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Optimal hedging ratio model considering skewness

ZHANG Long-bin, WANG Chun-feng, FANG Zhen-ming

(Financial Engineering Research Center, Tianjin University, Tianjin 300072, China)

Abstract The impact of the skewness in the hedger’s objective function is measured using a third-order
Taylor Series approximation of expected utility, and a hedging model considering skewnes was established.
Based on the model, analytic optimal hedging ratio solution was derived, and the analytical solution can
degenerate to mean-variance hedging ratio when the skewnesses are equal to zeros, so it is an important
extension of the mean-variance optimal hedging ratio. The empirical results from Hang Sheng index futures
and spot suggest that the hedging model considering skewness provided better performance than traditional

mean-variance hedging model.
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