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An Empirical Study on the Cross Hedge of the KOSPI 200 Futures
and the TOPIX Market Portfolio in Japan to Risk Management

Yim, Byung-Jin

This study investigates cross hedging performance of the KOSPI 200 futures and the TOPIX market portfolio in Japan to
risk management by VECM, Bivariate GARCH(1,1) and OLS regression cross hedging models to risk management in the trading
price fluctuation of the TOPIX market portfolio in Japan. Weekly cross hedging performance is evaluated. The sample period
covers from January 9, 2010 to August 16, 2019. We found the following results. Firstly, unit roots are found in the KOSPI
200 futures and the TOPIX market portfolio in Japan. There exists at least one cointegrating relationship between the KOSPI
200 futures and the TOPIX market portfolio in Japan. Secondly, we can not find statistical differences among hedge ratios
estimated from VECM, Bivariate GARCH(1,1) and OLS regression models the KOSPI 200 futures and TOPIX market portfolio
in Japan to risk management. Thirdly, there are no significant differences in cross hedging performance among various models.
Finally, overall cross hedging performance and cross hedge ratios estimated from OLS, VECM, and Bivariate GARCH(1,1)
is not relatively good.



