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ABSTRACT

The paper is intended to find out the relationship between the Interest rates and the
stock price of Banks that are listed on the Islamabad stock exchange. The study will
be conducted to see to impact does the change in the interest rates affect the stock
prices of the banks. The study will help us understand to what extent does the interest
rate affect the stock process and banks are the financial institutions that do business
that is directly related to the interest rates. The stock prices of banks should be
affected by the change in interest rate and how much does the interest rate affects
these stock prices and is there a known pattern or irregular pattern for change in stock
prices and the interest rate. Two null and alternative hypothesis are made in order to
carry out the research. The literature on the topic was not readily available and the
research done on this topic for Pakistan was very little. The data for other economies
specially China and some European Countries was available and was hence used for
the research. Financial institutions deal with the lending and borrowing of money and
if the interest rate changes the lending and borrowing of money is also effected
causing the value of the assets and liabilities in the portfolio of these institutions and
as a result the value of the firm will also change. (Santoni, 1984) The Analysis of the
data shows that each and every economy has its own way of showing the changes
between the interest rates and the stock prices. The literature showed that some of the
economies show that the stock prices and the interest follow Random Walk theory
and there is no such positive or negative relationship between the stock prices and the
stock prices and the interest rates while other researchers and economists negated the
concept and their researches proved that the stock prices and the interest rates have a
negative relation. Out of the four hypothesizes made for the research to be conducted,
two ha to be correct and two were to be rejected. First and Third Hypothesizes have
been selected. The research was conducted and a very small scale and only one sector
of industry, the banking sector was taken into account for the purpose of research, the
results might have been different if stock of other industries. When other economies
of the world will be studied it will help researchers understand and have a clearer idea

on the actual relationship between the variables.
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