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ABSTRACT

The objective is to develop econometric model for predicting the risks of entering
contract in the Agricultural Futures Exchange of Thailand (AFET) in the situation of both bear
and bull stock markets using switching regression technique to assess the individual contract price
of the four products for investment in the AFET including ribbed smoked rubber sheet No3
(RSS3), White rice 5% both options (BWRS5), Thai Hom Mali 100% grade B both options
(BHMR) and tapioca chip (TC). The data are daily closing price from January 2008 to June 2009.

The time series were subject to unit roots test to assure the absence of spurious regression
problem. The time series of the investment returns from agricultural futures contracts and those of
the returns from investment in the Stock Exchange of Thailand (SET) were found to be stationary
at the levels data at statistically significant level.

Switching regression model was applied to determine whether the volatility or risk of
investment returns differed in rising and falling market situations. The findings provided the
conclusion that the rates of return of individual agricultural futures contract all differed at 0.01

statistically significant level in different market situations. This suggests the need for analyzing



contract risks by using switching regression model. In the rising market situating B’s or
coefficient of risk of all four product contracts were found to have the values < 1 indicating the
smaller change in the rate of returns to investment in AFET compared to investment in SET and
thus the contracts could be considered as defensive stocks. However, the B of TC contract had a
negative sign meaning that its rate of return moved in the opposite direction to SET return. In the
falling market situation , B’s of all four agricultural futures contracts also had the values < 1
implying to slower price adjustment compared to the trading in SET. Particulary, B’s of RSS3,
BWRS and TC bore negative sign indicating their rates of return and that of market or SET
returns moving in the opposite directions.

By comparison to the investment on 1-year, 5-year, and 10-year maturity government
bonds, RSS3 and TC can be regarded as undervalued during rising market situation and thus
deserve investing while BWRS and BHMR appear overvalued and are not worth investing. In the
decling market situation, all four agricultural futures contracts are relatively undervalued and thus

attractive for investors to enter the contracts.



