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Abstract

Underlying assets of stock index futures are stock index. As a derivatives, its main function are
price discovery and hedging. If investors need to hold stocks in a long time or investors have so many
stocks in their account, then they need to establish stock index futures positions so as to hedge risk
from equity that investors have held. Moreover, if the risks of investors mainly from certain stock
portfolio, then investors can choose specific stock index future to hedge the risk. For example, if
investors want to hedge their systemic risks, then they can use HS300 index future hedge them; they

want to hedge the risks from small cap in China, they can use ZZ500 index future.

In hedging, the article is different from previous literature with OLS, GARCH, ECM and other
advanced econometric model calculating the futures hedging ratio but to minimize error variance
hedge as the goal and then calculate the amount of dynamic hedging in each period. In price discovery,

we use futures to replicate the spot assets value by dynamic hedging.

In this paper, we use dynamic hedging model of Basak (2012) under the discrete time and
incomplete market to calculate hedging ratio between HS300 stock index future and HS300 ETF and
analyze the influence on the efficiency of hedging. We analyze the relationship between HS300 stock

index future liquidity and the hedging efficiency by panel regression analysis.

Key Words: Stock Index Futures; Dynamic Hedge; Incomplete Marke
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