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Introduction

Under the current global conditions, financial markets have both direct and indirect
connections with the economy. Moreover, their interdependence is real. These
characteristics enable financial markets to be influenced by shocks that affect the
economy. Through appropriate policy measures, the impacts of crises on different
sectors can be mitigated or directed towards desirable outcomes. On the other hand,
volatility plays a significant role in determining investment risk, influencing the
decisions of investors. As a result, the relationship between the future of gold and
exchange rates has been a subject of interest for researchers and investors for years
(Akbar et al., 2019 and Tanin et al., 2021). Dynamical Contagion refers to the idea
that fluctuations in one market can spread to another market and trigger a chain
reaction of oscillations, making their prediction or control difficult (Dai Pra et al.,
2009). This phenomenon is of particular importance in the context of the gold futures
market and exchange rates since both markets are well-recognized for their
fluctuations and sensitivity to global economic events.

The global financial market has experienced a complex and dynamic set of
contagion effects. These contagion effects occur not only between different
markets, such as the gold futures market and exchange rates but also between
various other financial instruments. The relationship between the gold futures
market and exchange rates in Iran has been of particular interest to investors and
researchers. In this study, we will investigate the dynamic contagion effect and
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the oscillatory cycle between these two markets. Numerous studies have examined
the dynamic contagion effect and the oscillatory cycle between the gold futures
market and exchange rates. In recent years, Iran's economy has faced instability
and significant fluctuations in macroeconomic variables. This instability and
turmoil have created an uncertain environment for investors. Therefore, paying
attention to financial markets to encourage investors and assisting policymakers
in implementing appropriate policies to achieve sustainable and robust growth
with development plans holds special significance.

Literature Review

The relationship between cash and futures markets is one of the essential topics
that significantly impact the prediction of future prices of underlying assets and
the planning of market participants. Financial markets are considered among the
most influential markets in any country since other real sectors of the economy
are heavily influenced by them, and, in turn, these markets are affected by the real
sectors as well. The understanding of the interplay between cash and futures
markets holds great importance in anticipating future asset prices and effectively
planning market activities (Hasan et al., 2021). The popularity of the gold futures
market has increased in recent years, and investors have turned to this market to
expose themselves to digital currencies. However, volatility in the gold futures
market can have ripple effects on other markets, including the foreign exchange
market. The findings of the research conducted by Mohammadi et al. (2020)
indicate that exchange rate instability has had a significant and negative impact
on the economic growth of the studied countries. This impact was more
pronounced in fixed exchange rate regimes compared to floating exchange rate
regimes (Mohammadi et al., 2020).

Research Methodology

The study focuses on the gold futures market and the foreign exchange spot market.
The dataset used covers the period from 2009 to 2018. It is divided into two subsets:
an estimation period from 2010 to 2018 with 2973 observations and a prediction
period from 2017 to 2018 with 400 observations. The purpose of this division is to
estimate and model using the estimation data and then use these models for forecasting
in the prediction period, which includes data not used in the estimation.

Vector Autoregression (VAR) is a statistical model used to analyze the
transmission of shocks and the response to impulses of each variable.

Table (1) Vector Autoregression (VAR) Test
Foreign exchange market Gold Futures Market

coefficient 0/074 0/374
Gold Futures Market (1) P-VALUE 0/370 0/000
t- statistics 0/835 8/330
coefficient 0/047 0/074
Gold Futures Market (2) P-VALUE 0/083 0/000

t- statistics 1/465 8/740
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coefficient 0/347 0/098
Foreign exchange market (1)  P-VALUE 0/039 0/487
t- statistics 1/740 0/647
coefficient 0/089 0/058
Foreign exchange market (2)  P-VALUE 0/289 0/875
t- statistics 0/879 0374

Results

Based on the results obtained from Table (1), it is evident that the gold futures
market exhibits a positive short-term response and a negative long-term response
to this shock. However, both the physical gold market and the gold futures market
do not transmit any significant shock to the foreign exchange market and do not
receive a response from it.

Discussion and Conclusion

The overflow of fluctuations and contagion between economic markets and
financial indicators signifies the process of information transmission among these
markets. When financial markets are interconnected, information or shocks in one
market can influence other markets. This study aims to identify the relationships
between these markets and the way fluctuations and overflow of oscillations occur
in each market. It is crucial and valuable for academic researchers and financial
theorists because it is used for forecasting and risk management. The results of
this research, using econometric and statistical models, demonstrate that for
modeling market fluctuations, two distinct regimes (high volatility and low
volatility) should be considered. This distinction leads to an improved modeling
and enhanced forecasting accuracy. The proposed recommendations based on the
obtained results and enhancing the existing model are as follows:

1) Contagion effects from the foreign exchange market to the gold futures market pose
significant risks for investors involved in both markets. Investors, being aware of the
latest market conditions, should take appropriate measures to diversify their portfolios
and manage their investments effectively, thus mitigating the risks arising from
market contagion.

2) The contagion of fluctuations from the foreign exchange market to the gold futures
market has significant implications for market participants and policymakers. Traders
and investors must be cognizant of the potential ripple effects in the foreign exchange
market and implement suitable risk management strategies.

3) Policymakers should consider the potential impact of regulatory changes or other
interventions on the transmission of turbulence between markets.
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Table (5) Results of estimating regime switching GARCH models for the future gold coin market
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Table (6) Results of estimating Markov switching GARCH models for the future gold coin market
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Table (7) Results of estimating MS-EGARCH models for the foreign exchange market
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Table (8) Non-Conditional Probabilities of the Markov Chain for Estimated Currency Returns
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Table (9) Transition Matrix of the Estimated Currency Return Model
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Table (11) Non-Conditional Probabilities of the Markov Chain for Estimated Future Gold Coin
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