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Abstract

Despite Thailand is the largest rubber producer and exporter in the world, prices of
rubber in Thailand are influenced by the world market which are highly fluctuated. Export rubber
markets have employed price signals from futures exchanges in Singapore; Malaysia and Japan.
This method is expected to help alleviate pricé risk accrued to merchants and growers. Since
Thailand will operate futures trading in the near future, this study aims to analyse (1) market
efficiency of oversea futures markets and (2) price transmission between major domestic markets
in Thailand. That is to investigate if and how well futures markets can predict future spot prices
and if domestic prices are transmitted efficiently.

Daily price (during June 1994 -February 2000) data of smoked-sheet NO 1. (RSS 1)
and NO 3 (RSS3) for 3 markets i.e. the Haad Yai Central Market, the Bangkok export port and
the Songkla export port were collected. These prices represent spot prices. Futures prices of RSS1
and RSS3 were used for the exchange markets in London, Kuala Lumpur, New York and
Singapore but only RSS3 prices were used for Tokyo and Kobe futures exchanges. The first

trading day of the following month was assumed to be the delivery day .All data were provided

by Thailand Rubber Research Institute.



Domestic price transmission analysis employed Vector Autoregressive Model
(VAR) and Vector Error Correction Model (VEC). The result shows the appropriate lags order
equals 2 and the long-term equilibrium exists with Cointegration Vector (r) equals to 2.

The RSS1 of Haad Yai was determined by its own price lagged by 1 period
(coefficient = -0,0808). However, no factors were found to be singnificanntly related to RSS3 of
Haad Yai.

Market efficiency study was analyzed by Cointegration and Error Correction Model.
Since it was not apparent if risk premium exist in rubber futures trading, two scenarios, i.e. with
and without risk premium were assumed

Results of the analyses for with and without risk premium models reject the null
hypothesis of unbiasedness for the Kuala Lumpur, London and New York exchange as related to
Haad Yai RSS1 but do not reject null hypothesis for the Singapore fustures exchange. As for RSS3
of Haad Yai, the hypothesis was also rejected for the same futures exchanges in addition to the
Tokyo and Kobe markets

The results of market efficiency analysis for the Songkla port reveal that the
hypothesis can not be rejected for the Kuala Lumpur, London and Singapore RSS1 and RSS3 for
with and without risk premium models (but be rejected for New York RSS1)

As for the Bangkok port, the hypothesis testing shows that Kuala Lumpur and
Singapore futures prices were also unbiased predictors of the Bangkok RSS3 F.Q.B. prices.

It can be asserted that there exists oversea futures prices appropriate for predicting
the future spot prices of rubber sheets in Thailand and the Singapore exchange was found to be

unbiased price predictor for both grades of rubber in all three spot markets in Thailand.



