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Abstract

Under the assumption of market completeness, the traditional Black-Scholes-Merton
theory establishes the relationship between non-arbitrage and risk neutrality in the
underlying asset and its derivatives. By constructing the hedging portfolio, the risk of
derivatives can be diminished. However, the real-world market is incomplete. It is
impossible to hedge perfectly, but this also makes statistical arbitrage possible.
Statistical arbitrage does not guarantee profit from each trade, but it makes possible

profit “on the average” after repeating similar trade strategies several times.

In this research, we try to build several “model free” hedging strategies for index
options. We test these strategies with data from the U.S. and Taiwan. Under several
scenarios, e.g., different times to maturity, moneyness, future trends, we investigate (1)
the performance of these hedging strategies and (2) the opportunity of statistical
arbitrage. The empirical results show that preceding strategies bring the opportunity
of statistical arbitrage in substance. Delta hedging strategy is more stable but brings
fewer profits on the average. Adjusted stop-loss hedging strategy brings higher
average return under the up or down trends. Delta-Gamma hedging strategy performs

better when the volatility is high.
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2001 4 | 8389 194 160 782 207 227 0.3267 | -0.0903 0.1480 | 0.1977 | 0.2844
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(@) FHE
34 HEme% BAFE
VIX 18 % | Delta-H |Delta-Img  SL adSL | Delta-H |Delta-Imp| SL adSL
20064 | 583 546 338 788 9881-0.0103 [ 0.0760] 0.1615| 0.1270
20074 | 9787 -66 -102 60 4451-1.3660 | -1.3101 |-0.4336| 0.2777
20084 [ 14614 604 629 936 1010] 0.1066 [ -0.2461] 0.6114 | 0.6235
06~08 47| 24984 348 345 589 788 1-0.4550| -0.6422 ] 0.1916 | 0.4765

(b) ZEZE
£ HEmef BAF
VIX 18 % | Delta-H |Delta-Impg  SL adSL | Delta-H [Delta-Imp| SL adSL
20064 583 1009 1190 2001 2302 7.30 6.11 0.53 0.85
20074 | 9787 2631 2566 4614 43941 21.73 18.62| 31.64| 13.97
2008 |14614 3349 3692 4993 4782 43.56 45.69 0.73 0.72
06~084F | 24984] 3074 3284 4816 4597 36.24 3712 19.82 8.76

() R&EHEH
Sharpe Ratio ey B
VIX {8 24 | Delta-H |Delta-Impg  SL adSL | Delta-H [Delta-Imp| SL adSL
2006 583 ] 0.5406 | 0.2841 ] 0.3938  0.4291]-0.0014 ] 0.0124 | 0.3046 [ 0.1492
20075 | 9787]-0.0251] -0.0396 | 0.0130| 0.1012]-0.0629 | -0.0704 [-0.0137 | 0.0199
2008 |[14614] 0.1803 | 0.1703 | 0.1875] 0.2112] 0.0024 | -0.0054 | 0.8350 | 0.8602
06~084F | 24984] 0.1133 | 0.1049 ] 0.1224 | 0.1714]-0.0126 | -0.0173 [ 0.0097 | 0.0544
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( Scenario Test) #2/& /782X (Stress Test) m#AZB2X > AN T @HRE P+ o
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kT Bk S RESHELAAGREH WM AEBEES - & T-A B
2006/12/01~2007/08/07 e & A - LA # A EE 05462 Mk 7B %
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k7 6458 VIX 2 B HAHE 214 b

A. EAERE] (2006/12/01~2007/08/07 ) 48 Bt %k : 0.5462

(a) -‘FHE
A HBELH RAE

TR VIX<18 | {8%t | Delta-H Delta-Imy] SL adSL | Delta-H [Delta-Img SL adSL
FEEN| M>1.03 2333 -381 702 -103 Ol 00056 00185  00023]  0.0072
& [1.03>M>1.01| 278 951 292 1372 1684 00774 00136 01206 0.1570
& [1.01>M>0.99| 295 1330 796 1516 2677|  0.1981 00874 02276 05117
&4 10.99>M>097 269 802 532 352 2147| 24614 22587 42682  1.0837
BEARS| M<0.97 937 -186 -192 -354 305| -6.3467| -4.5963| -5.6000| -0.1705
EXTY 4112 47 -330 86 515 -1.5910| -1.1984| -1.5295|  0.0834

