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On the margin-setting methodology of China rubber futures

HOU Xiao-hong, XU Ying-yi

(PHD. OF SHFE Postdoctoral Programme, Shanghai 200122, China;
Changsha Timefuture Co. , Ltd, Changsha 41000, China)

Abstract: Although the margin system is the futures exchange’ s first line of defense against default risk , overcharge is of
paramount importance to futures exchange. It is because the higher is the overcharge, the greater is the investor’ s oppor-
tunity cost of investing in the futures market. In this paper, after exponentially weighting moving averages, GARCH ap-
proaches are applied to China rubber Futures , and we then use the measure of prudentiality and overcharge to evaluate
different margin setting methodologies. Keeping the same prudentiality level, it is shown that the one used in China fu-
tures market by and large gives the highest average overcharge.
Key words: rubber futures; margin; GARCH approach; EWMA
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