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Abstract

There is a large literature on the relationship between changes in interest rate and stock
return on commercial banks, but the empirical evidence 1s confticting and mixed. The
study scts out to explain the apparent differences in the relationship in terms of regime
switching model. In particular, the Markov switching mode! is used to allow some
parameters to change according to cconomic shocks in three developing countries,
namely Indoncsia, Malaysia, and Thailand. This study further compares the That results
with other two developing countries and the study period covers between September 1993
and March 2010. The analysis shows that the direction of responsc of Thai Index to
changes in money market intercst rate is differcnt from those of other developing
countries’ Indices. Therc are some cxplanations, which are cconomic background and
independence/governance of central banks, for the diffcrence among thesc three
devcloping countrics.
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Figure 3.1: Rescarch methodology
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