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Abstract

The objective of this paper is to examine the impact of interest rate changes on the

common stock returns of portfolios of financial institutions in the UK. The five groups of

financial institutions examined are banks, insurance companies, investment trusts,

property investment companies and finance firms. In addition, a wide sample of

nonfinancial firms is considered for comparison purposes. A two-index model is

employed to test the effect of both current and unanticipated interest rate changes. An

element of volatility in market yields is also introduced in a three-index model to

measure the effect of variability in interest rates on the returns of these financial

intermediaries. Two main implications emerge from the present paper for both financial

and nonfinancial firms. First, a significant negative relationship seems to exist between

the common stock returns and the changes in interest rates. Second, common stock

returns and variability of interest rates are related with a significant positive coefficient.



 

We Care About Your Privacy

We and our 913 partners store and access personal data,

like browsing data or unique identifiers, on your device.

Selecting "I Accept" enables tracking technologies to

support the purposes shown under "we and our partners

process data to provide," whereas selecting "Reject All" or

withdrawing your consent will disable them. If trackers are

disabled, some content and ads you see may not be as

relevant to you. You can resurface this menu to change your

choices or withdraw consent at any time by clicking the

["privacy preferences"] link on the bottom of the webpage

[or the floating icon on the bottom-left of the webpage, if

applicable]. Your choices will have effect within our Website.

For more details, refer to our Privacy Policy. Here

We and our partners process data to provide:

U i l ti d t A ti l d i

I Accept

Reject All

Show Purpose

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/rejf20
https://www.tandfonline.com/loi/rejf20
https://www.tandfonline.com/toc/rejf20/4/2
https://www.tandfonline.com/toc/rejf20/4/2
https://www.tandfonline.com/journals/rejf20
https://www.tandfonline.com/author/Dinenis%2C+E
https://www.tandfonline.com/author/Staikouras%2C+S+K
https://doi.org/10.1080/135184798337344
https://www.tandfonline.com/action/clickThrough?id=5931&url=%2Fr%2Fsubjectsample-efbi&loc=%2Fdoi%2Fabs%2F10.1080%2F135184798337344&pubId=42458104&placeholderId=1074&productId=3092
https://www.tandfonline.com/doi/ref/10.1080/135184798337344?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/135184798337344?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/135184798337344?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/135184798337344?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/135184798337344
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F135184798337344&title=Interest%20rate%20changes%20and%20common%20stock%20returns%20of%20financial%20institutions%3A%20evidence%20from%20the%20UK%3A%20The%20European%20Journal%20of%20Finance%3A%20Vol%204%2C%20No%202
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1
https://www.informa.com/privacy-policy/


Related Research Data

Market Evidence on the Effective Maturity of Bank Assets and Liabilities

Source: Journal of money credit and banking

The Option Pricing Model and the Risk Factor of Stock

Source: Unknown Repository

An Efficient Method of Estimating Seemingly Unrelated Regressions and Tests for

Aggregation Bias

Source: Journal of the American Statistical Association

INTEREST RATE RISK AND EQUITY VALUES OF HEDGED AND UNHEDGED FINANCIAL

INTERMEDIARIES

Source: The Journal of Financial Research

EXPECTATIONS, INTEREST RATES, AND COMMERCIAL BANK STOCKS

Source: The Journal of Financial Research

Three Factors, Interest Rate Differentials and Stock Groups

Source: The Journal of Finance

Access to deposit insurance, insolvency rules and the stock returns of financial

institutions

Source: Journal of Financial Economics

A RE‐EXAMINATION OF INTEREST RATE SENSITIVITY IN THE COMMON STOCKS OF

FINANCIAL INSTITUTIONS

Source: The Journal of Financial Research

The Pricing of Options and Corporate Liabilities

Source: Unknown Repository

A Distributed Lag Estimator Derived from Smoothness Priors

Source: Econometrica

Time Series Analysis Forecasting and Control.

Source: Journal of the American Statistical Association

The Extreme Value Method for Estimating the Variance of the Rate of Return

Source: The Journal of Business

The effects of a shift in monetary policy regime on the profitability and risk of

commercial banks

Keywords:

Financial Institutions Stock Returns Unexpected Interest Rate Changes Interest Rate Volatility

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F1992182&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1142%252F9789814759588_0008&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2281644&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1475-6803.1986.tb00465.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1475-6803.1985.tb00425.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2327014&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-405x%252886%252990034-6&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1475-6803.1980.tb00036.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1142%252F9789814759588_0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F1914096&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2284112&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F296071&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-3932%252886%252990063-2&type=Scholix
https://www.tandfonline.com/keyword/Financial+Institutions+Stock+Returns+Unexpected+Interest+Rate+Changes+Interest+Rate+Volatility


Source: Journal of Monetary Economics

Federal Deposit Insurance, Regulatory Policy, and Optimal Bank Capital

Source: The Journal of Finance

Effects of Nominal Contracting on Stock Returns

Source: Journal of Political Economy

An Empirical Study of the Interest Rate Sensitivity of Commercial Bank Returns: A

Multi-Index Approach

Source: Journal of Financial and Quantitative Analysis

An Analytic Derivation of the Cost of Deposit Insurance and Loan Guarantees: An

Application of Modern Option Pricing Theory

Source: Unknown Repository

The Effect of Interest Rate Changes on the Common Stock Returns of Financial

Institutions

Source: The Journal of Finance

Are banks special? The separation of banking from commerce and interest rate risk

Source: Journal of Economics and Business

INTEREST RATE CHANGES AND COMMON STOCK RETURNS OF FINANCIAL

INSTITUTIONS: REVISITED

Source: The Journal of Financial Research

Systematic Interest-Rate Risk in a Two-Index Model of Returns

Source: Journal of Financial and Quantitative Analysis

Interest-rate risk and the pricing of depository financial intermediary common stock

Source: Journal of Banking & Finance

A Test of Stone's Two-Index Model of Returns

Source: Journal of Financial and Quantitative Analysis

 

Linking provided by  

Related research 

Recommended articles Cited by 

40

People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2327463&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F261129&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2330406&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1142%252F9789814759618_0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2327618&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0148-6195%252890%252990033-9&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1475-6803.1990.tb00537.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2329656&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0378-4266%252890%252990077-f&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2330540&type=Scholix
https://scholexplorer.openaire.eu/


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

