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Dynamic hedging and Static 
hedging

We can distinguish between dynamic hedging and static hedging.

• The process of simply constructing an initial portfolio with a total delta of zero, at time 0 say, 
and not rebalancing to reflect the subsequent changes in delta, is known as static delta 
hedging.

• However, as the share price St varies with time, so does: the price of the derivative and hence 
the delta.

• If it is intended that the sum of the deltas should remain close to zero (this is what is called 
delta hedging) then normally it will be necessary to rebalance the portfolio on a regular basis.

• The process of continuously rebalancing the portfolio in this way in order to maintain a 
constant total portfolio delta of zero is known as dynamic delta hedging.

• The extent of rebalancing depends primarily on gamma.
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