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ABSTRACT

The purpose of this study was to investigate the long and short term relationship between
exchange rates and banking sector stock prices in the stock exchange of Thailand. The United
States dollar exchange rates and six securities in the banking sector were applied in this study;
namely the Bank of Ayudhya Public Company Limited (BAY), Bangkok Bank Public Company
Limited (BBL), Kasikornbank Public Company Limited (KBANK), Krung Thai Bank Public
Company Limited (KTB), The Siam Commercial Bank Public Company Limited (SCB) and
TMB Bank Public Company Limited (TMB). Analyzed data were on the monthly closing prices
of 120 months starting from January 1998 to December 2007 in logarithm.

Firstly, the Unit Root Test was investigated. The empirical results revealed that in the
banking sector stock price, all of the stock prices had unit roots with the same orders of
integration at an I(1) process, except for KTB and SCB, which had different orders of integration
at an I(0) process. However, the exchange rates and prices of BAY, BBL, KBANK and TMB had
the same order of integration at I(1), so they could consider short and long term relationships as

the next step.



Regarding the Cointegration method in the study of two cases, the exchange rate was a
dependent variable and stock price an independent variable, and vice versa. The results indicated
that all residuals were stationary at an I(0) process. Thus, the results showed that the exchange
rates and stock prices had a long-term relationship in both cases.

According to the analysis of the short-term relationship, using the Error Correction
Model when the exchange rate was a dependent variable and stock price an independent one, the
results showed a short-term relationship, except when the TMB price was an independent variable
with no short-term relationship. On the other hand, when TMB used the exchange rate as an
independent variable and the stock price as a dependent variable, the results showed that all of the
banks had a short-term relationship, and BAY was quickest to adjust, with KBANK, BBL and
TMB being equal next.

Finally, analysis of the Granger Causality Test showed that causal relationship existed in
the sense that prices at BAY, BBL, KBANK and TMB were a single directional causality of the

exchange rates.



