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Graduate Institute of Finance
National Chiao Tung University

June 2009

ABSTRACT

In recent years, the ‘risk from weather:changes has brought increasing attention all over
the world. In Taiwan, typhoon and monseon are the major sources.of catastrophes, and the
precipitation is the most important factor. This study tries to design-a precipitation option for
individuals and enterprises to.hedge the rainfall'risk.-A generalized Neyman-Scott rectangular
pulses model is adopted, where 'storms arrive in a Poisson.process. The distributions of the
numbers of rain cells" in" each storm and the intensity of: each rain cell are geometric
distributions, and the duration of each-rain.cell-is'an exponential random variable. The model
is generalized by allowing each generated cell to be of two types. In parameter estimation, we
use modified Hopfield neural network to solve nonlinear equations, and then we adopt
Kolmogorov-Smirnov method to test whether the parameters are accetable. In valuation, we
use Monte Carlo simulation to simulate the path of the precipitation and price the option.
Finally, we provide the case analysis for watermelon hedging, and introduce the SCS curve
number model to show how to use the precipitation option we developed.

Keywords: Weather Derivatives, Precipitation Option, Hedging, Hopfield Neural Network
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Solving Nonlinear Algebraic Equations

g & RHCL(GNSRP(2) model) ® % 5 ~ @ S:8c(a, B e A1, o, f12)
AR P I R A iR Sl Pt SRR P S E T RS B &

7 g «); e Ed 575';;.& o jap Bl LIPS A T E(Yi(h=1)) N Var(Yi(h=1)) >

Var(Y"=*) ~ Var(v"=9) « var(Y"=*?) ~ cov(v"=D, v5) ~ cov(v"=9, vI5¥) 2

COV(Y(h =24) Y(h 24))

1 i+1

TN ﬂ; E—A}v"]é’P1;P2r ---!P8 ’

H 3 fp e hoT ArT

r Fl ((X, B: He) )\r

< Fi (a! BI IJ'C! }\'ﬁ

k FB (O(, Bv uc' }\'

Fi(a, By o AN Moo o )
Has%kmmpm&ﬁ—ij - plzl =-1
1

HEAALAFEM S Reanfd > Fa Bl c N B4 ep preandFit s $iE7 %

gafp iR @A B S de A SRR o PP R S e e el AT I fR o
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1995 Mishra frKalra @ p » AP R B E5- B il Idke () 2°¢ ()AL
X uhfgiE(X= o, Xue{a, B, Ly A Ny Nyl 1) B & @( )ik Bt F7 ik
~ (continuously differentiable)? Bct: ¥ 24 v£3 (strictly monotonically

increasing) » Bl A SLigaBigdets » (L E S BM-ETF T A LR 0 HigH 2 e

du, du, oE
Ui(t+At)=Ui(t)+AtXE He Ez_& JKXoue{a, B, tho Ay ) 1y Mg [y}

FHE B (x=u) 0 FRt BB A ET

r(Yi(h=3)) . Var(Yi(h=6)) ~

= ) . COV(Y(h =24) Y(h 24)) A B

i+1

HF=

e AN R H B ppe 0 B K22 e
dyj du; 0E
ui(t+ 1) = u(D + At >< BPq = o XelwBito ANz i, b}

;ﬁr’ BB R At AR Uy () R R RV R N F EJrar: AR B Tt R
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B E Sl & # dp#(Exponential )& fe'E s e > B N A A F R APEF 2} o

A2 -® 031123 (Uniform) A~ el FHEA PRI A AL % - Z
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ﬁgﬁ— :

¥ - &% Z (type | rain cel

A2 % R e

2 HER i Bk R0 > Ao B % % B ¥ (P-value<0. 05) » Bl

2
ks

&ﬁ

]

iR k2 R R A REFLFERELSFRI R AT IE - HHEATRY S FRED
BF(P-value>0.05) s PR &g k2 o § A e re pFa € A fle > Bdizt 1+ kg

1Pl R A fe o
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FTEARETES2Z UL 0 FEDINE AT R 2 SRRk TR AR Y
SEFEEA T L PR SN TR g AP R E 0 LW

Gy P ePg s 1 B o

S RFEa BRI EDE GNP b AT SCS W A EH 5 (Soil
Conservation Service Curve Number model > f # SCS CN model) ; SCS & & i&

