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Objective: Fixed-income funds are among the most important instruments
for risk management and liquidity absorption in capital markets. Fluctuations
in parallel markets can influence capital inflows and outflows to and from
these funds. Given the increasing volatility in gold, foreign exchange, and
stock markets, examining the dynamic interactions and mutual effects of these
markets on real money inflows into fixed-income funds has become
increasingly important. This study aims to analyze the dynamic impact of
parallel markets on real money flows into these funds.

Method: This study adopts a descriptive-analytical approach and uses daily
data from 39 Iranian fixed-income funds over the period from March 27, 2021,
to December 26, 2025. To investigate the time-varying relationships among the
markets, a Time-Varying Parameter Vector Autoregression (TVP-VAR) model
was employed. The effects of gold prices, gold funds, the unofficial exchange
rate, the equal-weighted stock index, and Islamic treasury bonds were examined.

Results: The results indicate that both the magnitude and direction of market
effects vary over time and across different economic conditions. Positive
returns in gold and gold funds are the primary drivers of liquidity outflows
from fixed-income funds, while currency shocks and stock market booms also
weaken real money inflows into these funds.

Conclusion: The findings suggest that policymakers and market regulators
should design stabilizing instruments and coordinated cross-market policies
based on the dynamic monitoring of capital flows to ensure sustainable
liquidity management.
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Introduction

The behavior of capital flows within financial markets reflects investors’ expectations regarding
risk, return, and macroeconomic stability. In emerging economies characterized by inflationary
volatility, exchange rate uncertainty, and structural financial constraints, the allocation of liquidity
becomes highly sensitive to developments in parallel asset markets. Fixed-income investment
funds play a stabilizing role in such environments by providing relatively safe investment vehicles
for households and institutions. Consequently, fluctuations in real money inflows into fixed-
income funds can serve as important indicators of investor sentiment, risk aversion, and
expectations about future economic conditions.

Parallel markets—including gold, foreign exchange, equity markets, and government debt
instruments—compete directly with fixed-income funds for liquidity. According to asset
substitution theory and portfolio rebalancing behavior, investors shift capital toward markets that
offer higher expected returns or superior hedging opportunities. Consequently, positive shocks in
speculative or inflation-hedging markets may weaken capital inflows into conservative assets such
as fixed-income funds. Understanding these dynamic relationships is essential for policymakers
seeking to maintain financial stability and manage liquidity across markets.

Although previous studies have explored spillover effects among major financial markets,
limited attention has been devoted to the dynamic interaction between parallel markets and retail
liquidity flows into fixed-income funds, particularly in emerging economies. Most existing studies
rely on static econometric models that assume constant relationships over time. However, financial
connectedness evolves in response to macroeconomic regimes, policy shocks, and investor
psychology. Ignoring such time variation may conceal important structural changes.

The purpose of this study is to analyze the dynamic influence and responsiveness between
parallel markets and real money inflows into fixed-income investment funds in Iran. Specifically,
the research investigates how returns in gold markets, currency markets, equity indices, and Islamic
treasury bonds affect the behavior of retail capital flows. The study is grounded in financial
connectedness theory, portfolio substitution frameworks, and behavioral finance. The central
hypothesis is that higher returns in alternative asset markets reduce inflows into fixed-income funds
and that these effects vary over time depending on macroeconomic conditions.

This research is intended for financial economists, regulators, investment fund managers, and
policymakers concerned with liquidity stability and investor behavior. The approach is empirical,
quantitative, and post-positivist, emphasizing time-varying econometric modeling to capture
evolving cross-market relationships.

Method

This study adopts an applied quantitative research design using high-frequency financial time-
series data. The empirical framework is based on a Time-Varying Parameter Vector
Autoregression (TVP-VAR) model combined with a decomposed connectedness methodology that
distinguishes contemporaneous spillovers from lagged spillovers.

The dataset includes daily observations from 39 actively traded fixed-income exchange-traded
funds in Iran over the period from March 2021 to December 2025. Real money inflow is measured
as the net difference between retail purchases and redemptions aggregated across funds. Parallel
market indicators include logarithmic returns on 18-carat gold prices, returns on gold investment
funds, unofficial exchange rate returns, equal-weight stock market indices, and yields on selected
Islamic treasury bonds.

Data were collected from publicly available financial databases, including stock exchange
records, financial information processing centers, and official reporting systems. Only funds with
complete and continuous trading histories were included in the sample to ensure consistency.
Stationarity tests confirmed the suitability of all series for VAR estimation, and the optimal lag
structure was selected using standard information criteria.
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The TVP-VAR model was estimated using Kalman filtering, allowing parameters and shock
transmission intensities to evolve over time. The decomposed R? connectedness framework
quantifies the proportion of variance in each variable attributable to shocks originating from other
markets. Because the research relies exclusively on secondary financial data, no human participants
were involved, and ethical approval was not required.

Results

The empirical results reveal that cross-market connectedness is strongly time-varying and
intensifies during periods of macroeconomic stress. Gold and currency markets act as the dominant
transmitters of shocks. Positive gold returns consistently reduce real money inflows into fixed-
income funds, supporting the asset substitution hypothesis. Exchange rate volatility similarly
redirects liquidity toward hedging assets.

Equity market returns generate strong contemporaneous spillovers, reflecting rapid portfolio
reallocation by investors during market rallies. Treasury bond yields influence fund flows through
delayed transmission channels by altering opportunity-cost dynamics. Real money inflows behave
primarily as shock receivers, indicating that investor liquidity decisions react to signals generated
in faster-moving asset markets.

Network analysis shows persistent dominance within equity markets, while cross-asset
spillovers become stronger during periods of heightened volatility. These findings demonstrate that
relationships among markets are nonlinear and regime-dependent, confirming the importance of
time-varying modeling approaches.

Conclusions

The study concludes that liquidity flows into fixed-income funds are embedded within a
dynamic network of competing financial markets. Investor behavior reflects rational substitution
based on relative returns and perceived risk. Gold and currency markets play a leading role in
shaping retail liquidity allocation, while equity markets accelerate immediate portfolio adjustments.

From a theoretical perspective, the study extends portfolio substitution theory by embedding it
within a dynamic connectedness framework. From a practical perspective, the findings emphasize
that regulators cannot manage fund liquidity in isolation; stabilization policies must account for
cross-market interactions. The financial openness of alternative assets creates both opportunities
and vulnerabilities.

If replicated in other contexts, the results suggest that liquidity migration is a structural feature
of emerging markets driven by investor herding behavior and regime-switching expectations.
Potential applications include the development of early-warning systems for liquidity shocks and
adaptive macroprudential regulatory frameworks.

Nevertheless, several challenges remain unresolved. Future research should incorporate
inflation expectations, interest-rate policy shocks, and behavioral sentiment indicators. Nonlinear
and machine-learning models may further enhance predictive performance. Effective liquidity
management therefore requires dynamic monitoring frameworks rather than static policy rules.
Fixed-income funds should be viewed as active nodes within an evolving financial ecosystem
rather than passive reservoirs of capital.
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