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Index Futures Optimal Dynamic Hedging Ratio Research

Based on DCC-MVGARCH Model
DENG Ming-mao

Abstract: This paper estimates the optimal hedging ratio and examines the hedging
effectiveness using Minimum-Risk method in Hang Seng Index Futures, S&P 500 Index
Futures, Nikkei 225 Stock Index Futures and China 300 Index Futures market. We measured
hedging ratio using four different models: (i) the OLS method, (ii) VAR, (iii) VECM and ( ) DCC-
MVGARCH. The results shown that the hedge ratio is greater estimated by VECM than other models.
But we found no evidence to suggest that complex econometric models such as DCC-MVGARCH can
improve hedging effectiveness on a simple OLS, VAR and VECM for estimating this hedge ratio.

Key words: minimum-variance; hedging ratio; DCC-MVGARCH ; hedging effectiveness

(B #21R)
on final products produced by countries, especially the developed and developing countries which utilize
fully the comparative advantage of factor endowments.With the 1990s’ in-depth international direct
investment, multinational companies dominate the global realization of the resources in the various
stages of production processes in the optimal configuration, and intra-industry trade theory focuses on the
intermediate products.One of China’s major trade patterns of processing involves in global competition.
Key words:intra-industry trade; vertical intra-industry trade;international direct investment ;vertical
specialization
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