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Optimal Hedge Ratio Estimations and Hedging Effectiveness: A Case Study of

Thailand’s Commodity Futures Exchange
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Department of Agro-Industrial Technology, Faculty of Agro-Industry, Kasetsart University, Bangkok 10900,
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Abstract

In order to find the appropriate hedging ratios for ribbed smoked rubber sheet no.3 (RSS3) futures
contract in the Agricultural Futures Exchange of Thailand (AFET), this study estimates hedge ratios through
four econometric models including the OLS, the VAR, the VECM, and the Bi-GARCH models. Hedging
effectiveness was measured in terms of in-sample and out-of-sample tests and determined by maximum
variance reduction of portfolio frameworks. The results show that RSS3 futures contracts are effective for
use as a hedging instrument. Comparing the hedging effectiveness among the constant hedge ratio
models, the VECM model performed the best over the OLS and VAR models in both in-sample as well as
out-of-sample periods, while the Bi-GARCH model estimating the time varying hedge ratio performed the

worst in most cases.
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1. Ui

ATIEITRURUSUTTIANS YT ev18ar i
Juiaiesilefiteliinasuviodfussiuaiudes
anunsndanisfuaudssfideandnainsnidudn
NASATAMUEURIY LGUAINSUNYATNTAINTD
Jostupnudeninsadudununsans vielsaud
T¥ingAunansineasfaiunsoldnaindrsmiie
Untlossunuenild luefmnagnstostunnudsady
wuunils donils Faduisiiedgn Tnevindyan
draniiluySinanvifudunsndaisl f18nsnduves
simtunaindagiu (Spot price) wazsialunain
ath (Futures price) Wasuuuadlui 4 fu asifn
nstlostuauidesegrsanysol udluanmduas
sAnaemaaiinsasuudaslivingy ilaa
AUAEINAILA19YRIIAT (Basis risk) Fvdanalil
nslddadevissrmiindulegrdaifivssansnamn
grudansdnstedgyararmindesiiuluvialedl
mamqmmmﬁimﬁu’mm vaensdidodaiaremi
unifuluviliFendsegsnsaniiotosiunuides
Auarusndu fadu 1) Juauenagndfivngaundy
o nagnsiinlvnesndariuuususiudngn
(Minimurn variance hedge) 8v33itdunsiuamm
Arensdestiuaudss (Hedge ratio) Iaglduuu
$ravarAswgiiasng  Mvilrwesadiaudumusiidigs

9819137010 JULUUBILUUTIABINIT
LAswgA1ansudasiinaumiauiu uia1nn15AnY
yang q afmuilideagulimiousu iesanane
paafiuandeiy Wusddeves 2 Adnwilusais
anant1UszimAduLAsLas U1 INITUINIUY
NaReULMULUUTIas GARCH  aglvinafilan vaizd
wuudiass OLS azanmmidsdlddigalunislosty
adsaszesdu nnszevenivenlduuuiiaes
GARCH aglvinafindy dwu [3] Anwideyasieiuves
fuil AOI (AWl Ordinaries Share Price Index) tay SPI
index) Tuuszine

(Corresponding  share

PRAMTAENUTIUUTIADY GARCH Tl dnSraniign

price

Tunrstestunnudsssezen unndulinanauwnu
ueiian

é’qﬁ?umu%’ﬂﬁ%ﬁ’lLa’lmdﬁladﬁamqmwgﬁaﬁ
wufdseansainlunainvesrielssing un
Uszgnaldfunaintevsdudiinunsarmiinges
Usewnelng Tneidendwey RSS3 Futures Aifiaunsne
$r9baie praurlusuAtuy 3 sgldSuanudeuann
tinaauiniian WeAnuifeannuansalunisldau
IFegefiuszansnmduientunseldidloniizaain
LANANSAY LAZABUAIATNIINAIATDUIBEI NN
Usgansnmdlosiuanuidssddniold siuduaiscile
maAsugiinvinlaausavenysydnsualunistesiu
AudedldAiian

