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                                                                                        CHAPTER 2 REVIEW OF LITERATURE

                                                                                                2.3 Gold Market and Stock Market

                                                                2.3.1 Linear Relationship between Gold Market

                                
                    There  were  a  lot  of  studies  had  investigated  the  symmetric  or  linear 
 relationship  between  gold  market  and  stock  market.  There  were  some 
 studies  had claimed that the gold  is  acting as  safe investment  tool for the 
 stock market. Gokmenoglu and Fazlollahi (2015) had carried out a research 
 to examine the symmetric long run association between the crude oil prices, 
 gold prices, OVX, GVZ and the stock market in U.S. by using the daily data 
 ranging from January 2013 until November 2014. ARDL bounds test was 
 employed in the study to determine whether there is existence of symmetric 
 long run relationship among the variables. The result of the study showed 
 that an upsurge in gold prices would give a significant negative impact on 
 the U.S. stock market index. It indicated that gold was considered as safe 
 investment tool for the U.S. stock market, thus the investors in U.S. might 
 move out their money from stock market and invest in the gold market when 
 the gold prices increased (Gokmenoglu & Fazlollahi, 2015). If there were a 
 lot  of  investors  tended  to  switch  from  stock  market  to  gold  market,  it 
 eventually  would  cause  the  stock  index  in  U.S.  to  drop  (Gokmenoglu  & 


Fazlollahi, 2015).  In addition,  the authors discovered that the there  was  a 
 positive  association  between  the  GVZ  and  the  U.S.  stock  market  index, 
 which meant an increase in GVZ would cause the stock market index in U.S. 


to  increase.  This  is  because  the  investors  in  U.S.  would  tend  to  involve 
 themselves  in  the  stock  market  instead  of  gold  market  when  gold  prices 
 fluctuated greater (Gokmenoglu & Fazlollahi, 2015). 


Besides,  Shahzad  et  al.  (2017)  had  inspected  the  correlation  between  the 
bond  index  returns,  gold  returns  and  the  stock  market  returns  in  United 
Kingdom (UK),  United States of America (USA), Canada, Italy, Germany, 
Japan, Portugal, Spain, Greece and Ireland by utilizing data in monthly basis, 
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which was from January 1991 until December 2015. The study employed 
 the  Quantile-on-Quantile  approach  to  examine  the  symmetric  association 
 between  independent  variables  and  dependent  variables.  The  result  stated 
 that  symmetric  negative  association  between  the  gold  returns  and  stock 
 market returns exists in Japan, USA, UK, Canada and Germany during the 
 normal and bullish economic condition, which implying that the gold could 
 be  classified  as  the  diversifier  for  the  stock  market  in  these  countries. 


Therefore, the investors in these countries could diversify their risk incurred 
 in  the  stock  market  by  counting  the  gold  in  their  investment  portfolio 
 (Shahzad et al., 2017). This is because the gold return would increase as the 
 stock market in these countries decreased during the stable market condition 
 as  well as  bullish  period (Shahzad et  al.,  2017).  Besides, the authors  also 
 found that the gold could not be considered as the hedging tool against the 
 stock markets during the strongly bearish market condition. 


Furthermore, Tursoy  and Faisal  (2018) had carried out  a study to explore 
the  symmetric  relationship  between  crude  oil  prices,  gold  prices  and  the 
stock market in Turkey by utilizing the monthly data starting from the period 
of January 1986 to November 2016. The study applied ARDL bounds test 
to inspect symmetric association between variables. The outcome illustrated 
that gold prices interlinked with Turkish stock market in long term and short 
term.  The  study  suggested  that  the  negative  association  between  the  gold 
prices  and stock prices in  long  term  and short term because the gold  was 
served as safe haven asset for the stock market in Turkey. The gold gave a 
chance  to  the  investors  to  move  out  from  stock  market  and  involve 
themselves  in  gold  market  in  order  to  prevent  a  significant  loss  during  a 
crisis period (Tursoy & Faisal, 2018). During the crisis period, there was a 
high uncertainty in the stock market, which causing the investors tended to 
hold more gold instead the shares of the corporations. The gold prices would 
increase as the demand for gold increased, and it eventually would cause the 
stock prices to decrease due to less people involved in the stock market. 


