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ABSTRACT

This study aimed to verify the volatility spillover effects and the conditional correlations
between stock and bond markets in Thailand and Singapore using multivariate GARCH model.
Data were daily closing price in each market of the two countries from 3 January 2004 to 31
December 2008 covering 1040 observations.

Specifically, the test of conditional volatility spillover effects by MV-GARCH was
perform by BEKK(1,1) estimation, while the test of conditional correlations was undertaken for
both dynamic and constant assumption (DCC and CCC).

The findings provide a conclusion that there existed the volatility spillover effects on the
returns to the financial instruments in both countries. However, in Thailand both conditional
volatility and shock were transmitted from stock market to bond market while only conditional
volatility had the spillover effect from the bond market to the stock market. In Singapore, such
relationships were two ways in the both markets.

The transmission of assets return volatility across countries was found to take various

forms. The volatility in stock market of Thailand had spillover effects on the Straight Time Stock



market but not bond market in Singapore. The transmission from bond market in Thailand to
Straight Time Stock market in Singapore appeared only in the form of lagged conditional
volatility; while the effects of Thai bond market on Singapore bond market were evident in terms
of both lagged conditional volatility and shocks. It was also found that the transmission of lagged
volatility and shock was two-way between the stock and bond markets of the two countries.

The estimation of dynamic conditional correlation revealed that the standardized shocks
of returns to different categories of capital asset in each country were dynamically correlated.
However, the estimation of constant conditional correlation provided a suggestion that constant
correlation existed only between certain pair of asset returns. In other words, returns to different

types of capital asset might not have constant correlation at different time intervals.



