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Abstract
This study develops an empirical approach to measuring the monetary policy
effectiveness for price stability based on stock market expectations. First, we use the
fraction of fundamentalists estimated by the model of heterogencous agents as an
indicator of agents’ predictions of stock market movements. When the expectations of
fundamentalists are the only basis for interest rate policy decision making, our results
in seven countries show that those with an overvalued stock price use tight monetary
policy so than the price falls to the fundamental level, and countries with an
undervalued stock price use expansionary monetary policy so the price increases to
the fundamental level. Furthermore, the stock price in the next six months in these
countries continues to show a negative reaction to expectations-based monetary policy.
In addition, in countries not subject to the influence of monetary policy based on the
expectations of fundamentalists, our survey results showed that within the next three

months, in more than 33% of cases, stock prices reacted negatively to policy. In short,
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