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Abstract

This study investigates the optimal hedge strategies between Dow Jones index futures
and its spot market by using OLS, GARJI, and GARCH models. The daily data are collected
from Bloomberg Data Base; there are 1399 observations from Jan. 2, 1998 to July 25, 2003.

Under the assumption of minimizing the risk, we use GARJI to capture the price jumps
phenomena that result from the impact of sudden economic changes upon asset returns.
Rolling windows are adopted and the out of sample hedging performance with different
hedging horizons are compared among OLS, GARJI, and GARCH models. Despite the results
of GARIJI do not standout as we expected, the underlying hedging models in futures can
indeed reduce the spot’s holding risks. Empirically evidence shows the stock index future is a
good hedging utility.
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Time-Series of Downdones Stock Index
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