PR VIX>28 1E 2% | Delta-H Delta-Imy) SL adSL | Delta-H [Delta-Img  SL adSL
SEEEN| M>1.03 406|  -3858 -3410 -444] 37371 <0333 01150 01656 -0.1317
& |1.03>M>1.01 40| -10262 7925 11286 53571 0172 05595 | 07566 | -0.3904
&+  [1.01>M>0.99 471 8095 6605 7688 15021 -0.8395|  -0.7045| 08092 -0.1115
&4  10.99>M>0.97 48] -4606 4615 -089 1970 -0.7705| -0.8329| -01628| 0.4026
EEAESN| M<0.97 197 -587 -1576 917 1299 -05406| -1.4068| 08706  0.9602
F34E 738] 3650 -3447 -3364 19671 -0.3601 | -0.5681 00382 01818

g 2L 28>VIX>18 | 18 %t | Delta-H PDelta-Imgf  SL adSL | Delta-H [Delta-Img  SL adSL
SEEEN| M>1.03 368 731 -1185 -546 546 -0.0178 | -0.0359|  -00117| -0.0117
& [1.03>M>1.01 39 831 -520 2282 1922 0.0513| -00646| 01782 0.1455
£F |1.01>M>0.99 45 1335 62 2708 241 02016 01116 04387 00233
&4 0.99>M>0.97 45 853 599 -157 2788 | 04324 03710  0.0219] 09135
SEEE | M<0.97 131 -35 667 -1066 60| 11617 40785 -07165| -0.0768
FHE 628 228 -540 218 -15 02870 0.8603| -0.1122|  0.0533

(b) #ZEE
BIEE HBHEH AR

R S VIX<18 18 % | Delta-H PDelta-Imy| SL adSL | Delta-H |Delta-Img  SL adSL
EEEN|] M>1.03 2333 1096 1273 1625 1289 00450 00567 0.0818]  0.059
&M |1.03>M>1.01| 278 1353 1972 4051 4056 01379 01980 03597 03355
& |1.01>M>0.99| 295 1474 2077 3878 27| 03640 05648  0.6869|  0.8744
& 10.99>M>0.97| 260 1611 2271 2796 3479 222602 19.3559| 39.1292] 10.4460
EEAB] M<0.97 937 1175 1316 1913 1369 | 594652 45.3813| 99.9565| 44.7762
BIEE 112 1333 1599 2313 2324 29.6829| 227715 48.7925] 21.5350

FeE VIX>28 18 #¢ | Delta-H Pelta-Imyf SL adSL | Delta-H |Delta-Img  SL adSL
EEEN| M>1.03 406 5179 4505 8663 6946 02200] 01860 03602| 0.2697
& |1.03>M>1.01 40) 3613 2532 9371 8112 02504 01839 06011  0.6076
&2 |1.01>M>0.99 47 3617 1812 9899 8752 03483 02171 111841  0.9082
&9 10.99>M>0.97 48 3511 2025 7026 6175|] 05336 04017 13282  0.9942
EEEA| M<0.97 197 1741 1898 2514 1607] 11476 15474 06330 02792
AR E 738 4905 3958 8206 6642 06896 09888 0.8236| 0.6612

Bx EL 28>VIX>18 | 18 #t | Delta-H PDelta-Imjj SL adSL | Delta-H [Delta-Img SL adSL
SEEEN| M>1.03 368 1171 1224 1246 1246 00420  0.0504| 00462 0.0462
& |1.03>M>1.01 39 1546 1559 2270 280 01280 0137 0.1851 0.1824
&2 |1.01>M>0.99 45 1308 1570 2665 3856 03660 04495 03685]  0.7506
& 0.99>M>0.97 45 1105 1324 2481 2651 05423 06519 11009 07757
EEEA|] M<0.97 131 553 908 2285 1143 55658 55416 29689  2.8256
BIEE 628 1305 1469 2110 1998 | 25835  3.0265 14269 | 13417
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(¢c) Sharpe Ratio

