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ABSTRACT

To investigate the impact of the price of interoa#l crude oil on gold price movement in Oman magrites
empirical paper has been written. The current studge a new effort to test the reliability and tadidity of the model,
adopting the very popular Ordinary Least SquareOiodel, with random shock and past price as iedegnt variable
sin relation to the Oman gold market. Simple Regjogs Model has been used to analyze the relatipriswving taking
care of the normality distribution of residuals;iakcorrelation and heteroskesticity issues in ODSily international gold
and oil price from January 2011 to September 2045 een used for this study. Results showed tleatetfiduals are
suffering from heteroskesticity and serial corfielat and not normally suggested and distributedl ttiere is no influence

of the international oil price shock on the goltcprmovement in Oman market.
KEYWORDS: OLS, Serial Correlation & Heteroskesticity
INTRODUCTION

The gold with distinctive density is defined as tkaural trading asset, which could be molten gasiishaped
and measured. In the world economy, there is adtrmarket interconnectivity, which is also notibée in the
commodity field, with the most significant repretsives being oil and gold. Oil is the most tradad material, and gold
is the very highly traded valuable metal, and these play a very important role in shaping econoifige connectivity
between the oil and gold takes us back to histehen the producers in Middle East exchanged galctifode oil. The
year 1933 had an important milestone, when Sauabiartraded the original oil concession only indgdflany historical
events resulted in the huge development of oilgoid markets and there was an important relatignsatween these two

commodities, which was no longer determined onithatpayment level.
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Maximum and minimum gold price per gram and intéamal oil price in Oman market is shown in tabléFhe
change of minimum oil and gold price during thedstyperiod between 2011 and 2012 is 3.07%and17.31%012-13,
the negative change of -22.74% is observed in the jgrice on contrary to the previous years, whetbare oil price has

seen a positive change of 11.48%. Both oil and galtk has witnessed negative effects during 201.arid 2014-15, i.e.,
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-4.74% on gold price and -38.31%, -2849% on oit@rrespectively. The maximum gold and oil priceenaso found to
be negative except 2012-13-3.52%, 1.12%, -2.41%] 48.15% (oil price) and -5.86%, -5.50%, -18.1%%d -5.95%
(gold price).

Table 1: Comparison between Gold and Oil Price Movwaents 2011-2015

GOLD PRICE - OMR OIL PRICE-USD
% of % of % of % of
MINIMUM Change MAXIMUM | Change | MINIMUM | Change | MAXIMUM | Change
2011 16.23 - 23.54 - 75.4 - 11339 -
2012 15.04 17.31 22.16 -5.86 71.72 3.07 109.39 -3.52
2013 14.71 -22.74 20.94 -5.50 86.65 11.48 110.62 1.12
2014 14.11 -4.08 17.13 -18.19 33.45 -38.31 107.95 =241
2015 13.44 -4.74 16.11 -5.95 38.22 -28.49 61.36 -43.15

Source: Data Analysis
REVIEWS OF LITERATURE

Jana Simakova(2011)found using Granger causality test, Vector Errorr€dion model and Johansen co
integration test that there is a long-term relattop between gold and oil price8ujit (2011) provided that, the change in
other variables affects the exchange rate highlgwéier, the stock market has only minimal role affecting the
exchange rateYoung Chang (2011)has found that, the impact on the gold price bydterice is non-linear and not
asymmetric. Further results reveal a long-run i@iahip between the oil and gold prices. The olm@ms show that, the
gold price can be predicted using the oil pridmalendu Bhunia (2013) showed that, there is a long-term relatignsh
existing between the selected variables. The ®ailiGranger causality test proved that, there Ishba either no or
bidirectional causality among the variablstohd Hussin (2013)revealed that, the Islamic stock return is affectely by
the oil price in Malaysia in short run. It was afsmven that, for predicting the Islamic share gsi&ijang Gold Price is
not a valid variableSindhu (2013)showed that, there is an inverse relationship betwgold prices and US dollars. It is
well known that, the gold prices are impact by ¢hade oil price. Repo rates and gold prices amrdapendent. Inflation
rates and gold prices are positively correlated demendentMehmet Balcilar (2014)showed that, under the low growth
regime, the oil price has predictive content foluatoutput development. Results also revealed tmahparatively with
higher growth rate, the low growth state is shelitexd. Norasyikin (2014)found that, there are correlations between the
financial variables and commodities among Southesst countries. He also showed the existence efldack

relationship, for exchange rate nexus and stockxind
Poonambassi (2014)

Verified the relationship between the exchange oftdSD, gold price and crude oil price and fouhd inverse
relationship between the gold prices and the exgphaate of USD. On the gold prices, the crude odgs have shown
positive impact.

