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This study examines the relationship between various economic factors
affecting the short run and long run stock exchange index adjustment of
Thailand. The data was taken from the period July 1997 to 2005 after changes
had been made in the exchange rate system. The factors studied are the stock
exchange index of Thailand in the previous lag period, the Dow Jones
Industrial Average Index, the Financial Times Stock Exchange (FTSE) 100
Index, the Hang Seng Index, the value of monthly trading on the Stock
Exchange of Thailand, the money supply in broad meaning, the
Manufacturing Production Index, the inflation rate, the one-year deposit
interest rate, the exchange rate of Thai baht to the US dollar, the price of West

Texas Intermediate crude oil, the price of gold in the Bangkok market, and the
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ratio of the closing price to the yield of the Stock Exchange of Thailand.

The study involves testing stationary variables using the Unit Root
method. The long run relationship is investigated by using the Cointegration
Model. The evaluation of short run adjustment uses the Error Correction
Model. The study of the evolving relationship between economic variables
and the Stock Exchange Index of Thailand uses the Granger Causality Test.

Findings indicate that the Stock Exchange Index of Thailand in the
previous lag period, the value of monthly trading on the Stock Exchange of
Thailand, the inflation rate, the ratio of the closing price to the yield of the
Stock Exchange of Thailand were directly related in the long run with the
Stock Exchange Index of Thailand at a reliability level of 99%. In regard to
short run adjustment, it can be said that the changes in the interrelated
variables result in the Stock Exchange Index of Thailand deviating from the
balance point at approximately 33% per month. If so, the Stock Exchange
Index of Thailand reverts to the balance point in the succeeding month.

In regard to causal relationships, the value of monthly trading on the
Stock Exchange of Thailand is determined by the Stock Exchange Index of
Thailand. The inflation rate and the ratio of the closing price to the yield of the
Stock Exchange of Thailand were determined by — and yet in themselves

maintained a feedback relationship with -- the Stock Exchange Index of

Thailand.





