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ABSTRACT

The objective of this study is to evaluate the Hedge ratio in different quantile levels
of gold. The evaluation will be conducted by integrating the estimation of related coefficient
price of the gold in future market and current market. The evaluation result can be utilised
as the basic formula to evaluate the appropriate number of forwarded contracts to be
prepared in order to lower the risk of changes in the gold price. The total of 1,653 sources of
data evaluated this way gathered from the average daily price of the gold from January 2010
to December 2015. Since the data gathered is the time series data, the evaluation method
should be the Unit Root method. The rationale of utilising the Unit Root method in this
study is to evaluate the stability of the data before estimating the relativity value by using
Quantile Regression method. Therefore, the result will be categorised into different quantile
level, and the appropriate volume of the forwarded contract will be estimated in each
quantile level.

The Unit Root calculation demonstrates that the stability of the gold price in current
and future market is constant at Level. The evaluation then progressed to the Quantile
Regression method. The evaluation at the quantile level 0.1 to 0.9 indicates that, at level 0.1
to 0.3, the coefficient value of the gold in future market tends to increase, along with the
increasing quantile level. At the quantile level 0.4 to 0.6, the coefficient value of the gold in
future market tends to be more stable, while coefficient value of the gold in future market
starts to decrease at quantile level 0.7 to 0.9.The study reveals that the Hedge ratio changes
in three stages. At the first stage of quantile level 0.1 to 0.3, the Hedge ratio is increasing. The
Hedge ratio starts to be more stabilised at the second stage with quantile level of 0.4 to 0.6,
while starts dropping in the stages three with quantile level of 0.7 to 0.9. This study
demonstrates of how to prevent risk of gold price volatility at different quantile level. It is
observed that, at the quantile level of 0.4 to 0.6, the recommended amount of contracts is
equivalent to 46 which is suitable in the situation of high volatility in gold price. When the
gold price volatility is lower at quantile level 0.1 to 0.3 and 0.7 to 0.8, the study illustrates
that the status are not significantly different. However, at quantile level 0.9, the
recommended volume of contract holding is low. It can be concluded that the contract
volume at each quantile level should be considered in order to reduce the unpredictable
expenses.

Key word: Gold, Hedge ratio, Gold Futures, Spot Price, Futures Price.
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