2. nufuazauIdeinneadas

Snsrdleatuaudssfimuisay (Optimal
hedge ratio) ausamulnlaanuuuItaealeyia
Fauvadoseanidu 2 n3dl fie wuudiaesiiliien hedge
ratio Aafl (Constant hedge ratio) leun wuusiaes
OLS Lkuud1a94 VAR wuudaad VECM haghuuiasd
filvien hedge ratio fvdsuutadlunianan (Dynamic
hedge ratio) il WUUSIADY GARCH Sauuusaes
Usgan#iliien Hedge ratio Asfioguuanmfigiuiiing
AaALAAeY (Residual) Aeadudiudsdudasziidiads
asfl wieRrefnaimadeudedliiinnnuduiusiuly
Franandinnaiu Tudsdendunisuanuaswuuldd
Jouly Tnsaudseiuvsuuusnansiidnwesendu 5
Fadeudn q sail
2.1 kuudaae OLS

WUUD1a99 OLS (Ordinary Least Square)
WunguinisanoosBaduluuingvoinanauwnu
dudnlunarndagduuunanauunududilunaie
dhamth Ssannsadeulfedluguresaunslded

AS; =c+ AR, + ¢ (1)

gl AStyay AF, 1 unanouunuve9eis
wiusuATuty 3 lunaadagduuazaaindlmin o
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a1 t A1udIFU way ¢ iudieed dau B Ae
wisfinesuansdarmanudu (Slope) vesaun1sdeine
A1 Hedge ratio (h*) @%5U ¢, A error term ag4ls
finna wuudassiigninnssinntdnifevateviu L
4] l§nanningaseuiidrdyesfuuunmsiinseinig
2A00835 OLS Ap N15USEN10UAUBY Hedge ratio 9
Usraufiudem Autocorrelation Tusaanaipdeuves
OLS vilvaiirundlalafiussansam

2.2 kUUd1a99 VAR

WUUI1a94e Bivariate Vector Autoregressive
(Bivan  #ldsunisimuiieddndymiuuuiiaes
AUN30ANBYRENNNY @nnsaAlAINaNNg

k |
AS, =C, + 2 ByAS_ + X AGAF_| + & (2)
i-1 j=1
k |
AR =i+ BiAS_ +2 AAF_ +&; (3)
i-1 j=1

el ¢, Cf WHudmsdt Bar Bov Ay uaz
A fomnsiwmeivesmansuunulunainagiiuarly
panant dae, waz €y Wumanuraaaiou
fifinswanuasuuuguuas dasy wuuaesiddldlunig
FadulaifioniAranuardrdeundsfiinuizay
(Optimal lag length) Faunudee k way |

VAIINATLINAUNITUAITLUIDUNTUVDIG
Aa1ALAdeU (Residual Series) WM BMIAN
Hedge ratio Inafvumli

Var(s) = ogs, Var(eg)=ogx CoV(ey,&q) =0

Tneil o oy HumiAuulsusiu
(Variance) 89fAAIALARBUYBINARNDULNUL LKLY
supfutu 3 lunaintagtuuagnainaiamt @ oy
WumiAuLUsUsIusIn (Covariance)
ARNALAABLTBIHANDULTILYIADINAIN

FEUINIHA

FItU @UNTAAIUIUT Hedge ratio NIvilinesnil
ANULUTUTIWANEALARINANNNT

2.3 WuuI1aee VECM

LuUs1a89 BIVAR lalldsiunaves 2 series 7
Tanwuy AnuduNussTeze1Ime iy (Co-integration)
dmudgadoyais 2 fdukuSszezensietuuda
WUU91a89 VAR @158 Error-correction term %éﬂim
maiedoulvesgasnnszezenszninaa dagiu
wazsiaartidluge fetutniteseiamunundy
WUUT1883 VECM (Vector Error Correction Model) 94
aun1s 5 uay 6 fiflaumiangaunii uagdesiudam

N13UszUIUAT Hedge ratio HANATN
k |

ASt = Cs + ZﬂsiASt—i + Z ﬂ’siAFt—j _j/szt—l +gst (5)
i=2

j=2

K |
AR =c; + BiAS, +Zﬂ’fiAFt—j ~71Zi 4+ &g (6)
i—2 e

Tnefl 7, uaz y, AeAfiuansiinnansaly
msﬂ%uéhlﬁaLsﬁ’]gjmmé’uﬁuﬁ‘luisazma dw Z,
\u Error-correction term dadunisiadndaudsany
(Dependent variable) Ususidesuusanlugiaiaa
NOUNTNINABENINTTEZE1I0E LS

Glormueld 7, =S,y —aF, IgiiAn o
Huaniresinalifinnissan il fae i
(Cointegrating  vector) kagzd1miun15UTzu1UAN
Hedge ratio azldisAnduULAEIAURULUUTIABY VAR
Tuaunsii 4

