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Abstract

The objective of this paper is to test the validity of the present value model of stock
prices in the Stock Exchange of Thailand (SET). The empirical results show that the long-run
relationship between stock prices and dividends in Thailand is found only when the
structural break is controlled. The cointegration tests of Engle and Granger (1987) and Johansen
(1988) do not provide supportive evidence for a cointegration relationship. However, the results
of cointegration test, allowing for structural break using the Gregory and Hansen (1995)
methodology, show that there is an existence of the long-run relationship. Furthermore, based
on the Error Correction Model (ECM) framework, the results from the long-horizon return
predictive regression show that the dividend-price ratio can be used as a predictive variable.
However, the prediction power is found to be stronger in the long-horizon period (three to

five years).
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