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Abstract

The effect of uncertainty on monetary growth in recent years has attracted much attention. The mechanism of monetary transmission
through the financial market affects consumption expenditures, investment, and the real sector of the economy. The stock market is
an important component of financial markets affected by variables such as investor’s confidence, exchange rate, and money.
Uncertainty relationships between variables are investigated by using quarterly data of the Iranian economy during 2001-2018 and the
MGARCH-VECH-VAR approach. Increasing real exchange rate fluctuations will lead to increasing investor’s confidence uncertainty
and financial market instability, followed by increased monetary growth uncertainty and the real sector of the economy. By increasing
the confidence of investors, it is possible to reduce the monetary growth rate, as well as increase consumption through the wealth
effect and increase the growth rate of production.
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Introduction

The financial market as one of the channels of financing and resource allocation in the economy can play an important role in
transmitting economic shocks in society. The conditions of these markets strongly affect the real sector of the economy and are affected
by other sectors as well. One of the most important components of financial markets is the stock market, which is affected by
macroeconomic variables such as exchange rate and money. In fact, money, both as a macro-level policy variable and as part of an
individual's portfolio, can affect the stock index. On the other hand, changes in the stock price index can affect the real sector of the
economy via the effect on consumer spending (through the wealth effect). In recent years, the world's financial markets have always
faced significant fluctuations and uncertainties. As investors say, uncertainty is the most important factor in pricing any financial asset
in a way that can affect the economy as a whole. In Iran, due to the nascent capital market and the bank-oriented financing system, it
is necessary to conduct further studies in the field of capital market indicators, foreign exchange market, and its effects on the monetary
policy transfer mechanism. Accordingly, the main purpose of this study is to identify the effective mechanisms of money, capital, and
foreign exchange markets to examine the relationship between uncertainty shocks of investor’s confidence, monetary growth, GDP,
and exchange rate.

Method and Data
An MGARCH (1,1) - VECH - VAR (2) model is used to simultaneously estimate the conditional average, variance, and covariance
of investor’s confidence, real exchange rate, real liquidity volume, and real GDP variables. The importance of this study is to use
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seasonal data to show more fluctuations in the data. This study includes all companies listed on the Tehran Stock Exchange during the
period 2001-2019. The variables used include the price-earning on earnings growth (PEG), which is considered as a measure of
investor’s confidence, and the financial market stability index. To show the fluctuations of macroeconomics, monetary sector, and
foreign exchange market, the GDP variable and the liquidity volume variable (M2), both divided by CPI, and the real exchange rate
variable (RER), all used as growth rates.

Findings

The results show the GDP growth response to a negative shock in monetary growth after 1 lag. In addition, the response of monetary
policy to a negative shock in the real economy with a break of 1 lag is not significant. The response of monetary growth to a negative
shock to investors’ confidence after 1 lag indicates a negative correlation between investor’s confidence and monetary growth in the
short run. Investors’ reaction to the real exchange growth rate is positive.

The correlation between GDP and investors’ confidence is positive after a 1 lag. Based on the wealth effect, which means a change in
aggregate demand due to a change in the value of assets such as stocks, since stocks are part of wealth, it can be said that an increase
in the market value of assets follows an increase in investors’ confidence in financial markets, itincreases the wealth of property owners
and even makes them feel rich. This leads to an increase in consumption expenditures and a reduction in savings, followed by an
increase in aggregate demand. The response of monetary growth uncertainty to GDP growth uncertainty is positive. This is in line with
Friedman's theory that in times of high macroeconomic uncertainty, people increase their money supply, which increases the demand
for money. The uncertainty of the real sector of the economy and monetary uncertainty responds positively to the uncertainty of
investor's confidence. In other words, it can be said that long periods of monetary growth fluctuations can create great financial stability.
The effect of exchange rate uncertainty on investors’ confidence uncertainty, liquidity, and GDP is also positive and significant. This
means that fluctuations in the foreign exchange market have a positive effect on increasing turbulence in other markets.

Conclusion and discussion

The results showed that monetary policy can affect investors’ confidence and its fluctuations directly. If monetary policy can control
the capital market and its stability directly, considering the correlation with economic growth and its fluctuations, stabilization of
production and asset prices seem to be sufficient goals. The negative correlation between the monetary growth rate and the growth rate
of the real sector of the economy indicates the importance of monetary policy. The positive effect of real exchange rate growth
uncertainty on investor’s confidence uncertainty shows that policies that increase real exchange rate fluctuations will increase investors’
confidence uncertainty and consequently increase monetary growth uncertainty and the real sector of the economy. Therefore, the
Central Bank of the Islamic Republic of Iran should refrain from implementing policies that lead to further fluctuations in the foreign
exchange market and create uncertainty for investors and consequently instability in the financial markets. By increasing the confidence
of investors, it is possible to reduce the growth rate of liquidity, as well as increase consumption through the wealth effect and increase
the growth rate of production.
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Table (1) Descriptive Statistics
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realm2rate (-1) + c(7) * realm2rate (-2) + c(8) *rerrate (-1) + c(9) * rerrate (-2)

Realgadprate = ¢(10) + c(11) * pegrate (-1) + c(12) * pegrate (-2) + ¢(13) * realgdprate (-1) + c¢(14) * realgdprate (-2)
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rerate = ¢(28) + ¢(29) * pegrate (-1) + ¢(30) * pegrate (-2) + ¢(31) * realgdprate (-1) + ¢(32) * realgdprate (-2) + ¢(33) *
realm2rate (-1) + c(34) * realm2rate (-2) + c¢(35) * rerate (-1) + ¢(36) * rerate (-2)



VEor el (FF) ol

o)l ¢ g 05lad 0 Sl e Jlo el 5 11 g ke

o7

P uﬁ.{»l:» Yslae QJ"Iﬁ @L‘J (Y) Jya>

Table 2: The results of conditional mean equation estimation
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Table 3: The results of conditional variance equation estimation
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Figure. (2) Graphs of estimated conditional variances
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