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The sensitivity of bank stock returns to market, interest

and exchange rate risks
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6. Conclusion

This paper has presented a multi-factor model of bank stock rates of return. The assumed factors included
the market rate of return, the percentage change in the short-term domestic interest rate, and the percentage
‘We also used January 1981 as an alternative cutoff point. The results are slightly inferior to those obtained
using the October 1979 dummy.change in the exchange rate. A micro model of an international banking firm
has also been presented to provide predictions of the signs of the coefficients of the unexpected components
of the market, interest, and exchange rate variables. Regression equations have been estimated that are based
on these unexpected values of the underlying factors. For completeness, we have also estimated regressions
based on actual values. The regressions have been estimated with a post-October 1979 time dummy variable
and with a moneycenter bank dummy variable. Standard results have been obtained for the market and
interest rate variables while new results have been derived for the exchange rate variable.
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