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Impact of rrational belief on credit derivatives pricing:
im plication of subprim e crisis

GONG Pu, GAO Yuan
Huazhong Unwersity of Scence and Technology School 0ofM anagement W uhan 430074 China

Abstract The neoclasstal financ il theory andmodem sophisticated beautiful m athem aticalmodel can not ex-
plain and pred it the 2000- 2007 Am erican real estate bubble and the credit crisis The subprine morigage
crisis as a result of investor behavior reflects the investors expectaton about future econam ic trend, how ev-
er which is neglected by earlier credit risk models In this paper we ntroduce he subjective nratbnal ex-
pectatons of behavior fnance nto the credit risk structure model and establish a dynan © endogenous equ ilb-
rim model The research finds heterogeneous beliefs force investors to take specu htive positbns against each
other and therefore generate endogenous re lative w ealh flictuaton and excesswe volatility, which mpacts on
pricing and hedging efficiency W hen nvestorss beautiful expectatbn cannotmantain te crisismay follow.
Therefore to guile he nveslors n a rational directbn is the effectivemeans to reduce fnancial risk. This pa-
per is expected to benefit stabk deve bpm ent of fnancial systen n Chna

Key words iratbnal belief subprine crisis hedging inefficiency m ispricing
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Empirical study of nflhtion-hedging characteristics of canm odity futures and
its portfolio in China

BUHui, WANG Shou'yang2

1L School of Econanics and Managemeni Beijng Universily of A eronautics and A stronautics B eijing
100191, Chig

2 Acadeny ofM athematics and Systen s Science Chnese A cademy of Sciences Beijng 100190, China

Abstract Inflation risk and nflatbn hedging are both academ ic and fnancial sector concerns In Chnag we
don’ t have such a fnancial tool as T reasury Inflation Protected Securites (TIPS) in the globalm arket thus
it smore difficult to desin and put foward sane nflation potectng products This paper poinis out that
study ng inflation hedging characteristics of different k nds of fnancial assets can help This paper enp irically
tests inflation hedging characteristics of canmodity futures and sector stocks in ourm arket the results show
that canmodity futures can provide a signifrantly effective hedge agamnst unexpected nflation but sector
stocks cannot hedge aganst nflation. This character of canmodity fiures make iself a good tool to to constr
tute an nflation protectng product Therefore we sets up a portfolb of canmodity futures and the results
show that this portfolb can provile a hedge aganst unexpected inflation Our study reveals that canmodity n-
dex funds may be a good nflation hedging product

Key words uflation; expecied nflatbnn unexpected inflation canmodity futures i flation hedge