-

3 3 imite SRR B =¥ - R IPE I S T

SEI LTS R

= & g d R iE(Curve

SCS & &g ficst > H3t 5 3 e

2
azﬁﬁiggﬁ_, P>0.2S
P+0.8S

Pt hfkg s i
C A Re
SIEAFTERSY HEFLFHFET LM AELEECN LT -

o

5= 2800 55,
CN
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ISR

-~ R R FTHER

TR g

AT HY S E A FF7 TR (http://dbar. as. ntu. edu. tw/) % ® & F %

o Rl FOR

FALEs
SAEH P 180T MR F ARRITH 25 BEA - F 5 E LB F %
jeli o 3 20 R AL R S 2 £ 32006 & - £ 10 # 10 i plz

Ak T8~ 9

RIEER

R O g g Rl E 210 B

F ERFIT L AR WG

10 1 R 2k A

AR 37+ (467571)

¢ER 5P (467490) ~ p 7 % (467650)
2300 £ & (467480) ~ % 22(467440) ~ =% (467590)
L8 0w fF(467080) ~ -i£(466990) ~ = 7 (467540) ~ 5 K (467660)

Ha Epplat g Bl [R4.1] 977 -
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S
0 20 40 80
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I NRRESE

i

’f‘\’:}fg 1997 & % 2006 = =l d ?;}J. NN N T T e S Sl
(GNSRP Model) 3 & £ 23] » fie & 5 58 B4 380 B 03] 4f3 02 i » 4009 &
ARl B REY (R )

Ry FE A RARRE PR EAR REELAETRNAKS R T

(Kolmogorov-Smirnov test). % (& %t4%

HE-

F)% @ &0 iRk 2 WAl Rl i F R Rk WO 10,000 R R AR A R

B

i) A a R X BRATHFLERB O L K Rliss R
2 3% ff (payoff) » ™ 7| #F L & 5 ¢

Payoff = %2 ) 3k #& X Max(X; — K, 0)
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HA=

EHRE EOR T 0 R R K (payof ) M E R &I (04T REFE
T B or 530 A Y ORMELF o 4o A HE AT

10,000

1
1 — eIt . —
Call price = e™ x 10,000 X i_El Max(X; — K, 0)

g & AR G R T 200mm & e K erE SRR 0 A At R 200

mm 5 b0 B3k 30 X Hpe : B 15 % 5% 0 BEARTIN P B (1) 3

0.08493 &7 > ]+ 414

PEREIHP 3 % o HEIEZE R 5 31/365=0.08493 & -
25



ZoR* TRBERE, @GN REES Y

FALCHRER NGRS, > HAZAHEE IR AL BAIMAESG? 210
Pod e ARAE AR ARG FHRFG AR FLE SN0 ko g ARIFA

FPEALEASZ R AR ERE D R R LR

PR gAY TIENAARS) £ AR5 E > 5 A E FHE & RA LT

P F A [£ 4.1] #77 ¢

A¢-

(% 4.1] FERFELE A E b 2 3% T4 A

TR % ,
o 5 4 wIeM | AR A A T
SAE) W 7R =
% (O gl g A iy (=%) (2R
()

95 # 5" 1,102 66. 60 99, 170 310.5 266. 45
95 # T 1, 035.4 17. 00 7,950 214.5 187. 96
94 # T 1,081 520. 60 113,530 492.5 484.13
94 # 8 1 560. 4 4. 80 1,440 398.9 327. 51
93 # T 1,180 301. 00 10,671 471.0 457. 58
92 & 9 A 879 66. 00 18, 950 393. 0 358. 69
90 & T 1,049 210. 00 76, 036 451.0 416. 54
89 & T 1, 255 20. 00 4, 856 204.5 178. 97
89 # 8 " 1, 255 616. 00 208, 519 399.0 381. 64

1“7%1% Fa= AP ER G At o Curve Number % 600 3 Rfp it Bk & * S8 E I A f G 2 E R o
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NPERIFAFT AR e /T E AR )R Y AR

