Introduction to Derivatives and Financial Markets
Assignment-1
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13. Standard deviation (s) = 1.2

Standard deviation (f) = 1.4
Correlation = 0.2

 0.7 * 1.2/1.4 = 0.6

200000*0.6=120000
ANS-A





14. No. of shares = 50000
Mkt price = 30
Index = 1500*50 = 75000
Beta = 1.3

1.3 * (50000 * 30) / (75000)
= 26 contracts 

ANS = A short position in 26 contracts.

15. Standard deviation (s) = 0.43

Standard deviation (f) = 0.4
Correlation = 0.95

a) Minimum variance hedge ratio = 0.95 * 0.43/0.4 
                                                    = 1.02125

b) The hedger should take short position.

c) Optimal number of futures contracts =>

               = 1.02125 * 55000/5000
                = 11.23375 
(11 approx.)

d) Tailing hedge =>
V(A) = 55000 * 28 = 1540000
V(F) = 5000 * 27 = 135000
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H* = 1.02125

So,  
1.02125 * 1540000/135000
=11.64981481

(12 Approx.)
 

