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It was recognized that stock markets can be impacted by shocks in financial market uncertainties, while precious

metal markets are steadier secure resources that will not be highly impacted by outside shocks. Herein, the focus

of the present research is on the price stability properties of precious metals during the 1997 Asian Financial Crisis,

2007–2008 Global Financial Crisis, and 2010 Eurozone Crisis. 

stock market  precious metals markets  volatility spillovers

1. Introduction

The relationships and spillovers among precious metals, specifically gold and other precious metals, have been

widely studied. For example, Escribano and Granger (1998) compared the performance returns of gold and silver

and found a strong simultaneous relationship in returns between them. This finding contradicts Ciner’s (2001)

results. Ciner studied gold and silver returns for future contracts traded in Tokyo from 1992 to 1998 and found no

evidence of long-run linkages between the gold and silver price movements. Lucey and Tully (2006) concluded that

the gold-silver parity weakened during the 1990s. In general, Kearney and Lombra (2008) found a negative

relationship between gold and platinum. Studying the wider perspective of the relationships among precious

metals, Batten et al. (2010) found that the volatility of individual precious metals was influenced by other precious

metals from 1996 to 2006. Following Batten et al.’s results, Batten et al. (2014) identified the existence of constant

spillovers between silver and gold. The findings differed for the other two precious metals (platinum and palladium).

Finally, Antonakakis and Kizys (2015) suggested that the 2008 Global Financial Crisis weakened the spillovers of

gold while strengthening platinum spillovers. Precious metals’ prices (in particular, gold and silver) have

significantly increased from 1991 to 2011. The significant increase in price is because of a number of factors, such

as economic and financial crises, inflation expectations, and increased demand in emerging markets (Lee and Lin

2010). This leads investors to consider investing in the precious metals market; it may play a vital role in the

diversification of portfolios Adrangi et al. (2003); Lucey and Tully (2006). Speculators and arbitrageurs pay close

attention to spillover effects between precious metals and stock markets across other asset classes (i.e., the

foreign exchange market and stock markets) and other countries because this is where they can make money.

2. Precious Metals during the 1997 Asian Financial Crisis
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Volatility spillover in international markets is an important research topic, not only for policy makers and

researchers, but also for investors. This issue has a number of practical implications in terms of risk hedging, asset

allocation, portfolio risk management, and market efficiency. However, the effects of the transmission of risk (both

risk and returns) are more apparent during periods of financial turmoil. In fact, linkages among cross-markets

increased sharply during the three financial market crashes, indicating the existence of contagion among the

different financial markets and different asset classes.

Morales (2008) determined the volatility spillover of precious metals from 1997 to 2007. The author used the

GARCH and EGARCH models to investigate the behaviour of precious metals during the 1997 Asian Financial

Crisis and found evidence that depreciation of the precious metals under stable and unstable financial market

conditions tended to increase market volatility and the mean stock returns for precious metals. Morales (2008)

suggested that there is clear evidence of a volatility spillover running in a bidirectional way.

3. Precious Metals during the 2008 Global Financial Crisis

Following the 2008 Global Financial Crisis, the concept of “flight to quality” drew the attention of policymakers and

investors alike. This gave investors and portfolio managers reasons to add precious metals to their portfolios as an

alternative avenue for diversification, especially after the increased presence of financial investors and

financialisaton of commodity markets. In fact, over the past decade, commodity futures have become one of the

most attractive asset classes and an investment vehicle for the portfolio managers, just like bonds and stocks.

Previous literature (Baur and Lucey 2010; Baur and McDermott 2010; Gürgün and Ünalmış 2014; Mensi et al.

2014) empirically studied safe haven properties of precious metals. They concluded that gold can be used as a

hedge in financial markets.

Mensi et al. (2017) examined the time-varying risk spillover between precious metals (gold, silver, platinum, and

palladium) and four major stock markets (the US, Europe, Asia, and Japan). They used the Diebold and Yilmaz

(2012) spillover index. In their preliminary analysis, the authors found some periods of significant price fluctuations

for all the stock markets. Among the precious metals, silver was the most volatile market during their study period

(2000 to 2016). All series exhibit volatility fluctuations in their evolution during from 2008 to 2009. Most

interestingly, silver showed significant price increases between 2010 and 2012, followed by a plunge after the 2010

Eurozone Crisis. The authors found significant volatility clustering for all the series of returns during the 2008

Global Financial Crisis.

Hillier et al. (2006) investigated the role of precious metals in the financial markets using the daily price data for

gold, silver, and platinum from 1976 to 2004. According to the authors, following the collapse of the stock markets

during the 2008 Global Financial Crisis, in addition to increased global financial market integration of bond and

stock markets, investors increased their participation in precious metal markets, which resulted in price increases.

They also found that precious metals other than gold had a low correlation with stock market indices, particularly

during periods of global financial market distress. Therefore, investment portfolios with precious metal exposure

performed significantly better.
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4. Precious Metals during the 2010 Eurozone Crisis

The financial markets did not expect that Greece’s significant debt problems could trigger a European debt crisis.

The weakening of government finances after the 2008 Global Financial Crisis resulted in a sudden loss of trust and

confidence in both stock markets and sovereign debt, as well as driving alternative investment prices, such as

precious metals, to record highs. The strong performance of precious metals, most commonly gold, during the

economic downturn and especially during the 2010 Eurozone Crisis, led researchers to examine the properties and

characteristics of these asset classes and their role in the global financial systems.

A number of studies such as Jaffe (1989) and Hillier et al. (2006) investigated the role of metals in diversifying

investment portfolios. Uddin et al. (2019) examined both the spillover effect and price volatility of precious metals

(gold, silver, platinum, and palladium) from 1999 to 2019. They wanted to investigate economic and fundamental

events during the 2010 Eurozone Crisis. The authors found evidence of time varying and homogenous asymmetric

spillover between the return volatilities of the precious metals. This suggests similarities in the cyclical relationship

of precious metals with global and local fundamentals. They found evidence of the effects of the 2008 Global

Financial Crisis and the 2010 Eurozone Crisis on all precious metal commodities. Uddin et al. (2019) also found

that the trends in asymmetric spillover reached their highest from 2010 to the end of 2014’s last quarter. This

increase was associated with growing uncertainty caused by the 2010 Crisis.

The existence of linkages among advanced financial markets has been previously well documented and studied.

Researchers investigating dynamic market linkages, which provide evidence of causal relationships, have also

found significant volatility spillovers and price volatility across advanced markets (Bae et al. 2000; Hamao et al.

1990; Koutmos and Booth 1995; Theodossiou and Lee 1993).

In the last few decades, there has been growth and development in global financial markets characterised by

increased capital movement and international trade across borders. These features have led to the integration and

co-movement of individual financial markets. As a result, stock markets in one country can be affected by apparent

fluctuations in the financial markets of another country, affecting the former’s performance and trends. All stock

market returns are not only influenced by their past performance, but also by global news from other international

stock markets (Lin et al. 1994).
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