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15.  

a. ℎ∗ = 𝜌 ∗
 𝜎𝐴 = 0.95 ∗ 

0.43 
= 1.02125 

𝜎𝐹 0.40 

 

b. The hedger should take a short position. 

 
c. 𝑁∗ = ℎ∗ ∗

 𝑄𝐴 = 1.02125 ∗ 
55,000 

= 11.23375 = 11 𝑐𝑜𝑛𝑡𝑟𝑎𝑐𝑡𝑠 
𝑄𝐹 5,000 

 

d. To account for the daily settlement, one can tail the hedge by considering 

the values of the underlying asset and futures. 

Tailing the hedge, we have: 

𝑁∗ = ℎ∗ ∗ 
𝑉𝐴 

= 1.02125 ∗ 
55,000 ∗ 28 

= 11.6498 = 12 𝑐𝑜𝑛𝑡𝑟𝑎𝑐𝑡𝑠 
𝑉𝐹 5,000 ∗ 27 