2.4 BUUI1a99 GARCH
lumsiasizvieunsuanadmlvgudiasiinis
fivuadandsdulviiaauuususiunad
(Homoscedastic) @slumnuiiusdsudrdoyadulng
fu A1AuLUsUSINTEIAIAIINAATIALAG DY (Error
term) aglallaflaiduvesinusdasyuniinnudsunuas
umutasiaarlaing (Heteroscedastic) warduogifu
IAvBsALAaIAAAlLaRN
GARCH (Generalized- Autore -
gressive Conditional Heteroscedasticity) thz&;ﬂ(ﬁ
THlunsmsnsdesiuaudssiivdsundasiunnu

LUUT18 09

187 VU UgIuYeIAuLlsEUTIueg19iiouly
(Conditional variance) karANUKUTUTIUIINYDITIAN
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Uagiunagsnananmi nsdluuudnassdidiuysaoss
(Bivariate model) #15150UAAIANNEANNT

AY =+ & (™
£ 19, ~N(O,H,) (8)
vech(H,) = ¢, + Avech(s,, ;, &' ;) +Bvech(H,_;) (9)

oo Ay Jumsnd (2x1) uansanauuny
Tupaaagiunazaanaimi Tudw 4 1Huwndnd
(2x1) LARINANDULNLLRAY LayA Lag YBINanDULNU
Tupanaagiunazaainarmiin H, Juaning (2x2)
wanataAuLUsUsINTIL Luesnd Auaz B LHu
MARasINRIND (3x3) uay vech Wunsyurunsuua
AsAmesotwmils deun [5]  Llausuuusians
Diagonal VEC (DVEQ) Ssauufliuning A uay B
1n@Un15 9 U diagonal  wnSnduazFeauudle
audTuS szl sUsuednel Seulvvawie
aaqmm%ﬂeﬁﬁﬁwmﬁgmmuﬁw he Waz hg @wAu
WUTUSIUTINUNUALY hy @10190LTEULUUINDDY
Bivariate DVEC-GARCH (1,1) ldiotail

2
hss,t =Cg T Ags851q + bss,t—lhss,t—l (10)
hsf = Cor T3 Est1€f 11 + bsf ,t—lhsf =1 (11)
2
hit =C +ag &t 10 + Db ralir 11 (12)

anaunstedudunuusiassiliagnsn
Josturnudssiiasunladldnuian Ssiniuuy
Aed TagAdnsidosfuainuidssfiinunsauves
WuUd1889 DVEC-GARCH (1, 1) mualaain

hsf 't
hit ¢

h* = (13)

2.5 ngenisnagaudssansnanistasiuadnuides

delwnsiuiwuusiaesdlaaiunsateadu
mnudesldniigadadosiunuisudisuiu e
UszAnduavosiadesiiemuasugifinand lnoas
Wisuiieuauwlsusiuveanesafianaudiolddyan
Fvedalunistlostuanudsstunsdlvemesndilyle
Sunstlosfiuaudes (Unhedged Portfolio) was
NAFOUILLTIT In-sample tag Out-of-sample

TunrsAruumInanauwny (Return)  NSal
nasanbulasunisteaiumnuidssaznasnilasunis

Yoefupudes
(14)
(15)

Runhedge: St+1 - St
Rhedge = (St+1 - St) —h>* (Ft+l - Ft)
sfuamANuLlsUTIu nsdinesaiilyile
Sumstlostumnudes (U) wagnesadilasunistloatu
AEe (H)
(16)
(17

Var(U) =o2

Var(H) = 0% + H?0f —2Hog ¢

1oy S, ay R Jusmenswsiusuaiudu 3
lunarndagtuuazaainalmiiluguves logarithm
uaz H Ao Hedge ratio A1ALUUTIADIAINY du
ol way o AvA1 AULUTUTINYRIHanaULUTY
nanTatunasnanaNuin anvng og e ABAIAIY
wUsUTIUT ST AR ULl UEDInaIn

FatunisIadsansameesnisdesiuain
A9 (Hedging effectiveness, E) zgninogluguves
Wesdusnsanaesnnuwlsusiuvesmasaiiteatu
audsadiouiunesaildlesunistesiunnudes

