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RESPONSE OF FINANCIAL MARKETS TO
ADJUSTMENTS IN THE BANK OF ENGLAND’S
TARGET INTEREST RATE

Jeff Madura Florida Atlantic University
Oliver Schnusenberg St. Joseph’s University

Our general objective is to measure the responsiveness of financial market participants to the Bank of
England’s target interest rate adjustments. Using official Bank of England interest rate data from 1975 to
1996, we find that British money market interest rate mevements are positively and significantly related to the
Bank of England’s target interest rate adjustments. Furthermore, the degree of response is conditional on
whether its meeting dates were known in advance. We also find that British money market interest rates move
in tandem with the Bank of England’s target interest rate adjustment prior to the adjustment., Furthermore,
the Bank of England’s adjustments are inversely and significantly related to British equity returns, although
the degree of sensitivity of equity returns is conditioned on the direction of the adjustment in target interest
raftes.

A PRELIMINARY INVESTIGATION OF THE EFFECTS OF
EXCHANGE RATES ON NATIONAL EQUITY
MARKET RELATIONSHIPS

Peggy E. Swanson University of Texas at Arlington

This paper analyzes the effect of exchange rate changes on relationships existing between equity markets in
the U.S.,, Canada, France, Germany, Japan, and United Kingdom during the period 1990-1995. Close equity
market linkages are found between the U.S. and Canada, France, Germany, and United Kingdom. Exchange
rate effects on those linkages are important only for the U.S. and the three European countries. Intertemporal
analysis finds that exchange rate effects for the relationship between the U.S. and Japan, which were not
significant for the entire period, have become significant only after 1994.



INVESTIGATING THE DECISION TO EXPORT
TO MEXICO BY MEDIUM-SIZE U.S.
INSTRUMENT MANUFACTURERS

Zoher E. Shipchandler Indiana University - Purdue University at Fort Wayne

James S. Moore Indiana University - Purdue University at Fort Wayne

The instrument manufacturing industry is examined via multiple discriminant analysis (MDA) to
determine the relative influence of factors impacting on the decision to export from the U.S. to Mexico.
Dominant influences are found to be the perceived uniqueness of the firm's products, the degree of utilization
of the firm's domestic productive capacity, the opportunity for domestic market growth, and recent trends in
the firm's profitability. Interestingly, the three latter influences are linked to the decision in such a way as to
suggest that the decision to export to Mexico is made more out of “need” than out of strength. The model is
validated on a hold out sample that performs considerably better than chance.

LEVEL OF EXPOSURE TO GLOBAL TRADE FLOWS:
WHERE DOES THE U.S. ECONOMY STAND?

Kofi A. Amoateng North Carolina Central University

Using the cointegration model and Granger causality, this paper explains how trade flows affected the
US. economy via consumption expenditures in the 1960-93 subperiod. However, trade flows did not
significantly affect the U.S. economy in the 1994-98 subperiod because consumption expenditures weakly
caused U.S. gross domestic product. Therefore, currency crises in Latin America and East Asia did not
produce any negative effects on the U.S. economy in the late 1990s. Thus, high productivity in the technology
sector, low petroleum prices due in part to low demand in Asia, massive influx of foreign capital largely from
Asia to the United States, and cheap imported goods from Asia helped the U.S. economy shrug off these
currency crises in the late 1990s.






