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Innovation of Dynamic Hedging Performance with
Adjustment of Conventional Regression model
: A Simulation Study!

Kim, Sol2 - Lee, Geul3
Abstract

This paper examines the possibility of performance innovation when we use
KOSPIZ200 index futures and conventional regression model to dynamic hedge a
specific stock in KOSPI200 market without any model changes. Unlike
preceding studies which tried to give up conventional regression model and
invent new ones to calculate beta coefficient, this paper holds conventional
model and tries to enhance hedging performance just by adjusting length of
criterion period of beta coefficient calculation, minimizing model risk. This
method got its idea from '"Window Size’ concept, which is a part of Simple
Moving Average Method(SMA). In analysis phase, we create a virtual stock in
KOSPI market by correlativity-reaction size model and identify hedging
performance of each window size by Monte Carlo simulation. As a result, we
found that appropriateness of specific window size varies with intensity of

trend in beta coefficient movement.

Keywords: Beta coefficient, Correlation coefficient, Dynamic hedging,
KOSPIZ200 Index futures, Optimal Hedge Ratio
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