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The effects of external uncertainties against monetary policy uncertainty on Iranian stock return volatilities using GARCH-MIDAS approach
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The purpose of this paper is to consider the impact of important external uncertainties of US economic policy as well as OPEC oil price against domestic monetary uncertainty on Iranian stock return volatilities. The study uses GARCH-MIDAS model that covers the data from Jan 2009 until June 2017 with different frequencies. The results show that external uncertainties of US economic policy and OPEC oil price have a positive and significant effect on Iran’s stock return volatilities. Therefore, bad news that increases US economic policy uncertainties would also increase stock return volatilities of Iran stock return. However, the stock market of Iran reacts stronger to uncertainties from oil price than US economic policy uncertainty. It must be noted that Iran’s monetary policy positively and significantly affect stock return volatilities that is much greater than the external uncertainties.   Iranian policymakers can reduce the volatilities of stock return by decreasing domestic monetary policy uncertainty. This research has been completely innovative in two ways, subject and methodology. In terms of the subject, the study comprehensively covers the gap that exists in stock market research by examining and comparing the effects of three uncertainties on stock price volatilities, the external uncertainties include US EPU and oil price uncertainty against domestic monetary policy uncertainty in Iran. To the best of authors knowledge, this type of research that considers important external uncertainties as well as domestic uncertainty has not been considered yet. Besides, considering oil price uncertainties on stock markets is a new topic in recent researches. However, monetary policy uncertainty is not studied yet. Most of researches dedicated to find the effects of one external or internal shocks to stock prices not their uncertainties.  From the methodological aspect, GARCH-MIDAS methodology of this research is considered as a new method of econometrics and has been able to solve the problem of using time series with different frequencies. Although high-frequency data can be used for empirical analysis, this reduction of frequencies can lead to loss of information. Therefore, GARCH MIDAS of (Engle, Ghysels, & Sohn, 2013) model is completely appropriate in this analysis.
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Highlights

Considering effects of external and domestic uncertainties on Iran’s stock return volatility

Considering the effects of three uncertainties on Iran’s stock return volatility

External factors are US Economic Policy Uncertainty and OPEC oil price uncertainty

Domestic uncertainty is monetary policy uncertainty

GARCH-MIDAS approach that uses variables with different frequencies is employed

Increase in three uncertainties increase volatility of Iranian stock return

Monetary policy uncertainty is stronger in affecting stock return uncertainty
