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ABSTRACT

The objective of this study was to apply the GARCH-X model and test its accuracy in
forecasting the returns on 50 portfolios on the Stock Exchange of Thailand Index (SET50 index).
The data for four years returns on the SETS50 index, from January 2004 to December 2008,
covering 1235 observations, was used for the analysis.

The methodology in this study was divided into two parts. The first part tested the
relationship between the current returns of the SET50 index and the returns made over another
period, with the risks revealed, representing the conditional variance. The results of the Unit Root
test reveal that the returns on the SET50 were stationary and characterized by an I (0). The results
from the ARMA model utilizing the GARCH-X technique indicate that the return on the SET50
index depended on an error at one lagged period and that its risk level was significant. Moreover,
the level of risk on the returns from the SET50 index depended significantly upon an exogenous
variable; the net buy-net sell behavior of the institutional investor.

The second part of the study applied the GARCH-X model for technical analysis. This

part formulated buy and sell signals by using a +1standard deviation interval confidence from



the GARCH-X model and compared its prediction performance against the Relative Strength
Index (RSI). The results show that we cannot use ‘touch interval confidence’ as a basis to
formulate buy and sell signals; confidence as to the penetration of the intervals can replace buy
and sell signals. Moreover, the signals from the GARCH-X model showed a greater frequency of
buy and sell signals than did the RSI. According to a simulation of buy and sell signals, the
GARCH-X model of returns on the SET50 index yielded less capital gain than the RSI. The rate
of capital gain (or loss) using the advised investment costs showed that the percentage investment
against capital gain from the RSI, was greater than for the GARCH-X model using a 1 standard
deviation interval confidence. Therefore, in this study, it was found that the RSI is more

appropriate to use than the GARCH-X model.



