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Hedging with LPM based on Copula-GARCH method

LIANG Jian-feng, CHEN Jian-ping, LIU Jing-jun
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Abstract: The lower partial moment (LPM) model has been widely appliettie research of hedging invest-
ment. LPM focuses on the lower partial risk, so it is bettantthe variance measure. However the uncertainty
of the joint distribution of the assets returns brings diffiies in the research and applications of LPM. This
article introduces Copula-GARCH method to fit the joint disition, and applies the LPM model to the hedg-
ing in RMB foreign exchange markets. Furthermore, the comepa between LPM and minimum-variance
methods is carried out. It turns out that hedging based ohRM: model provides a better performance than
that based on the minimum variance model on both the forwantet and the NDF market.
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