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Abstract

The Role of Futures Markets in Hedging of Prices Risk
An Empirical Study on Crude Oil Futures

The role of the futures markets has become the most modern
topic in the domain of the financial adminisiration. Trading with
futures witnessed an explosive growth during the last tow decades of
the 20" Century as result of the economic perception which
prevailed in the world as well as the openness of the world markets
and the competitiveness associated with uncertainty of the spot and
future prices that may result in losses and prices risk (Market risk)
when prices go reversely to what is Predicated.

Based on these points, this study provides a cognitive and

empirical framework for using the futures in order to provide

YoX



protection against present and future fluctuations, coroliary,
reducing loss resulting from that and risks consequently. As oil is
considered the main commodity of Iraqi economy, the concern of this
study is focused on the empirical analysis through using the future of
North Sea Oil (Brent) in analyzing predicted price patterns of the
crude oil their behavior so as to benefit in hedging Basra and Kirkuk
oil. |

The main conclusion is the hedging contributes to loss
reduction and prices risk to the minimum. Defining the favorable
rate of hedging (the number of the necessary contracts for hedging)
depends first on the rise and dropping of the spot and futures prices
and secondly on the Beta of futurcs contracts that result in loss

reduction and prices risk to minimum possible limit.
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