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The Role of China Commodity Futures Index in Asset Allocation
— an Empirical Analysis Based on DCC-GARCH Model
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Abstract: This article classifies 9 kinds of commodity futures into 4 categories, i. e. agricultures, energy,
industrial products and precious metal, to roundly inspect their respective correlations with Shanghai Com-
posite (Equities) and Shanghai T-Bond(Bonds) , based on the emerging Chinese commodity futures markets
using DCC-GARCH and Mean-Variance Theory. On the contrary to general international empirical analy-
sis, Chinese commodity futures have relatively positive correlations with Chinese equities, indicating the
fact we could diversify equity risks by shorting some kinds of commodity futures. Its conclusion suggests
cotton and fuel make a difference in diversifying equities risk while any kind of commodity could effectively
diversify among bond assets. For those investing in both equities and bonds, they should avoid allocating
aluminum or coke, at least in the current period. In summary, this article provides a relatively practical
methodology and conclusion for Chinese markets participants.
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