Bg%de [ 4.2] #F7 o

[7‘42]3}‘?%}],4,\;!4&313 E}L%é—_ :E-_L

AR X iR A

WEFA | RfT % NN

i (51) o le) W EF A TS S

6.04355 |  266.45 | i fF sn3

1. 64187 187.96 | R T = 0.541838

48. 1591 484.13 | L 1 9

0.85653 |  327.51

25.5084 |  457. 587 ANOVA % +5

5.96745 | 358469 p o SS MS F MEE
20.0190 |  416.54 | gz 1654. 95 1654.95 8.2784  0.02375
1. 56862 178.97 | 7 & 1558. 51 + 259, 7513

49. 0836 381. 64 | & e 2902.78

d b FEARR S Ap T s A A () 0 ARG iR 2 (D G A

:t}_Fﬁg ff& ) 7‘5{7

wbl

‘A)J-}&

Y, =-26.7181+0.1305x X,

Ajpd ST RS F A
PR RERIE T 0 A g A g L

~Red LERERF &

A L L S

# " 3 * (Greek letters) — Delta

FHTERAN ke E o APA

T LS TR £

2

8200 2B PE o B SEA S
FAREAMT B AR S 200




5y B85 0 (delta @) L REHB R F FANPL U BERA LR HA
4585 -1(mm) >~ 0(mm) % 1(mm) > # EBX 30 T HRE LI F (B GFIF)5 5% B
Pl p 5 0.08493 & > @ % Fe 4 B P E NG BA L EEREY R

4o [4 4.3)-

[#4.3] T~ PR L ERBHRED L
AR EA A E -1 (mm) 0(mm) 1 (mm)
EEEG 79. 82
delta = aG _

Sy

£ TR (i )

CHEAPR Y

Rt BRI A 3T D TAIAN R
B A A(FA)=(FFLF A X AR H xc ) x P

He cELFE G HF(NF)PLFHFAR(H) P 2T AH =B fa(F A/20)

BRIEAREIDDF AT g Fand AEE(cE)S 28(F/ 2 ) #
J s fi{%ifﬁé; 17.52(+ ~/2eg) F]p A v i‘r-ﬁi‘éﬁ%t AR ESS ﬁg»ﬁ EE T S RN
Borg 2 adf4 5 64,020 ~ > 328 3 4o
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& X4 Imm 0k FF v £ g 2 andf & (F ) =0. 001305x1x28x17. 52=640 ~

EREF - v B S 200 2B hn BEREHNF RS IR AT A BT AR

Wdp A £ N5 94.84 0 7 E 2 N deT

DG _ Gelta x 250 2 0,395 x 11995 = 0.4738
AS, AS,

FER - v ERETREE A £37=200 x 0.4738=94.76(~)

CHR - CERR SR IR G kR BV EE2ZAIFE R 9476 0 e im0} G ook B 9F

@A A 5 640 ~ o Fpt AR 5 640/94.T6=T ¢ o
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-gg
1%
Iy
g\‘;’

AFEE M- At el § -8 ¥ A B $ #07] (General ized Neyman-Scott
Rectangular Pulses Model, f§ # GNSRP model) i% % & & #-3] » &3] @ A i iRk & o

e (duration) FREdy oA fie » 7 #H B IRR G A BT ha B 0 R E A S A5 a2

(I-o) ; FE T il A2 ] R K A TR R i

I

el 2 Sl X iE

L2 10 E e TS

R fpmffz o d

IEACE P S SRR =+ %fitkt 2 (Monte Carlo Simulation) » #%
d R 10,000 G A B % A BEBERG 0 £ A BRI KT L BEGH T
LTSRS bl A )T SCS W SUE RS R fE A B S R e A
g A RRRFHAFLR RN RS GEA R DL R TR g

Kﬁo
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B Aok FRE Rl esyad > FEN S Ea BB D HwR s Ak
ARF o L hdeP R Y RL A R ITS @E R ST
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xR

FHRAATEEE AR GLNEE TR RGN ATERF I FTREE

Rt RE G oA AR RATA T Ay B T - BRI RET A

i
g FL s TFE o BB pa RAE 0 4 MREE F |
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1. g2 > T2 ARG FERPTFHIN2AL , o RT A TR Y SAEH
13T Ly > A9l

