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The role of monetary variables and financial frictions on
the stock market in the form of DSGE model

Leila Barati'
Yazdan Gudarzi Farahani *2

Abstract
The purpose of this paper is to investigate the impact of monetary policy and financial frictions on the

stock market. In this study, the role of imperfections in financial markets as well as monetary policy
on capital market performance and other macroeconomic variables has been evaluated. In this regard,
the statistical information of the period of 1989-2021 was used based on the frequency of seasonal
data. The method used in this study is to solve the Dynamic Stochastic General Equilibrium (DSGE)
model. The results obtained from the monetary policy shock in this study showed that due to the
existence of imperfection in the financial markets, it leads to volatility and instability in the capital
market. In fact, the shock of the monetary policy has led to a change in the rate of return in the
markets and this issue has affected the demand and supply of stocks. In addition, the monetary policy
shock has had real effects on the economy.

Keywords: Capital market, Stocks, Monetary policy, Financial friction, Dynamic stochastic general
equilibrium model.
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