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Introduction

Exchange Traded Funds (ETFs) are the most popular and innovative investment
products around the world. Since the emergence of ETFs, they have been the main
investment choice for institutional investors (Chen and Malinda, 2014). The low
cost of a stock index has led to ETFs gaining popularity over time, where ETFs
now account for one-third of US stock market trading. According to the 2017
Global ETF Research Report, the cumulative average growth of ETFs from 2005
to 2017 was about 21%. Investment increased from $417 billion in 2005 to $4/4
trillion by the end of September 2017. In our country, 2013 was the year when the
capital market became better known to the general public and a large number of
people entered this market for the first time. This issue was one of the factors of
economic prosperity this year. On the other hand, the most important event in this
field was the beginning of tradable funds which was welcomed by the market and
5 tradable funds were established. Among the other tradable funds in the stock
exchange that were introduced in 2015, there were venture funds, the first type of
which has started to operate under the name of Royesh Venture Fund and so far
the number of these funds has reached 15. These funds are private equity
investment vehicles that seek to invest in companies with high-risk/high-return
profiles based on the company's size, assets and stage of product development. As
it is clear from the name of this type of fund, courage and high-risk tolerance are
needed to start and invest in them. The main clients of venture, capital funds are
pension funds, insurance companies, wealthy individuals, or financial institutions.
Because the level of risk-taking of these funds is very high, some venture funds
specify a minimum capital for real people to enter this market and the motivation
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of the researchers was to select them for the present study due to the high-risk of
these funds.

On the other hand, although ETFs have emerged as a good investment option,
there are concerns that the volatility of ETFs has a lot to do with the stock market.
Past studies have shown the spillover and leverage effect between ETFs and their
respective indices (Chen, 2011 and Chen and Malinda, 2014). With the rapid
increase in the variety of ETFs, it is essential to understand whether there is a one-
way or two-way spillover effect between ETFs and their respective indices. This
understanding helps the investor track the investment opportunity through the
ETF or from the stock index by evaluating the predictive movement of the ETF to
its underlying index or vice versa (Chandrasekaran and Acharya, 2019).

Literature Review

It is very important to check the Volatility and spillover of returns between ETF
and the pattern index. ETF spillover studies are less concentrated in developed
markets (Chen and Huang, 2010 and Chen, 2011). Among the studies conducted,
Chen and Huang (2010) found that Hong Kong ETFs have strong return spillovers
from the respective index. Chen (2011) found that any change in the current day's
index return will be reflected in the next day's ETF return. Krause et al. (2014)
investigated volatility spillovers between the US and Canada with ETFs. The
results show that the United States has a larger contribution to the spillover than
Canada. Most of the works show that information about volatility can spread
between countries in a two-way manner. Investors and regulators can easily
understand the volatility of a financial instrument that is correlated with the
underlying components. In addition, investors and regulators can predict ETF
returns based on historical index return information. Chandrasekaran and Acharya
(2019) concluded in a study that there is a one-way return spillover from the
benchmark index to ETF returns in most ETFs.

Research Methodology

This research has used a positivist research philosophy in which the goal is to
discover relationships through data collection to test hypotheses that are based on
existing theories that have been validated. A deductive approach was used in
which questions and hypotheses are generated from theories and then confirmed
or rejected using data analysis (Kaviani and Fakhrhoseini, 2023). Five venture
ETF funds have been used that the basis of their selection among other venture
funds was their negotiability and their information has been available for at least
5 years. The daily data of funds from 2018 to 2023 has been extracted and tested
on the website of Financial Information Processing Center of Iran. The analysis
and testing of each of the research models has been done with EViews and R
Software. Also, in this research, the pattern index of the funds, the total index, is
considered and the analysis of volatility and yield overflow is done by combining
ARMA-GARCH and ARMA-EGARCH models. The GARCH model is a
statistical model used in time series data analysis where the variance error is
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autocorrelated. And EGARCH model is another form of the GARCH model. The
E-GARCH model was proposed by Nelson (1991) to overcome the weakness in
GARCH management of financial time series.

Results

The results showed that the GARCH coefficients in the variance equations in most
of the funds were significant in the 99% confidence interval which confirms the
stability of the volatility in the market. It means that if there is a shock or
information in the market, it will take a long time to remove its effect in the market
and its value is close to one for the pension and Tehran ETFs. Also, the results
showed that past returns and noise provide different results of negative and
positive effects on current ETF returns. Hence, when there is an upward trend in
the market and Volatilitys disrupt this trend, we can feel the noise of these
Volatilitys.

Discussion and Conclusion

This research has taken steps to find the Volatilitys and overflow of ETF yield
from its model index in Tehran Stock Exchange. Financial market Volatilitys can
be caused by various factors. For example, the Volatilitys in the stock market of
one country can be related to the stock market of other countries. The importance
of spillover effect studies may be useful for investors and regulators in finding out
the nature of interaction between financial instruments. In the current research,
the Volatilitys and spillover of returns between ETFs and their base indices have
been evaluated. The results of the research showed that in all ETFs, the effect of
positive and negative shocks on the variability of fund returns is asymmetric and
this indicates that in venture funds, the variability of fund returns for the case
where the negative or a positive shock is not the same. Finally, the results showed
that in all funds, the return of the total index positively affects the current day's
ETF return with a break. In other words, fund returns are affected by positive
changes in the total index. Also, in the estimation of EGARCH, the yield of ETFs
has been influenced by the yield of the index. These results show that we can
predict that ETF returns will affect ETF trading based on the previous day's index
returns.
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