
JFOA
J O U R N A L O F F I N A N C I A L A N D Q U A N T I T A T I V E A N A L Y S I S

VOL XVII. NO 5. DECEMBER 1982

U N I V E R S I T Y OF W A S H I N G T O N G R A D U A T E S C H O O L O F B U S I N E S S A D M I N I S T R A T I O N

P U B L I S H E D J O I N T L Y W I T H T H E W E S T E R N F I N A N C E A S S O C I A T I O N

https://doi.org/10.1017/S0022109000010577  Published online by Cam
bridge U

niversity Press

https://doi.org/10.1017/S0022109000010577


WQA
J O U R N A L O F F I N A N C I A L A N D Q U A N T I T A T I V E A N A L Y S I S

A JOINT PUBLICATION OF THE
UNIVERSITY OF WASHINGTON

GRADUATE SCHOOL OF BUSINESS ADMINISTRATION
AND THE WESTERN FINANCE ASSOCIATION

VOL. XVII, NO. 5, DECEMBER 1982

Rational Expectations and the Impact
of Money upon Stock Prices 649
Eric H. Sorensen

The Monetary Impact on Return Variability
and Market Risk Premia 663
Robert C. Klemkosky and Kwang W. Jun

Optimal Sequential Futures Trading 683
Jerome Baesel and Dwight Grant

A More Accurate Finite Difference Approximation
for the Valuation of Options 697
Georges Courtadon

Capital Accumulation and Deposit Pricing
in Mutual Financial Institutions 705
Sudhakar D. Deshmukh, Stuart I. Greenbaum,
and Anjan V. Thakor

Risk in International Banking 727
Alan C. Shapiro

Investment in Developed
and Less DevelopedCountries 741
Vihang R. Errunza and Barr Rosenberg

Mean-Lower Partial Moment Asset Pricing
Model: Some Empirical Evidence 763
Timothy J. Nantell, Kelly Price,
and Barbara Price

A Generalization of the CAPM Based on
a Property of the Covariance Operator 783
Etienne Losq and John Peter D. Chateau

The Effect of Changing Expectations
upon Stock Returns 799

David Peterson and Pamela Peterson

Volume XVII Index 815

Announcements 821

https://doi.org/10.1017/S0022109000010577  Published online by Cam
bridge U

niversity Press

https://doi.org/10.1017/S0022109000010577


POLICY ADVISORY COMMITTEE

Guilford C. Babcock, University of Southern California
Charles A. D'Ambrosio, University of Washington
Donald E. Farrar, Benham Management Corporation
Alan Kraus, University of British Columbia
William F. Sharpe, Stanford University
Seha M. Tinic, University of Alberta

EDITORIAL STAFF

Robert C. Higgins, Managing Editor
Marty Auvil, Editorial Associate

Beda Herbison, Circulation Manager
Margaret Hyre, Statistical Typist

University of Washington

ASSOCIATE EDITORS

Richard H. Bernhard, North Carolina State University
Gerald O. Bierwag, University of Arizona
Andrew H. Chen, Ohio State University
Peter A. Frost, University of Washington
Robert S. Hamada, University of Chicago
Frank C. Jen, State University of New York at Buffalo
George Kaufman, Loyola University
Cheng-Few Lee, University of Illinois
John G. McDonald, Stanford University
Richard Pettit, University of Houston

George E. Pinches, University of Kansas
Barr Rosenberg, University of California, Berkeley

Gary G. Schlarbaum, Purdue University
Clifford W. Smith, Jr., University of Rochester

Bruno H. Solnik, CESA, Jouy-en-Josas, France
Bernell K. Stone, Georgia Institute of Technology

James Van Home, Stanford University
David A. Walker, Georgetown University

Richard R. West, Dartmouth College
Robert L. Winkler, Indiana University

WESTERN FINANCE ASSOCIATION
1982/83 Executive Committee

Edward A. Dyl, President
Nils Hakansson, President-elect
Seha M. Tinic, Vice President
D. Stuart Bancroft, Secretary-Treasurer
James C. Van Home, Past President. .
Robert C. Higgins, Editor, JFQA . . .
Maclyn L. Clouse, Director
Bradford Cornell, Director
Lawrence Merville, Director
EduardoS. Schwartz, Director

