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Multi-scale analysis on the relationship between stock index futures hedge

ratio and hedging horizon
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Abstract In order to research on the relationship between stock index futures hedge ratio and hedging
horizon, the multi-scale hedge ratio formula was inferred based on wavelet analysis. The formula revealed
that the optimal hedge ratio varies over various hedge horizons due to the multi-scale characteristics
of volatility and correlation between index futures and spots. Empirical analysis was studied using the
international index futures data. The empirical results suggested that the correlation and volatility ratio
between index futures and spots vary over various time scales. The differences between the volatility of
index spots and futures in the high frequent scales are larger than the differences in the low frequent
scale, but the correlations are smaller than the correlations in the low frequent scales. Further study has
suggested that the hedge ratio and hedge effectiveness vary as the variance of correlation and volatility

ratio between futures and spots over various time scales.
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Xroplt#  HSII W 08056 0.8614 0.8793 0.9231 0.9856 0.9091 0.9892 0.9964 1.0091
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