E- Varunhedge_varhedge %100

(18)
Varunhedge

3. /NI nlueuivg
3.1 Aupaun1sinudaya

miAfeihnsfnudeyasynsunat (Time
series) 31ANUATIE U N TOU R MTE1 Y
suatutu 3 (RsS3 futures) lunadudinuasaimii
wihiszmdlng uazs1ATerease (FOB  BKK) 1y
nandaqiiu Fedyaniaeeiaszidenlddyayrdumey
sveylna 7 fou iesanfianinndesgedign Feanin
Wazagviouanmeanlannindyy iiaesaatulng
waruansdenisdesnistestuanuideduouinan Tng
s uLUUTIanInInAs e ARIuR Tud 2
UNTIAN WA 2551 FeFudl 30 Suanan w.A. 2554 &9
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Aunualidugas In-sample lneifidoyasiuvisdu 960
A1 warlddoyaiun 4 unsiau §9 30 LWw1eU W.A.
2555 U119 Out-of-sample Tpeiladunavisnun 78

A1

3.2 fumauliamesitaya
Foyamenihiuvinsiziazgnuiuledlusy
94 logarithm  §1UsTIUMAVEINISIUABLIYAITIA
(Price change) Tilunaindagiiuuasnainaiemii vie
nanauunusLansluaun1sil 19 ieliloaanounis
fuiaidudeu aufsannsaildiisuifisuiv
Fouaidaaswgmaniou 4 Amelimsloutuldig
AS; = In{i}, AF, = In{i} (19)
St Fy
Tutunouiiesiiasizidoyanioginiu
TuUsunsu Eviews 6 dadulusunsumeniiamesiianunse
lasgideyalanainvatesusuusiuluisdoya
oynua Tnsutstunouseanidu (1) msvaaay Unit
Root (2) n1inaaau Cointegration (3) N15UszUAAT
Hedge Ratio WIuLUU41a99 OLS WUUTIa89 VAR
wuuiIaes VECM waglhuudnaes Bi-GARCH (4) n1s
naasuUszdninavesnisteatuaiudsdlusy
Wesidudnsanasesulsusiuemesn ddlutuneu
HansAlinamuusyfuaudsauuyTude Ty

4. NaN15998

4.1 Nan13nagau Unit Root wae Co-integration
MnramsmageuANLilwesdoya (Unit root
test) A2875 ADF (Augmented Dickey—Fuller test)
wuirAeususuaudy 3 ﬁ'jﬂumamﬂwﬁmm:
naraanentilafianuils (Non-stationary) fiszsuves
Joya (At level) usnanauunuvessinlagtiuuay
ﬁma'awﬁﬂﬁifﬂug‘umim?i'aw,wawmﬁm (At first
different) wuindoyaiinuils (Stationary) #sedy
gdAny 5% FethunuAdeiitddnanouwmmessailu
mMslieszideyaniutuudassing q ilendnides
Haymauduiusitliuiass (Spurious Relationship)

Mnduinnageuanuduiudidmasnin
s2e2817 (Cointegration) ¥9431ANUDI819MHUTUATY
fu 3 felumanailagtunazaainarsmindieizves
Johansen’s maximum likelihood NaN1SNAFBUNUI
indagiunagarmihianuduiusidmasnnssey
grefufiseiutudfty 5%

4.2 nan15naaauludag In-sample

Tudrutidovesnanisnagouiiazdsznauly
A8 2 dunan A KalNNISUTEUNMAT Hedge ratio
wazn1sinussansualunisilesiuninundss lned
sreazundll

Sudevhn1sUsEanae Hedge Ratio 210
nguinuudiaesing 4 lusded 2.1 89 2.4 91ndum
ArmuLUsUTIuTasnasaTilESunstlostuaudes
Frea1snstesiuninudssiengs aiuaunisi 17
warnagoulszansnalunistlosiunnnudes fedunis
7i 18 Femanisnaasulugag In-sample
a5197 1

LARIRILY

A15799 1 Useansualunisuasiuainuides 939

In-sample
Hedge ratios | Hedging Effectiveness
Models
(h*) (B)

OLS 0.228670 13.44%

VAR 0.190700 16.86%
VECM 0.199738 19.18%
GARCH 0.151702 13.51%

*ueuie A1 Hedge Ratio 91nkuus1aes GARCH Llu
Aade

NP5 1 NUIIAT Hedge ratio LAz
Hedging effectiveness lagsauiias Tnsuuusiass
OLS ¥ Hedge Ratio gefigail 0.22867 udndulyi
UszAnSuasdigadl 13.44% duuuusiass VECM
UszAnsualunisanauidsswosmesngsan 19.18%
dloweuiisutusuudiassdu 9 dwiusuusiass
GARCH 9ien Hedge Ratio wUAsuwadlumuiian
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Faguil 1 ifleumanadenuinliel Hedge Ratio
fandl 0.151702  uaziuszavsnageniiuuudiaes
OLS fisadnies Fennuanisnadeuysyavsnares
wuudnaedlutas In-sample  wanslisiufiasainain
armthfianuiuniuiinnieaintagdu lngaiunsag
1691161 AuwUsUSIUTeIRIARIALAR B RN
uazluud1ans VECM wlisuiieu
sywissdemann

