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ABSTRACT

The objective of this study is to analyze risk and retu:fog eigl.gsl]gztgd for
study are five companies in the property development sector that had highest Market
Capitalization values in 2003, namely LH, ITD, CK, STECON and CPN respectively. Data
used were weekly closing prices of 260 weeks starting from January 1999 to December
20083.

This study was divided into two parts. The first part was to study the
relationship between the current prices and closing prices, one period lagged, and their
risks to be represented by their conditional variances in ARMA with GARCH-M model.
The results of Unit Root test which revealed that closing prices of securities under study
were stationary at 1* Difference [I(1)] and indicated that the current closing prices would
depend on closing prices, one period lagged error and their risks significantly in all
securities except the risk of CK which was not statistically significant. And all, but except
ITD, securities had ARCH terms, which showed the existence of the conditional
variances.

The second part, application of ARMA with GARCH-M model, involved the
formulation of buy and sell signal by using +1.0 Standard Deviation interval confidence
to compare its performance of prediction with the Relative Strength Index (RS!). The
results suggested that signals from this model and RSI were consistent but buy and sell
signals from this model had more frequencies than RSI in all securities. The results of
capital gain (loss) in LH, STECON and CPN from this model and RSI were positive but
ITD and CK were negative from both cases. The rate of capital gain (loss) with
investment cost (%investment) advised that RSI was appropriate for investment because
the percentage investment of capital gain from RSI was greater than that from the
method of GRACH-M model, i.e. LH, STECON and CPN. And GARCH-M model using
+1.0 Standard Deviation interval confidence was more appropriate than RSI because the

percentage investment of capital loss from this model was less than the results from RSI.