University of Wyoming
. . University of California, Berkeley

University of Alberta
Pacific Lutheran University

Stanford University
University of Washington

University of Denver
University of California, Los Angeles

University of Texas, Dallas
, . . . University of British Columbia

INSTITUTIONAL MEMBERS

University of Calgary
Faculty of Business
University of California, Los Angeles
Study Center for Finance and Business Economics
University of Utah
Department of Finance

College Militaire Royal
Faculty of Management

University of Southern California
Graduate School of Business Administration

CORPORATE SPONSORS

Transamerica Corporation
Gifford Fong Associates
Leland O'Brien Rubinstein Associates

San Francisco, California
. Santa Monica, California

. Los Angeles, California

Copyright 1982 by the Graduate School of Business Administration, University of Washington.

Journal of Financial and Quantitative Analysis—ISSN 0022-10907USPS 872-260

https://doi.org/10.1017/S0022109000010577  Published online by Cam
bridge U

niversity Press

https://doi.org/10.1017/S0022109000010577


The Journal of Financial and Quantitative Analysis is published by the Graduate School of Business Adminis-
tration, University of Washington, Seattle, Washington 98195, in conjunction with the Western Finance Associ-
ation, Regular issues are published in March, June, September, and December, and a Proceedings Issue is
published in November. Second-class postage is paid at Seattle, Washington.

The Proceedings Issue contains selected papers, abstracts of papers, discussants' comments, and the pro-
ceedings of the Western Finance Association meetings.

The views and opinions expressed are those of the authors and do not necessarily reflect those of the Gradu-
ate School of Business Administration of the University of Washington nor of the Western Finance Association.

Subscription rates are as follows:

Individual $20.00/yr. $50.00/3 yrs.
Outside U.S.A., add for foreign mail (U.S. funds) $ 5.00/yr. $15.00/3 yrs

Firm or Library $30.00/yr. $85.00/3 yrs.
Outside U.S.A., add for foreign mail (U.S. funds) $ 5.00/yr. $15.00/3 yrs.

Foreign Airmail $25.00/yr. $75.00/3 yrs.

Subscriptions will not be accepted for less than a full year. Some back issues are in stock and are available at
$7.00 per copy. Out-of-print issues may be obtained from Xerox University Microfilms International, 300 North
Zeeb Road, Ann Arbor, Michigan 48106. Claims for missing issues must be made within six months of the
date of publication. A subscription to the Journal of Financial and Quantitative Analysis automatically entitles
the subscriber to membership in the Western Finance Association.

Manuscripts submitted for publication and correspondence relating to editorial matters should be addressed
to Professor Robert C. Higgins, Managing Editor, Journal of Financial and Quantitative Analysis, Graduate
School of Business Administration, Mackenzie Hall, DJ-10, University of Washington, Seattle, Washington
98195. Manuscripts are to be sent in triplicate with a $20 submission fee for Western Finance Association
members ($30 for nonmembers).

Correspondence relating to advertising, subscriptions, billing, single-copy orders, missing issues, permis-
sion to reprint, and change of address should be addressed to Ms, Beda Herbison, Circulation Manager,
Journal of Financial and Quantitative Analysis, Graduate School of Business Administration, Mackenzie Hall,
DJ-10, University of Washington, Seattle, Washington 98195.

Correspondence pertaining to the Western Finance Association should be sent to Professor D. Stuart Ban-
croft, Secretary-Treasurer, School of Business Administration, Pacific Lutheran University, Tacoma, Washing-
ton 98447.

POSTMASTER: Send address changes to Journal of Financial and Quantitative Analysis, Graduate School of
Business Administration, Mackenzie Hall, DJ-10, University of Washington, Seattle, Washington 98195.

https://doi.org/10.1017/S0022109000010577  Published online by Cam
bridge U

niversity Press

https://doi.org/10.1017/S0022109000010577


U.S. POSTAL SERVICE

STATEMENT OF OWNERSHIP, MANAGEMENT AND CIRCULATION
(Require by 39 U.S.C. 3StS)

1. TITLE OF PUBLICATION

Journal of Financial and Qauntitative Analysis

A PUBLICATION NO.