Sharpe Ratio BHEH A F
TR VIX<18 | {8 # | Delta-H Delta-Imgj SL adSL | Delta-H [Delta-Imp  SL adSL

FEEEN M>1.03 2333 03480 05512 00631 00073 -0.1240| -0.3261 0.0280] 0.1203

1B 1.03>M>1.01 278]  0.7030 (.1483 (.3387 (0.4153 0.5617 0.0685 0.3352 0.4679

18 J- 1.0I>M>0.99] 295 09022] 0.3494 0.3910]  0.6126 (.5443 0.1547 (0.3314 0.5852

15 5b 0.99>M>0.97 269 0.4980 (0.2341 0.1259 0.6171 -0.1106 | -0.1167] -0.1091 (0.1037

RIEAR S M<0.97 937 -0.1585] -0.1460| -0.1850 0.2372 -0.1067 -0.1013 -0.0560 -0.0038
Sharpe Ratio 4112) -0.0349| -0.2065] 0.0371 02216 -0.0536| -0.0526| -0.0313 0.0039

kB VIX>28 {8 #; | Delta-H Delta-Img SL adSL | Delta-H |Delta-Impg  SL adSL
EEAEN M>1.03 406) -0.74501 -0.75701 -0.5126 | -0.5380 -0.6059 -0.6180 -0.4598 -0.4882

1B 1.03>M>1.01 401 -2.8400 -3.1302| -1.2044] -0.6605| -2.8642] -3.0417| -1.2587] -0.6425

18 1.01>M>0.99 47 22379 -3.6441| -0.7767] 01716 -2.4101 -3.2455 -0.7236 ] -0.1228

18 5 0.99>M>0.97 48] -13119] -2.2792| -0.1407 03190 -1.4439] -2.0734] -0.1225 0.4049

AR S M<0.97 197 -0.3370 | -0.8303 (.3647 (0.8083 -0.4710 -0.9092 1.3753 3.4395
Sharpe Ratio 738 -0.74421 -0.8709| -0.4099| -0.2962 -0.5222 -0.5746 0.0463 0.2749

A% RL 28>VIX>18 | 48 %% | Delta-H Delta-Imjj SL adSL | Delta-H |Delta-Imp  SL adSL
EEAEN M>1.03 368] -0.6246| -0.9679] -0.4387| -0.4387 -0.4225 -0.7122 -0.2525 -0.2525

1B 1.03>M>1.01 39] 0.5374] -0.3334 1.0055] 0.8431 0.4009 | -0.4710 0.9626 0.7975

18 J- 1.01>M>0.99 451 1.0203 0.0396 1.0162 [ -0.0063 0.7966 (.2481 1.1903 0.0310

15 5b 0.99>M>0.97 451 0.7724 04526 -0.0633 1.0515 0.7973 0.5691 0.0199 1.1777

REAR Ih M<0.97 131]  -0.0637 0.7341 1 -0.4666 [ -0.0528 0.2087 0.7360 | -0.2413 | -0.0272

Sharpe Ratio 628 -0.1744 | -0.3677]1 -0.1034] -0.0077 0.1111 0.2843 |  -0.0786 0.0397

B. &4k (2007/08/08~2008/12/31) #8 B t4%k : -0.7362

() ‘F¥HE

A 18 35 2% B E

R B VIX<18 | /8% | Delta-H Pelta-Imj SL adSL | Delta-H Pelta-Im SL adSL
EEAR N M>1.03 0 0 0 0 0 0 0 0 0
& [1.03>M>1.01 0 0 0 0 0 0 0 0 0
&F  |1.01>M>0.99 0 0 0 0 0 0 0 0 0
& 4h 10.99>M>0.97 0 0 0 0 0 0 0 0 0
EEBS] M<0.97 0 0 0 0 0 0 0 0 0
F3HE 0 0 0 0 0 0 0 0 0

i VIX>28 18 %% | Delta-H PDelta-Imj|  SL adSL | Delta-H PDelta-Imgf  SL adSL
REERN M>1.03 4815 366 302 181 394 0.0113 0.0083 0.0029 0.0127

