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Abstract

Traditional theories of hedging have been constructed with linear strate-
gy. Those theories are challenged by widespread asymmetric correlation between
the prices changes of futures and underlying asset, and also confront with the
dilemma in hedge effectiveness and cost. Therefore, in theory, joint distribution
of prices change of futures and underlying asset will be decomposed according to
Copulas theory and GARCH model, in order to emphasize price co-movement,
and the formation of which will be discussed in combination with supply and de-
mand shocks, storage volatility, stochastic impulse, foreign market effects and
macro-economic circumstances. The partial hedging strategy with historical infor-
mation and price-comovement will be constructed, to solve the problem of linear
strategy and improve hedge effectiveness. In practice, with a sample of SHFE
futures markets, price-co-movement will be discussed, empirical study in
hedging will be conducted, and Non-linear strategy will be tested in comparison
with the linear strategy. Results show that those factors such as supply and de-
mand shocks, storage volatility, stochastic impulse, foreign market effects and
macro-economic help explain the price co-movement between futures and its un-
derlying commodities, and improve the hedging effectiveness; partial hedging
strategy could reduce cost of hedging

Key Words: Historic Information; Price co-movements; Asymmetric

Correlation; Partial Hedging
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