2. TieF TipEBEmitamy ) in A EHnsms LRI FL%

FooB-Rs WR92E

A, W=k T ighes iy ; : A F A AL

P& LY 0 R

R 94 #

6. #F fetvs TaE 2 A i L & Ly RIS B e R
" A

T ExP T =x FERFY T M

L o A
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Gk~ SCS ¥ M 5% HE

SCSTR-55 B 3 & EMdh p1E

b o e B K+ EEE
Hh Jf?. ??L EHHEIL 2 i f‘;‘]&ﬁ‘i
BAERRE KxfEH A B C D
AL ML — BB A R R ! B 68 79 86 89

P& 49 069 79 84
Fe 4F 39 ol 74 80

b — ¥ B E LS fR 0 2 HUR AL - 30 58 71 78
AR - EARABBERAELEAEE rEB 48 67 77 83

P % 35 56 70 77
B 4F 30° 48 65 73

RS (MARERAS)? RE 57 73 82 86
% 43 65 76 82
B 4F 32 58 7279

Ak R A5 66 77 83
b 36 60 73 79
B 4t 30 55 70 77

Bt —#EH s RERBAELH - 59 74 82 86
TRR<S0% A BEXRBEMNERALAR

F % 1 50t070% kK EH 8BRS Ak

Bo4F 1 >T75% ¥ B B b S A8 15 B A

RB O SS0% AR B

450 to T0% F G 5

BAF L »T7% B
SogEmsdh SR ) A 30 0 € AR A A CN=30
*pFlZ CN A% 4] 50% 203 K %@t A R4 o kA AR AR b 2 (8 7]
CN {4 4 i@ #4 bL )31 B

DR R O ARK AR SEE LB E RS B E AU R R A AR

TR R MR R R A G R R R B LR

RAF D AR BASREER R ERATEASZEE

AL kR ¢ Hydrologic Modeling System (HEC-HMS), Technical Reference Manual, US
Army Corps of Engineers - Hydrologic Engineering Center, pp.125.,
2000,
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s ~ T 24 B ERISEI SRRV R

S B S SRRt

I=q

50 B %3 ¥ i L5 RN
a 0. 268722 0.457972 0. 695528 0.151968 0. 319794
B 0.002108 0.120618 0.077725 0.095319 0.064733
A 17. 824615 11. 441355 6. 202479 4.8718121 11. 174562
fic 0.007361 0.011778 0. 023404 0.011021 0. 006581
un 9.296157 11. 623575 8.220148 12. 922445 10. 760848
up 1.483719 2: 118184 1. 390888 1. 483996 1. 978134
[y 14. 822933 13789212 14. 320845 27. 482983 14. 424572
15 6. 879995 4. 189078 1.013364 1. 360909 5. 28222
E’ 0. 434942 0. 141769 0. 561706 0. 026146 0.018653
3 g 7 4 T o

a 0. 28966 0. 200811 0.494744 0. 289702 0.274324
B 0. 020521 0.1040954 0.13041 0. 020204 0. 083435
A 19. 529649 3. 460589 13. 147946 19. 526228 9.079817
fic 0.005166 0.007272 0.010922 0.00514 0.008633
un 12. 858223 13. 094937 11. 047029 12. 858252 16. 426388
g 1. 623256 1.212685 1.879484 1. 623533 1. 915308
[y 11. 871988 27. 399587 14. 017176 11. 871957 25. 497455
[ 7.603699 11.161302 8.106212 7.603039 10. 530418
E 0. 483875 0.044317 0. 219717 0. 754393 0. 043931

S E s BN |

Fi(aBucANinziibz) 1

2
3 ]
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S B S SRRt

6° priE - 7 B £5 RN
Q 0. 334361 0. 388893 0.551946 0.14684 0.279493
B 0. 021603 0. 058394 0.008838 0. 041603 0.070007
A 18. 947131 15. 673466 19. 400149 17. 286025 17. 465369
fic 0. 006795 0. 006669 0. 007551 0.007709 0. 006467
N1 13. 480834 11. 346428 10. 179053 9.374168 9. 295989
5 1. 727249 2. 00217 1. 630055 1. 949938 1.535317
o 27. 23737 14. 016027 14. 322865 15..410699 14. 820003
o 10. 387286 7.67813 6. 459422 10. 483574 5.21191
E 0.010233 0. 027309 0.847444 0. 119569 0.014988
B 2% EXRE it e
a 0.259089 0. 269197 0. 243572 0:350071 0. 059354
B 0.043148 0. 018366 0.079135 0.242931 0. 038333
A 20. 038032 19. 444252 14./571635 10. 722977 22. 579354
e 0.007101 0. 005808 0.008148 0.011317 0.007406
M 7. 058723 7. 122655 10. 945428 9. 342096 9. 17561
N, 1.299369 1.174512 1.894001 1.561179 2.080725
o 16. 045269 16. 017603 14. 085954 11. 981975 15. 532581
[ 8. 208276 10. 381403 7. 35489 4. 731667 7.499781
E 0. 032681 0. 043629 0. 071597 0.169723 0. 028992
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S B S SRRt

