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Abstract

One of the basic dimensions in the discussion of financial instability is the volatility of asset prices. The
reason for the change in asset prices is not only the policies of the central bank, but examining its impact
interprets an important part of its changes.

In this research, based on the method of Bayesian averaging and principal component analysis, the
monetary policy index effective on the stock price has been determined and through the TVP-FAVAR
model, the effect of this variable on the stock price has been investigated in MATLAB software.

According to the results, the changes of one standard deviation in the monetary policy index over
time on stock prices have been U-shaped. Changes of one standard deviation in the monetary policy
index had a positive and strong impact on stock prices in the beginning to the end of the period.
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