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ABSTRACT
This paper presents the interest rate effects on the banking stock prices in China. [t
focuses on the announcement dates to measure the effects of interest rate changes on
the bank stock returns. The study chooses four interest rate increases and four
decreases during 2002-2010. The study finds that there is normally a negative
relationship between interest rate changes and stock returns. When interest rate
increases, stock prices decreases, and when the interest rate decreases, the stock prices

increases in China.
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Chapter One

Introduction
1.1  Background
This paper is a study of what interest rates can do to the stock market especially
banking stock prices. The study will pay special attention to China while looking at
the phenomena elsewhere. It is an event study, looking at situations before, during and
after interest rate changes. Market interest rates directly reflect the use of funds for
credit relation, the cost to the debtor is the creditor’s right for compensation. From the
perspective of macroeconomic analysis, interest rate volatility reflects changes in the
supply and demand situation of the market during different stages of economic
development. Market performances are affected by different interest rates. When there
is a capital shortage, there is a rise in the interest rates. When there is a market slump,
during a recession, interest rates decrease with a reduction in the demand for capital.
In the overall economy interest rates impact people's savings, investments and
consumer behaviors. Interest rate structures also affect the structure of the securities
held. In theory, interest rates and stock prices are generally inversely proportional.
When interest rates rise, stock prices fall and when interest rates decline, stock prices

rise.

This is because, first of all, interest rates lead to an adjustment to the cost of funds of
listed companies, affecting the profitability of listed companies. When the central

bank raises lending rates, the rise in the interest burden falls on the business by
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