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Abstract

Abstract

Stock Index Future, a kind of financial futures, is an agreement between two
parties to buy or sell a stock index at a certain time in the future at a certain price. In
Feb. of 1982, KCBT launched the world’s first stock index future contracts, Value
Line Comprehensive Index Futures Contracts (VLF) and in the next 20 years, Stock
index futures, which have the unique charm and successful operation, were quickly
accepted and developed by many countries since the trading of stock index futures are
character with high liquidity, low transaction costs and great market etficiency.

In April 16, 2010, China started to trade the HuShen300 stock index future,
which is the first stock index futures market in China. It has been almost a year since
then, and the market was very active. Although short-term speculation atmosphere
took place at one time, the market reverted to rational situation eventually with more
and more institutional investors’ admission and the supervisor’s strict management.

This article will discuss the correlation between the HuShen300 stock index
future and its spots in two sections. Firstly, we use the Granger causality test and
impulse response function to demonstrate the advanced-lagged relationship between
the HuShen300 stock index future and its spots, and it’s for the mean of the yield
relativity. The empirical results show that at the significance level of 0.05, there is no
advanced-lagged relationship between the HuShen300 stock index future and its spots,
but at the significance level of 0.1, it seems quite obviously that the HuShen300 stock
index future and its spot had long run equilibrium, and the HuShen300 stock index
future has a good function to predict the HuShen300 stock index price. Secondly, and
we use DCC-MGARCH model to empirically analysis the dynamic correlation of
return variances between the two markets. Study indicates that HuShen300 stock
index futures are in dynamic correlation coefficient rate of the fluctuations of yield in
the spot market, and it shows there is a fluctuant spillover effect between them which
illustrates that these two markets share the same risk factor. Investors must adjust the
correlation coefficient for maximum benefit while the stock index future hedging

because the relativity is so dynamic.

Key words: HuShen300 stock index future; DCC-MGARCH mode; Dynamic

Correlation
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