	Hedging ratio for basis trades in the European Equity index futures: 

	The hedge ratio of the transaction should equate the traded value of the basket of stocks and the underlying value of the futures contracts traded. The number of futures should therefore be found as:

Number of Futures

=

Portfolio Value



Index Value x Contract Multiplier

Σ(no. sharesxshare pricexfx rate)



Index Value x Contract Multiplier
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• Stock Index Futures Hedging

– Appropriate hedge ratio is

• N

f

= -



(S/f)

• This is the beta from the CAPM, provided the 

futures contract is on the market index proxy.

– Tailing the Hedge

• With marking to market, the hedge is not precise 

unless tailing is done.  This shortens the hedge ratio.
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[image: image2.emf]Hedge Ratio Determinations

:

 

A.  Minimum Variance Hedge Ratio

 

B.  Price Sensitivity Hedge Ratio

 

C.  Stock Index Futures Hedge

 

D.  Tailing a Hedge
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f= CME index*$250

)

• Note: S&P 500 Index CME = 745.45 on 11/22/0x,

f = 745.45*250 = $186,362.5/Dec.  index futures Contract

• Expiration: March, June, Sept, Dec.

• Last Trading Day: The Thursday before the 3rd Friday of 

Expiration Month

• Ex. Stock Portfolio Hedge (

Table 10, p 373

)

Hold a portfolio. Sell the S&P 500 futures to hedge his 

portfolio. N

f

= -



s

S/f .

Mkt Value weighted betas to get 



s

, Portfolio mkt value = 

S, Index futures times 250 = f. 
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