Statement of Problem

In 2013, due to higher import fees in India andareing of share markets, in most world nations,gbkl prices
suffered 28% of its value. Therefore, the attentdnhe gold investors was shifted, to the seasitinarkets for making
faster profits. The theory and the literature desti@ted above, and show the need for the curredty sh the Oman

market. It also provides the economic variableat tieed to be tested using econometric models.lii#nature review

shows that most of the studies concentrated, ahinfinthe relationship between the indices returth @mmodity price.
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Some of the studies were performed, to investitfaegold price that is impacted by the oil prid@st, none of the study
was conducted relating to the economy of MiddletE@snan in particular, with similar objectives. per the census in
2014, Oman is the hub of emigrants constituting/ 4B of total population, among which 2.3 million pé® belong to

India, which is the largest emigrant community.iém$ buy jewels bars, gold coins and other itemsitinely as gold

plays a very important role culturally. Raw pricata shows that there is a positive linear relatignbetween gold price
and oil price. Therefore, this empirical study fees to find, whether there is any positive lingabiétween the oil and
gold prices. It also aims to test whether, theranyg false regression persisting in outsized sasnpléth non-stationary
time series as provided by Yule in 1926.

METHODOLOGY

The empirical study is based on the research desfing secondary data which includes daily goldgp(OMR)

and international crude oil price (USD), which watieved for the period of 5 years between JarB@ry and September

2015 from and USA energy informatiomyww.bullion-rates.com/gold/OMRNd administration website. This test has been
conducted using e-views, to find the reliabilitydatme validity of the variables, such as randomckhand oil price by
following the 3-step process such as estimationdehagpecification, and diagnostic checking. The ehdd stated as
y = a + fx + eWhereyandxis called endogenous and exogenous variables, atasglg. Thea,f ande are known as
intercept, slope and random shock. The estimatfaimeo parameters is done, by adopting the modelthadesults are
shown and discussed and the model fitness is dégghapplying Breusch-Pagan-and God frey Hetereskieity test,

Breusch-Godfrey Serial Correlation LM Test and dar§era Residuals Normality Distribution Test.
Hypothesis

The below testable hypothesis were outlined, ireotd test the importance and model validity.

H, = the dependent variable gold price in Oman is sighificantly influenced, by the independent valgab

international crude oil price.

H_= the dependent variable gold price in Oman is iigmtly influenced, by the independent variable

international crude oil price.

H 01 = The data series is not suffering from heteroakgdity.

H a1 = The data series is suffering from heteroskedastic

H 0, = The residuals of the data series are normallyilliged.

H ap =The residuals of the data series are not norndalyibuted.
H 03 =The data series is not suffering from serial datien.

H ,;=The data series is suffering from serial corretati
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RESULTS AND DISCUSSIONS

The best regression model is confirmed, with somatufes like non-existence of autocorrelation, éigh
estimated co-efficient of determination, and thistexice of normal distribution, in the residualsl fieteroskedasticity in
the residuals. In diagnosing testing, the calcdlatealues should be more than 5%. F- Statistisisnated to be less than
5%, besides the estimated probability values oéfrechdent variable. In the current study, the parens@stimated shown
in Table — Il, the valid assumptions of the OLS et are completely violated. The model will be ddesed as a valid
one, when the p-values of Breusch-Pagan-Godfrejerdmkedasticity test, Breusch-Godfrey serial datien LM test ,
and Jarque-Bera residuals normality distributicat &#e more than 5%. On contrary, all the p-vahresfound to be lesser
than 5%. Therefore, it is considered that, the @idslel is not good to predict the relationship, etreugh the p-values of
F-statistic and independent variable are importaith p-values less than 5%. Thus, according toeY(1926), the

regression should be considered to be spurious.

Table 2: Statistical Test Results

Dependent Variable: GOLD_PRICE_GRAM
Variable Coefficient Std. Error t-Statistic Prob.
CONSTANT 12.17861 0.336399 36.20289 0.00000
OILPRICE - BETA 0.063281 0.003722 17.00201 0.00000
R-squared 0.19677 Adjusted R-squared 0.19608
F-statistic 289.0683 Prob(F-statistic) 0.00000
Breusch-Godfrey Serial Correlation Lm Test:
F-statistic 62686.64 Prob. F(2,1178) 0.00000
Obs*R-squared 1170.997 Prob. Chi-Square(2) 00000
Heteroskedasticity Test: Breusch-Pagan-Godirey
F-statistic 80.43231 Prob. F(1,1180) 0.00000
Obs*R-squared 75.42729 Prob. Chi-Square(1) 0.00000
Scaled explained SS 33.79387 Prob. Chi-Square(1) .00000
Jargue-Bera Residuals Normality Distribution Test
Jarque-Bera |  84.20042| Probability | 0.00000(

Source: Data Analysis
CONCLUSIONS

The observations of the study, conducted duringtélse period show that, thimpact on the gold price by the
international oil price, shock in Oman market coulst be adequately described, usi@gdinary Least Square Model
(OLS). It also proves that, the gold price is mdlienced by the oil price volatility. While, taljrdecision on the purchase
of gold and investment in Oman, the retail buyers the investors can ignore the fluctuation initiiernational oil price.
To conclude, this study gives a wider guidance, tnonvest in the Oman market, based on the odeprRather, they

should consider inflation and other economic aimdrfcial factors while formulating the strategiesihvestment.
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