric analysis of the Thai stock market in the 

context of global stock market integration. Chapter 3 examines whether stock 

prices for 16 countries are trend stationary or follow a random walk process 

using the Zivot and Andrews (1992) and Lumsdaine and Papell (1997) tests 

and monthly data spanning December 1987 to April 2007. With one and two 

structural breaks, the Zivot and Andrews and Lumsdaine and Papell test results 

provide evidence in favor of the random walk hypothesis in 12 and 11 

countries, respectively, out of 16 countries. Thus, based on the empirical 

results in this chapter, the stock market price indices in the majority of 

countries analyzed exhibit a random walk. In addition, the key structural break 

in most of the cases points to the Asian crisis over the period 1996-1998. 

Chapter 4 investigates the existence of cointegration and causality 

between the stock market price indices of Thailand and its major trading 

partners (Australia, Hong Kong, Indonesia, Japan, Korea, Malaysia, the 

Philippines, Singapore, Taiwan, the United Kingdom and the United States), 

using monthly data spanning December 1987 to December 2005. Both the 

Engle-Granger two-step procedure (assuming no structural breaks) and the 

Gregory and Hansen (1996) test (allowing for one structural break) provide no 

evidence of a long-run relationship between the stock prices of Thailand and 

these countries. Based on the empirical results obtained from these two 

residual-based cointegration tests, potential long-run benefits exist from 
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diversifying the investment portfolios internationally to reduce the associated 

systematic risks across countries. However, in the short run, three 

unidirectional Granger causalities run from the stock returns of Hong Kong, the 

Philippines and the United Kingdom to those of Thailand, pair-wise. 

Furthermore, there are two unidirectional causalities running from the stock 

returns of Thailand to those of Indonesia and the United States. The results also 

found empirical evidence of bidirectional Granger causality, suggesting that the 

stock returns of Thailand and three of its neighboring countries (Malaysia, 

Singapore and Taiwan) are interrelated. 

Chapter 5 explores the relationships between stock market returns of 13 

countries based upon monthly data (December 1987 to April 2007). 

Specifically, the principal component and maximum likelihood methods are 

used to examine any discernable patterns of stock market co-movements. 

Factor analysis provides evidence that stock returns in a number of Asian 

countries are highly correlated and, based on the resulting robust factor 

loadings, they form the first well-defined common factor. The results also find 

consistent results (based on both the principal component and maximum 

likelihood methods) suggesting that the stock returns of all global developed 

economy stock markets are also highly correlated, and constitute the second 

factor. That means, inter alia, geographical proximity and the level of 

economic development do matter when it comes to co-movements of stock 

returns and this has important implications for financial portfolio 

diversification if the aim is to reduce systematic risks across countries. 
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Chapter 6 analyzes how 15 international stock markets and five key 

Thai macroeconomic variables influenced monthly stock market returns in 

Thailand in the pre- and post-1997 Asian crisis eras. The results indicate that 

the Singapore stock market influenced the Thai stock market significantly in 

both the pre- and post-1997 periods. Before 1997 the Indonesian and 

Malaysian stock markets were significantly related to the Thai stock market, 

whereas after the crisis Korea and the Philippines played a dominant role in 

explaining sources of variation in the monthly returns in the Thai stock market. 

Therefore, to a large extent, one may conclude that the Thai stock market is 

very much influenced by the performance of its neighboring countries’ stock 

markets, but non regional markets exerted an insignificant effect. This goes 

some way to explaining why the financial crisis of 1997 remained a primarily 

regional crisis. 
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