T priE = TR EAE N

a 0. 330638 0.192829 0.541093 0. 265469 0.166312
B 0.041768 0.061106 0.060435 0.046894 0. 056049
A 19. 014866 16. 382834 20. 264976 9. 732258 14. 669477
fic 0.008524 0.004756 0.005403 0.009175 0.004525
i 13. 477801 10. 546713 10. 154644 12. 495127 14. 840861
up 1.710741 1. 692211 1. 599954 1. 402402 1. 349622
[ 2'7. 2389 14. 377654 14. 340146 27.:002001 26. 322932
1 10. 41973 9. 473401 6. 529735 13.560549 1.627402
E 0. 067851 0. 015871 0.094928 0.014058 0.031381

® 2 5 e e i e

a 0. 134836 0.28223 0. 293435 0: 133675 0.106937
B 0.105061 0.064595 0.218747 0.067666 0.071274
A 24. 093375 19. 146662 15.1649923 20. 518842 20. 882295
e 0.007141 0.0068 0.008286 0.00168 0.006212
il 9. 367004 9.037106 9. 422309 16. 202894 9. 236364
R 2.007263 1. 4447742 1. 596127 1. 603096 2.115416
[ 15. 462408 14. 987106 14. 747269 25. 63518 15. 5056275
[ 8. 045132 8.126508 3. 629826 12. 654071 9.291715
E 0. 072840 0.004984 0.135144 0.062259 0.098785
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NN S IEX S JTETNrat

8 * priE = TR EAE N
a 0.116553 0.037615 0.166086 0.312203 0.196672
B 0.087995 0.056473 0.109859 0.090334 0.022787
A 20. 66552 36. 446815 16. 35883 6.293854 23. 464125
fic 0.009134 0.002713 0.007734 0.016864 0.001776
un 9. 580897 9.115619 10. 649149 8. 146682 12. 160117
up 2.123492 1. 730253 1. 871718 1. 374421 1. 250616
[ 15. 29785 15. 549707 14. 303826 14..390644 2'7.850811
1 6. 301546 9. 4668 5. 636747 9. 249801 13. 953477
E 0. 056796 0. 009558 0.015323 0. 081900 0. 045386
® 2 5 e e i e
a 0. 223605 0.27308 0.080414 0: 185767 0. 244152
B 0. 022462 0. 032771 0.07803 0.056609 0.001836
A 10. 276487 18. 422678 14972308 21. 340554 15. 440512
e 0.007332 0.00654 0.003399 0.002992 0.0055
i 13. 896466 9. 274412 9.391773 16. 282267 9. 658
R 1. 252554 1. 493499 1. 774095 1. 833836 1. 372014
[ 26. 887268 14. 846234 15. 386698 15. 151826 14. 592147
[ 9. 361489 8. 080563 8.071338 9. 674926 9.763743
E 0.017309 0. 024006 0. 024427 0.024595 0.566092
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400 6 a Rk f B B R

