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Abstract
This paper examines the dynamics of systemic risk and volatility spillover
across 24 sectors in Iranian stock market over the period 03/26/2011 to
03/18/2024 using time-vatying parameter vector autoregressive (TVP-VAR).
It also compares the performance of using the minimum connectedness
(MCoP) approach for optimum stock portfolio construction with two
trasitional methods; minimum correlation (MCP) and minimum variance
(MVP). The results show that first; the average total connectedness index is
approximately 68%, indicating that systemic risk in the Iranian stock market
is substantial. The findings reveal an unprecedented increase in systemic risk
during the last three years, so that the volatility spillover across industries has
been more than 80%. Second; among these 24 sectors, “Investment”,
“noMetminers”, “House” and “Base Metal” act as net transmitter of risks
while “Transportation”, “azgriculture”, “sugar” and “paperprod” industries
are the greatest receivers ot risk. Third; the volatility spillover between two
sets of industries is very strong; first- 4 major export-oriented commodity
sectors (Petroleum Products, Petrochemical, Base Metal and Metal Ores) and
secon- 4 industries (Investment, Banks, Automobiles and House). Fourth, the
erformance of MCoP has been better than the other two standard methods.
he interconnectedness analysis can help authorities in designing growth-
driven policies and implementing preventive measures to avoid the contagion
of systemic risk. Also, the performance of the syste matically important
sector(s) can generate useful signals to the investors, so that they can
rebalance their portfolio choices accordingly against systemic risk.
Key Words: Volatility Connectedness, Network Topology, Systemic Risk,
Optimum Stock Portfolio Construction, Time-Varying Parameter
Vector Autoregressive.
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