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Abstract

Objective: In recent years, the increasing speed of information transfer and market
connectedness has caused markets to converge and affect each other. The spillover effect
occurs when the return or volatility of one market cause fluctuation in another market or
other markets. Nowadays every shock or volatility from one market affects others.
Properly identifying the effects of spillover on financial markets is crucial for managing
and controlling fluctuations. This paper aims to measure and analyze the nexus and
spillover effects among the stock market, currency market, gold market, and commaodity
market.

Methods: In this study, the researchers selected some variables like the stock market,
currency market, gold market, and commodity market and for better analyses of these
variables, they used daily returns of the stock index, currency (dollar), gold, and
commodity for 12 years, starting from January 1, 2009, to December 31, 2020. Next, they
applied the VARMA-BEKK-AGARCH Model to measure and estimate the spillover
effects. The model is very strong and robust for measuring and examining the return and
volatility spillovers between markets.

Results: Results achieved from the estimation model showed unidirectional return
spillovers from the gold, dollar, and commaodity to the stock index, unidirectional shock
spillover from commodity to the stock index, and unidirectional volatility spillover from
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the stock index to currency. Also, the leverage effect of shock was proved as bidirectional
between currency and gold and unidirectionally from stock to currency.

Conclusion: According to the obtained results and considering the inverse relationship
between stocks and gold, creating a portfolio consisting of stocks and gold seems useful
to reduce the effects of risk spillover and helps investors to reduce their investment risk.
Regarding the confirmation of shocks from stocks to the foreign exchange market, to
control the foreign exchange market, it is recommended to manage the stock market and
prevent severe fluctuations. Depending on the established flexibility and interaction
among markets, shock and volatility spillover may have three outcomes. First, when
markets are flexible and with a good and coherent relationship, the hitting negative
shocks transmit among them making no damage to the markets. Second, when markets
are inflexible but the relationship among them is weak, the negative shocks would
damage one but would have not any effects on other markets. Third, when markets are
inflexible but the relationship among them is good and coherent, negative shocks hitting
one market not only damages that market but also harm those connected to it. Therefore,
to diminish and modify the effects of shock and volatility spillover on the markets,
markets need to be improved and enhanced from the two established aspects of flexibility
and relationship among them.
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