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ABSTRACT

The objective of this study was to test the application of an econometric model for
investment decision on securities in the Finance and Securities Sector, using the switching
regression method. Four securities were studied including those of Asia Credit Public Company
Limited, Bangkok First Investment & Trust Public Co., Ltd., Kiatnakin Finance Public Company
Limited, and National Finance Public Cempany Limited. Data for analysis were weekly closing
prices, starting from January 1998 to December 2002; 260 weeks in total.

In this study, the Switching Regression Model was used in order to estimate the risk from
the rate of return of the securities market and the expected rate of return of securities based on
time series data of both aggressive stocks and defensive stocks. Consequently, the data had to be
tested for its stationarity by using the unit root test since the use of these data might give rise to a
spurious regression. This problem could be solved by the cointegration test, which woﬁld result in
a long-term equilibrium equation regression. However, deviation from the equilibrium might
occur in the short run making it necessary to derive short-term error correction model by using
error values from the cointegration equation as the equilibrium error. In addition, positive and

negative adjustment of the market might not render the same risk level, resulting in different beta



values. The beta coefficient (B) could be interpreted as the measurement of risk. Beta value (B),
thus, indicated the correlation between the rate of return of the securities and the rate of return of
the market or an average rate of return of every security in the market. The switching regression
model therefore was applied in this study to test the difference of Beta values in both the bull
market and the bear market in order to help make an investment decision on the four securities.
The result of the study revealed that the beta values of the four securities in the bull
market and the bear market were different, In the Asia Credit Public Company Limited case, the
beta value was 2.7523 in the bull market whereas in the bear market it was 0.36. In the Banigkok
First Investment & Trust Public Co., Ltd. case, its beta value in the bull market was 2.4116
whereas that in the bear market was 0.1775. As for the case of Kiatnakin Finance Public
Company Limited, the beta values in the bull market and the bear market were 3.5010 and 0.2907
respectively. And, in the case of National Finance Public Company Limited, the beta values in the
bull market was 3.2655 whereas that in the bear market was 1.0310. It could be seen that the rates
of return of the four securities in the bull market increase and are higher than the market’s. As for
the bear market the rates of return of the four securities decreased and were less than the
market s. Furthermore, those securities values were lower than their actual values when
comparing to the rate of return of 2 5-year government bond. Therefore, it could be concluded
that these four securities were attractive for 5-year investment and investors could apply the result

of this study for making a decision on their next investment,