LUUIIEa89 VAR

T T T T T T T T T
100 200 300 400 500 600 700 800 900

— —OLS --—-- VAR
----VECM BGARCH

U 1 1Ssuiiouen Hedge Ratio Tutias In-sample

4.3 wan15naaauludae Out-of-sample

Unasudnliaiuaulavszdnsainves
wuusaedusuanunnitluein fafunisvagou
Tute Out-of-sample FaUSputadounistiuuuinass
Wduase vilidiaumuizauninninlunisia
Uszavdna d1msuwuudnass OLS wuuinaad VAR waz
WUUa8d VECM a¢ldien Hedge Ratio fiuszanallé
99N%74 In-sample  1I%1A1 Hedging  Effectiveness
Tuvaizfihuusiass GARCH aldidn Hedge Ratio w4
Futeunthumaaevuszansna o 1ian t lneald
Uszanalldiuasuutasmanan é‘fﬂgﬂﬁ 2

SUT 2 WSeuiiisuen Hedge Ratio Tutis Out-of-

sample

A15799 2 Useansualunisteeiuminuided 929 Out-

of- sample
Models Hedging Effectiveness (E)
OLS 19.25%
VAR 22.77%
VECM 25.75%
GARCH 14.20%

*WeLAn A1 Hedge Ratio 91nuuus1ans GARCH 1u
ARy

9119151991 2 wudrlugae Out-of-sample
wuudaesdiuszdninaganinlugas In-sample idntios
Tneuuusiass VECM Ssmaianuaninsoanaiuides
vosweinldgegad 25.75% iloiTeuiivuszning
wuuTansiiliien Hedge Ratio Asfl Inenadanndaafiu
Kumar et al. [6] TRlmdwindmiudaanszesina
w1899 VECM azdusedndnauinninlutag Out-of-

sample
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5. a3Unan1sAnen

AsAnwnsdidyarensudusuafudy 3 lu
AANMAUALNBATEMNNRTLAIUTEWALNY INNTNAaDS
wudluszansaanlunisdesiuanuidedliase Tng
dlovszanamsnsiostunnudssisuuusiamng
wiswglAnng 9 udrtlunaaeulugie Out-of-sample
WEIMUI1 wuusiaes VECM 1unuusiansiidaag
mmzaumﬂﬁqm dlefnsanainanunlsusiuves
wasafianas 25.75% Wisuifisuiunesaiildlasunis
Joafunudss s9aRauUUS 1809 VAR §i 22.77%
LaTUUUSI1a09 OLS 71 19.25% mudsu wansliidiun
dleusulgeuuudtaeddddaiiugniesuiniy
Ustavisnalunistlasfiunnuidssfifisiunailudae us
Tumeanaunu wuudnaes GARCH naulwussandna
Mamiiea 14.20% Falasundndrsalunaindaqdy
uazamadmthasazazieudeyatnanslmi 4 i
UINTENU Lﬁaﬂﬁagaﬂmmil,ﬂﬁaul,maq S1A9E0
aannAiuwalduasuulaciude fadunuusians
GARCH 7il#f1 Hedge Ratio 1Wasuuuasmuiianis
Uagiiussansualunistestiunudennnii uiain
HANISNAABINUILUUIIABY GARCH laifiuszdnSna
urmiinanTaralugag In-sample  kag Out-of-
sample mLﬁaammﬂmmmdfawﬁwﬁmmﬁumuqq
WiaLinanIun1sal Backwardation lunaina9ut e
smﬂummmd’;mﬂw‘hndﬁmﬂuma’mﬁagﬂ’u [7]

ﬁa‘fumﬂﬁfﬂamué\'aqmﬂ%’é’mm%mw
armthenausiusuaiuty 3 lunstestuaudsauuy
Juseiu Asidenlduuudiass V-ECM Tunisuszanu
A Hedge ratio tefiansaunfiauSunmdnyaramid
Aste
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ANANUIN
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