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Abstract

In this paper, the random walk hypothesis and the OPEC oil market efficiency have
been examined. The random walk hypothesis states that prices are completely
stochastic in nature so that they have 'no memory'. In its weak-form, changes in
prices occur stochastically and, as a result, the random walk behavior of prices is
usually used to test the weak-form efficiency.

In order to study the random walk hypothesis and the OPEC oil market efficiency,
Lo & Mackinlay single variance ratio test (LOMAC) and Chow & Denning multiple
variance ratio test (CD) have been utilized. Accordingly, we employed the index of
OPEC oail spot prices for the period of ¥rd January Vaav to Yfth September ¥-\. and

three selected subsamples.

The results indicated that although the efficiency does not hold for the whole period,
there is an increasing trend. Furthermore, using the moving window method, a time-
varying trend has been detected in the graph of returns autocorrelations of the oil
price index for the whole period.

Keywords: OPEC, Lo and Mackinlay Single Variance Ratio Test, Chow and

Denning Multiple Variance Ratio Test, Moving Window Method, Time-Varying
Trend
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