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Abstract:

Most of businesses financing in the country done by the
banking network and banking network play a very
important role in achieving macroeconomic goals.
Accordingly, in the present study, the effect of
fluctuations of asset markets (exchange rate, oil price
and stock market index) on financial instability index
over a period of 2009-2018 monthly is investigated by
using the Markov Switching model. The wavelet
transform model is used to extract exchange rate
fluctuations, oil prices and stock market index. The
results show that the effect of exchange rate fluctuations
in different regimes and different time periods is
different, so that in the short run the exchange rate
fluctuationsin the high regime of the financial instability
index have a different effect than the other periods. Oil
price fluctuations have a positive and significant effect
in the medium- and long-term periods and in all regimes,
and this effect will be stronger in the long run. Also,
fluctuations in the stock market have a negative and
significant effect only in the short run and under
conditions of low regime of financial instability index.
These results show that fluctuations have different
effects with respect to time period as well as level of
financial instability. Therefore, the management of
foreign exchange rate and stock markets should take into
the account of financial instability level and the
timeframe for fluctuations.
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