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ABSTRACT

Fama and French Model was applied to examine the factors affecting the rate
of return of banking sector securities listed in the Stock Exchange of Thailand as well as
to assess their rates of return. Nine securities were selected in this study as samples
including TMB, SCB, NBANK, BAY, KBANK, BBL, KT8, BOA, and DTDB. Weekly closing
prices of these securities between 1 January 1999 and 26 December 2003 for five year
period were used to represent their rates of return. The SET index data were used to
serve as proxy for the market rate of return. The average interest rate of 3-month debbsit
of four national leading commercial banks inciuding Krung Thai, Bangkok Bank, Siam
Commercial, and Kasikomn Thai was used to represent the rate of return of risk-free
investment.

A Unit Root Test was performed to ensure the absence of non-stationary
situation in time series which might cause the problem of spurious regression from

Ordinary Least Squares application. The resuits of ADF-Test indicated the stationary



nature of data. Then, two OLS estimations were undertaken by computer program
following the Capital Asset Pricing Mode! : CAPM and the Fama and French Model a
modified version of CAPM by adding two more independent variables namely business
size whether large or small based on the value of paid up capital, and book-to-market
value whether high or low.

The study results indicated that Fama and French Model, for having a higher
R’ value compared to CAPM, was relatively more powerful in explaining and forecasting
the changes in rate of return. The findings from both models indicated the values of B>
1 with positive relationship for TMB, NBANK, BAY, KBANK, BBL, KTB and DTDB and
thus these securities could be regarded as aggressive stock. BOA was found to have p
< 1 with positive relationship and hence could be considered as defensive stock.
Meanwhile, SCB estimation obtained different conciusion, for having g> 1 from CAPM
but < 1 from Fama and French Model all with positive relationship. The estimated
values were compared with the stock market values for investment decision. Based on
the resuits of both models, the prices of BOA, NBANK, and BAY tended to be
undervalued. Investors should decide to purchase these securities before the prices
adjust upward as the demand increases, which is a process rendering the decline in
expected rate of return untit coinciding with the desired rate of return-an equilibrium

situation.



