Taylor & Francis
e Online & !

Home P All Journals » Economics, Finance & Business P The European Journal of Finance P List of Issues
» Volume 4, Issue 4 » The hedging effectiveness of DAX futures

The European Journal of Finance >
Volume 4, 1998 - Issue 4

231 28 0

Views CrossRef citations to date Altmetric
Original Articles

The hedging effectiveness of DAX futures

G. Lypny & M. Powalla
Pages 345-355 | Published online: 14 Oct 2010

66 Cite this article https://doi.org/10.1080/135184798337227

i

Sample our -~
Area Studies

Journals

=> 5lgn in here to start your access
to the latest two volumes for 14 days

& References 66 Citations Ll Metrics &= Reprints & Permissions

Read this article

Abstract

Dynamic futures hedging strategies have been shown to be effective in a number of
markets, but the gain in risk reduction over simple, constant hedges varies. This paper
examines the hedging effectiveness of German stock index DAX futures and shows that
the application of a dynamic hedging strategy based on a GARCH(1,1) covariance
structure, combined with an error correction of the mean returns, yields economically
significant in- and out-of-sample improvements in welfare over a simple constant hedge
and over a dynamic hedge with the error correction but without the GARCH(1,1)
covariance structure. A nonparametric test of the model's forecasts shows that it is able
to predict both portfolio returns and investor utility significantly better than the simpler

alternative models considered.
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