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Abstract

The activities of investors create movements in funds; in other words, they cause
funds to flow. The fund flow indicates the demand from investors on the stock market of
a country. It also shows the demand for the stocks in the market. When funds flow into
the market, there is more demand on purchasing. On the other hand, when funds flow
out, it occurs together with stock selling or lower demand on stock purchasing. Since the
stock market in Thailand is liberalized, opening up opportunities towards foreigners to
invest in the market, the foreign investors in Thailand become the second biggest player
in Thailand’s stock market. As long as the market is liberalized to foreign investors, they
will continue to speculate on the prices of stocks because the dividend yield of the stocks
in the market will have decreased as time goes by. So it can be seen that the fund from
foreign investors have more activities. This study tries to investigate the relationship
between the foreign net fund flows and the SET Index. The SET Index will be used as a
proxy of market return because the SET Index, or the Stock Exchange of Thailand, is
calculated from the prices of all stocks listed for trading in the market. The result of this
study shows that the foreign fund flows and the SET Index have a positive relationship
despite an unexpected error in statistical equations shown by the value of R-Square.
Furthermore, from the study, it can be clearly seen that the SET Index movement contin-
ues in the same direction in the long run even though it can move in the different direc-
tion during the short run period.
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STATEMENT OF PROBLEM

The activities of investors make a fund
in the market flow. The flow of fund shows
the demand on the stock in the market. And
the supply of stock in the market cannot
change much in supply, so the change in
demand will directly change the price of
stock in the market. This study focuses on
how fund flows in Thailand’s stock mar-
ket because demand cannot be measured
directly, but the flow of fund can show the
demand on stock in the market. The fund
flow can lead to the change of price and
can pose an effect on the index of the mar-
ket. Moreover, the index is calculated from
the price movement of stock in the mar-
ket, so it can show the return of the mar-
ket.

Investors who invest in the stock mar-
ket in developed countries prefer to get the
highest return with the lowest risk, mak-
ing the investor seem to be a rational in-

vestor. The rational investor is an investor
who desires wealth, but does not desire to
work if it can be avoided. Verma (2009)
and Alsin (2007) give the idea that a ratio-
nal investor is someone with a rational ex-
pectation that the current economic situa-
tion will partially affect the economy of the
future. From a rational concept, if inves-
tors expect that the stock prices will rise in
the future, investors will buy and hold the
stock until they expect the stock’s price to
drop. To reduce the risk from investing,
one choice is to diversify their portfolio to
emerging markets.

The movements of fund from the in-
vestors to the market create a fund flow.
Funds that flow to be invested in Thailand
tend to increase through time as you can
see in Figure 1. Figure 1 shows the amount
of buy and sell of foreign investors in the
market from January 1995 to July 2012.
The fund flow shows the demand on the
stocks in the market. When the funds flow