2 2

2. DATE OF FILING

September- 30, '82
3. FREQUENCY OF ISSUE

5 times per year/March, June, September,
November, December

A. NO. OF ISSUES PUBLISHED
ANNUALLY

B. ANNUAL SUBSCRIPTION

$3£?BS-Li.braries/F±n
$20.00-Individuals

4. COMPLETE MAILING ADDRESS OF KNOWN OFFICE OF PUBLICATION (Street, City, County, State ana ZIP Code) (Not prlnttn)

Graduate School of Business, DJ-10, University of Washington, Seattle, WA 98195
5. COMPLETE MAILING ADDRESS OF THE HEADQUARTERS OR GENERAL BUSINESS OFFICES OF THE PUBLISHERS fHol prlnten)

Roan 101, same as above
6. FULL NAMES AND COMPLETE MAILING ADDRESS OF PUBLISHER, EDITOR, AND MANAGING EDITOR fThla Item MUST HOT be blank)

PUBLISHER (Name and Complete Mailing Addrett)

Graduate School of Business, University of Washington and the Western Finance Associatior
EDITOR (Name and Complete Mailing Addrett)

Robert C. Higgins, Graduate School of Business, DJ-10, Univ. of Washington, Seattle. WA
MANAGING EDITOR (Name and Complete Mailing Addrett)

9ol95
Same as above

7. OWNER (If owned by a corporation, its name and address must be stated and also immediately thereunder the names and addresses of stockholders
owning or holding I percent or more of totel amount of stock. If not owned by a corporation, the names end addresses of the individual owners must
be given. If owned by a partnership or other unincorporated firm, its name and address, as well as that of each individual must be given. If the publica-
tion is published by a nonprofit organization, its name and address must be stated.) (Item must be completed)

FULL NAME COMPLETE MAILING ADDRESS

Graduate School of Business, University
of Washington and

The western finance Association
University of Washington, DJ-10
Seattle, Washington 9H195~

8. KNOWN BONDHOLDERS MORTGAGEES. AND OTHER SECURITY HOLDERS OWNING OR HOLDING 1 PERCENT OR MORE OF
TOTAL AMOUNT OF BONDS. MORTGAGES OR OTHER SECURITIES (If there are none, to ttate)

COMPLETE MAILING ADDRESS

None

9. FOR COMPLETION BY NONPROFIT ORGANIZATIONS AUTHORIZED TO MAIL AT SPECIAL RATES (Section 411.3, DMM only)
The purpose, function, and nonprofit status of this organization and the exempt status tor Federal income tax purposes {Check one)

HAS NOT CHANGED DURING
PRECEDING 12 MONTHS D HAS CHANGED DURING

PRECEDING 12 MONTHS
(II changed, publlther mutt tubmn explanation of
change with thlt ttatement.)

EXTENT AND NATURE OF CIRCULATION
AVERAGE NO COPIES EACH
ISSUE DURING PRECEDING

12 MONTHS

ACTUAL NO COPIES OF SINGLE
ISSUE PUBLISHED NEAREST TO

FILING DATE

A. TOTAL NO. COPIES (Net P T « M RunJ

2600-Ma'rch, 2550 others 2500 (June Issue)
B. PAID CIRCULATION

1. SALES THROUGH DEALERS AND
VENDORS AND COUNTER SALES

2. MAIL SUBSCRIPTION

2,291 2.291
C. TOTAL PAID CIRCULATION (Sum of 1081 and 1062)

2,291 2,291

E. TOTAL DISTRIBUTION (Sum t>t C end D)

2,333 2,333
F. COPIES NOT DISTRIBUTED

1. OFFICE USE, LEFT OVER, UNACCOUNTED, SPOILED
AFTER PRINTING 167 167
2. RETURN FROM NEWS AGENTS

G. TOTAL (Sum of E, F1 and 2 • ihould aqual n*t p w i w i mhown In At

2,500 2,500

I certify that the statements made by
me above are correct and complete

VHtrrr .TPOA
PS Form
July 1981

(Rage I)

https://doi.org/10.1017/S0022109000010577  Published online by Cam
bridge U

niversity Press

https://doi.org/10.1017/S0022109000010577

