. Ll ,

Accepted Manuscript == international
Financial
Analysis

Relationship between gold and stock markets during the global financia

crisis: Evidence from Nonlinear Causality Tests

Taufig Choudhry, Syed S. Hassan, Sarosh Shabi

PIl: S1057-5219(15)00048-4 IREA

DOI: doi: 10.1016/).11fa.2015.03.011

Reference: FINANA 827

To appear in: International Review of Financial Analysis

Please cite this article as: Choudhry, T., Hassan, S.S. & Shabi, S., Relation-
ship between gold and stock markets during the global financial crisis: Evidence
from Nonlinear Causality Tests, International Review of Financial Analysis (2015), doi:
10.1016/j.irfa.2015.03.011

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.


http://dx.doi.org/10.1016/j.irfa.2015.03.011
http://dx.doi.org/10.1016/j.irfa.2015.03.011

Relationship between gold and stock markets during the global
financial crisis: Evidence from Nonlinear Causality Tests
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Abstract

This paper investigates the nonlinear dynamic co-movements between gold returns, stock market
returns and stock market volatility during the recent global financial crisis for the UK (FTSE 100), the
US (S&P 500) and Japan (NIKKEI 225). Initially, the bivariate dynamic relationships between i) gold
returns and stock market returns and ii) gold returns and stock market volatility are tested; both of
these relationships are further investigated in the multivariate nonlinear settings by including changes
in the three-month LIBOR rates. In this paper correlation integrals based on the bivariate model show
significant evidence of nonlinear feedback effect among the variables during the financial crisis
period for all the countries understudy. Very limited evidence of significant feedback is found during
the pre-crisis period. Results from the multivariate tests including changes in the LIBOR rates
provide results similar to the bivariate results. These results imply that gold may not perform well as
a safe haven during the financial crisis period due to the bidirectional interdependence between gold
returns and, stock returns as well as stock market volatility. However, gold may be used as a hedge
against stock market returns and volatility in stable financial conditions.
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1. Introduction
According to Coudert and Raymond (2011) and Tuysuz (2013), during periods of

financial crisis, the price of risky financial assets falls almost simultaneously as the losses in
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