9r» PR w7 7 W £ 5 AN
a 0.897533 0.103278 0.032647 0.061871 0.275715
B 0.004998 0. 054508 0. 048833 0.072549 0.072802
A 9. 418581 18. 711716 22.101482 26. 632942 18. 725483
e 0.007418 0.00874 0.008068 0.001517 0.005963
un 5. 93806 9.300201 9. 242475 9.193352 9. 125068
M2 0. 936211 2. 137272 2.033166 1. 469152 1. 479843
m 15. 432029 15. 462777 15. 466292 15..500492 14. 925551
[Ty 12. 816724 6. 992046 1. 329978 12.533438 6. 460406
E 0.483119 0. 046987 0.015746 0. 021322 0.024332
® R FF e i e
a 0.269516 0. 270779 0. 215206 0: 124518 0. 289555
B 0.082347 0.022579 0. 049555 0.063871 0.059213
I\ 9. 161117 17. 33673 8D .HO1Ib 2 19. 984413 17. 176471
e 0.008882 0.005637 0.002062 0.007251 0.003893
N 16. 421474 9. 360455 9.100412 9.206422 9. 208955
up 1. 911507 1. 481915 1.160154 2.063333 1. 461223
ﬁ; 25. 497741 14. 795418 15. 55979 15. 520425 14. 876116
[ 9.784207 9. 260636 6.91309 9. 484928 7. 54461
E 0.013217 0.027872 0.074193 0.057610 0.208236
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ez T340 P ARBNRTHEEL TS HEEE
LI 20 R
piig . 404341408 0.077447043 . 641208852
= . 297789467 0. 585298871 . 478066137
F R . 080797629 0.571481863 . 1523477637
£ % . 853009757 0. 829553062 . 348388316
N . 66931515 0. 381331907 . 655264495
B 2 . 655264495 0. 297789467 . 147480412
7% . 205256796 0. 244159427 . 198081320
AT 490980372 0. 885551911 . 981386589
oL . 153172334 0. 307474492 2490980372
-l .191101594 0. 252560846 009156849
- W »
piig . 12152529 0.337834778
= . 81731845 0. 613156983
E R . 829553062 00184314843
EAE ) . 627167051 0. 530645615
s & . 359156849 0. 77899339
B it . 381331907 0.404341408
2% .261173744 0. 235967731
R . 131419728 0.21263069
=i . 440359886 0. 39273381
e . 220205559 0. 13660741
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HgE B E 200 mm 2 & Y RIEERET G R

E » i ' ' 10
pook 65.13 254. 80 495. 35 265. 66 22. 70
& 3 11.39 65. 75 147. 61 258. 93 243. 97
¥ 98. 44 92. 41 97. 79 112. 50 344. 98
5% 20. 21 310. 55 326. 81 204. 96 149. 43
ERS 161. 33
% 79.78
2% 200. 82
i 181. 78
i 314.89
e 54. 21
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T ~ TEEEEA1997-2006 % 52 9% 3 AfpMARH Aok

Eie A ¥

£ R L A A £ (mm)(S1) AT v £ (mm)(S2)

1997 5 75 1.42
1997 6 285 114. 48
1997 7 58.5 0.34
1997 8 461.5 336. 16
1997 9 32.5 6. 71
1998 5 468. 5 255
1998 6 176 64. 92
1998 7 14 0
1998 8 145.5 31. 69
1998 9 437 196. 15
1999 5 198 47.08
1999 6 306 136. 38
1999 7 41 0
1999 8 224 78. 43
1999 9 340 145. 23
2000 5 103.5 7.98
2000 6 184 50. 17
2000 7 204.5 106. 38
2000 8 399 285. 63
2000 9 102 2.78
2001 5 299.5 98. 48
2001 6 213 53. 41
2001 7 451 221. 01
2001 8 52 0.39
2001 9 994 745. 07
2002 5 49.5 0.03
2002 6 90 4.55
2002 7 242 141. 61
2002 8 172.5 74. 92
2002 9 174.5 40. 94
2003 5 7 0
2003 6 79.5 2.08
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2003 7 20 0
2003 8 144 36. 59
2003 9 393 189. 09
2004 5 179.5 16.09
2004 6 142.5 16. 71
2004 7 471 378.9
2004 8 ol 1. 43
2004 9 347.5 214.77
2005 ) 240 57.05
2005 6 212 49. 38
2005 7 492.5 382. 32
2005 8 358.5 173.76
2005 9 709 546. 64
2006 B) 310.5 91.13
2006 6 235. 95 14.27
2006 7 214.5 60. 33
2006 8 314 136. 72
2006 J P |7 111.19

i fF st

R *= 0.919769

BRE Bk o0

ANOVA % +5

pd R SS MS B R¥iE

¥ §F 1 1596449 1596449 550.2732 6. 03E-28

ES 48 139237 2901, 194

B 49 1735707

®EFS

S, = 105. 0358 + 1.1995 x S,
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