Page 41 of 128


Moreover, Haider (2018) inspected the symmetric relationship between gold 
 prices, inflation rate, interest rate, currency value of Pakistani Rupee and the 
 stock market  index in  Pakistan by utilizing  data in  monthly  basis ranging 
 from  July  2011  until  June  2016.  The  study  employed  the  Multiple 
 Regression  Model  to  examine  the  impact  of  exogenous  variables  on 
 endogenous variables. The result of the study signified that the gold prices 
 had  a  significant  negative  relationship  with  the  stock  market  index  in 
 Pakistan,  thus  the  gold  was  classified  as  the  safe  investment  tool  for 
 investors who investing in Pakistan stock market. It indicated that the gold 
 prices increased, the Pakistan stock market index would decrease. When the 
 Pakistan  stock  market  was  underperformed,  the  investors  would  prefer  to 
 involve themselves in the gold market instead of Pakistan stock market for 
 the purpose of compensating their losses in stock market (Haider, 2018). As 
 more  people  involved  in  the  gold  market  instead  of  stock  market,  it 
 eventually would cause the gold prices to increase due to high demand in 
 gold and the Pakistan stock market index to decrease due to low demand in 
 corporations’ shares. 


Besides,  Akbar  et  al.  (2019)  scrutinized  the  relationship  between  interest 
 rate,  gold  prices,  currency  value  for  Pakistani  Rupee  and  Pakistan  stock 
 market index by employing the monthly data, which was from January 2001 
 until  August  2016.  The  study  adopted  Bayesian  VAR  model  to  test  the 
 association between the independent variables and dependent variables. The 
 finding of the study revealed that there was an inverse relationship between 
 the gold prices and the stock prices in Pakistan, which implying that the gold 
 was acting as safe haven alternative for stock market in Pakistan. It indicated 
 that the gold prices increased, the stock prices in Pakistan would decrease, 
 and vice versa. This is because the investors in Pakistan considered the gold 
 market as the substitute of the stock market for their investment’s portfolio. 


When the stock market became high uncertainty, the investments in stocks 
would become high risk and the gold was considered safe haven asset, thus 
the  investors  would  decide  to  invest  in  gold  with  lower  risk  rather  than 
investing in the corporate stocks with higher risk.  
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However, some of the studies had claimed that the gold did not act as safe 
 investment  tool for the stock market.  Ingalhalli et  al.  (2016) explored the 
 relationship between crude oil prices, gold prices, currency value of Indian 
 Rupee and the stock market in India  by utilizing the monthly data, which 
 was from January 2005 to July 2015. The Correlation Matrix and Ganger 
 causality tests were applied in the study to test the relationship between the 
 variables.  The  result  of  the  study  revealed  that  there  was  a  positive 
 relationship between the gold prices and stock market index in India, thus 
 the gold was not considered as a safe investment tool for the Indian stock 
 market. It indicated that when Indian stock market was outperforming, the 
 gold prices would increase as well. This is because a good performance in 
 the stock market in India would lead to economic growth in India, and the 
 residents or investors in India would possess more money in their hands to 
 invest  in  the  gold  market  (Ingalhalli  et  al.,  2016).  The  gold  prices  would 
 increase  during  the  period  of  economic  growth  as  the  demand  for  gold 
 increased (Ingalhalli et al., 2016). The study also stated that the residents in 
 India did not buy or hold the gold for investment purpose, and they bought 
 it as jewelry purpose (Ingalhalli et al., 2016). Hence, the gold was not served 
 as the safe haven asset for the investors in India. 


Besides, Shaique et al. (2016) determined the long run relationship between 
gold  prices  and  the  Pakistan  stock  market  index  by  utilizing  the  monthly 
data for twenty years, which was from October 1993 until May 2014. The 
study utilized the Johnson Co-integration test and Vector Error Correction 
Model  to  identify  whether  there  was  presence  of  long  run  relationship 
between gold prices and Pakistan stock market index. The outcome of the 
study signified that long  run relationship  between the gold  prices and the 
stock market index did not exist in Pakistan. It specified that the gold could 
not be served as safe investment tool for equity investments in Pakistan, thus 
investors in Pakistan should not consider the gold as safe haven asset when 
making  the  investment  or  hedging  decisions.  The  result  of  the  study  was 
conflicting with the studies of Haider (2018) and Akbar et al. (2019), who 
classified that the gold was safe haven assets for stock market in Pakistan. 


Page 43 of 128


In  addition,  Singhal  et  al.  (2019)  examined  the  relationship  between 
exchange  rate  for  Mexican  Peso,  crude  oil  prices,  gold  prices  and  the 
Mexican stock market index by utilizing monthly data ranging from January 
2006  until  April  2018.  ARDL  bounds  test  was  adopted  in  the  study.  The 
result signified that the gold prices had a significant positive impact on the 
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