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ABSTRACT

The purpose of this research was to analysis the risk of stocks in two different scenerios,
the up-trend and the down-trend markets, by using the Switching Regression Method. The
concerned stocks in a Large Bank Sector include the stocks of Bangkok Bank Public Company
Limited (BBL), Thai Farmer Bank Public Company Limited (TFB), Siam Commercial Bank
Public Company Limited (SCB) and Krung Thai Bank Public Company Limited (KTB). This
study uses the weekly data during January 2, 1998 to December 27, 2002.

Since data are time series thus it is appropriate to investigate the stationarity of the data;
the cointegration and the Error Correction Model were employed. The result showed that the rates
of returns of these stocks and the rates of returns of Stock Exchange of Thailand Index were
stationary. The cointegration of the rate of return of stocks in a Large Bank Sector and the rate of
return of Stock Exchange of Thailand Index indicated the long-term equilibrium.

The result of the Switching Regression Model (SRM) indicated that the market in the

up-trend and the down-trend markets were significantly different. This suggests SRM should be



employed in risk studies for this sector. In the up-trend market the rates of returns of Stock
Exchange of Thailand Index influenced the rate of return of individual stocks. The beta values of
all stocks under consideration were more than 1 (2.2 to 2.6) meaning that in the up-trend market,
the stocks were more aggressive than the overall market.

In the down-trend market, the rate of return of Stock Exchange of Thailand Index
influenced the rates of returns of the stocks in the Large Bank Sector. The beta values of the
stocks except SCB were less than 1 (0.9 to 0.95) indicating that the stocks were more defensive
than the market.

In comparison with the rate of return in government bond, the stocks in a Large Bank
were under valued. Therefore, the conclusion is the stocks under consideration were attractive to

invest in both market scenarios.



