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12. Answer: d

13. Answer: a

The optimal hedge ratio is

The beef producer requires a long position in pounds of cattle. The

beef producer should therefore take a long position in 3 December contracts closing out

the position on November 15.

14. Answer: d

A short position in

contracts is required. It will be profitable if the stock outperforms the market in the

sense that its return is greater than that predicted by the capital asset pricing model.

15.

a) The minimum variance hedge ratio is 0.95×0.43/0.40=1.02125.

b) The hedger should take a short position.

c) The optimal number of contracts when daily settlement is not considered is

1.02125×55,000/5,000=11.23 (or 11 when rounded to the nearest whole number)

d) The optimal number of contracts is where is correlation between

percentage one-day returns of spot and futures, are the standard

deviations of percentage one-day returns on spot and futures, VA is the value of the

position and VF is the futures price times the size of one contract. In this case VA =

55,000×28 = 1,540,000 and VF =5,000×27=135,000. If we assume that =0.95



and , the optimal number of contracts when daily

settlement is considered 0.95×1.075×1,540,000/135,000=11.64 (or 12 when

rounded to the nearest whole number).