B 1.03>M>1.01 698 1728 2002 2557 2327 0.0759 0.0911 0.1236 0.1073

18 - 1.01>M>0.99 708 2136 2375 2991 3879 (0.1232 0.1413 (0.2033 0.3181

18 5h 0.99>M>0.97 745 1977 2206 3614 3521 0.1920 0.1963 0.4146 0.4173

EEZ S| M<0.97 10851 610 704 931 970 07717 05165] 0.8990| 09183
3444 17817 706 775 986 1090 | 04889 03342 05785 05970

A% AL 28>VIX>18 | /8% | Delta-H Pelta-Im SL adSL | Delta-H PDelta-Imjf SL adSL
EEBN| M>1.03 570 -1368 -1807 -1689 1543 | -0.0623| -0.0743| -0.0779] -0.0630
B [1.03>M>1.01 80]  -1050 -786 -602 618 -0.1591] -0.1479| -0.1254| -0.1134
& |[1.01>M>0.99 82 -386 14 345 3237] -0.1576| -0.1247| -0.0030| 0.3800
&40 [0.99>M>0.97 85 37 294 1615 1467 0.0084| 00270 04452] 0.3498
FEEN] M<0.97 872 220 317 308 172 -15.7180 | -19.7510] 09480 | 0.8502
T4 1639 -642 -795 2342 230 -8.1507| -10.2339| 04795 0.4483

41




(b) HREZ

R E A% LA A F

TR S VIX<18 [ {8 %t | Delta-H Delta-Img  SL adSL | Delta-H |Delta-Img  SL adSL
EEBN M>1.03 0 0 0 0 0 0 0 0 0
18N 1.03>M>1.01 0 0 0 0 0 0 0 0 0
EF  |1.01>M>0.99 0 0 0 0 0 0 0 0 0
EEN 0.99>M>0.97 0 0 0 0 0 0 0 0 0
REBS M<0.97 0 0 0 0 0 0 0 0 0
R E 0 0 0 0 0 0 0 0 0

Bk VIX>28 | {8 %t | Delta-H Delta-Img  SL adSL | Delta-H |Delta-Img  SL adSL

TEBA M>1.03 4815 3417 3405 6234 6143 0.1226 0.1250 0.2253 0.2189

18N 1.03>M>1.01 698 4605 4813 8874 8463 0.2774 0.2911 0.5272 0.5322

18 1.01>M>0.99[ 708 4673 4802 8959 8060 0.3812 0.3897 0.7727 0.7125

&4 10.99>M>0.97| 745 4284 4586 7072 6940 0.6471 0.5858 0.8834 0.8989

AR S M<0.97 10851 2576 2966 3138 20916] 49.0097] 50.4269 0.6258 0.5196

A E 17817 3144 3391 5057 4850 38.2485 39.3535 0.6973 0.6413
A% BL 28>VIX>18 | {8 # | Delta-H Delta-Img SL adSL | Delta-H [Delta-Impf SL adSL
EEEN M>1.03 570 4106 4773 6270 6760 0.1793 0.2113 0.2809 0.2648

18N 1.03>M>1.01 80 4345 5414 5991 8551 04163 0.4959 0.6400 0.8015

18 1.01>M>0.99 82 3996 4742 6006 6703 0.6323 0.7237 1.0956 1.0119

& 4~ 10.99>M>0.97 85 2490 2987 3623 5381 0.8047 0.8914 0.9637 1.7119

R AR S M<0.97 872 430 490 1191 1453 554365] 67.2499 0.6411 1.2725

R 1689 2836 3355 4370 49911 405830 49.2995 0.7802 1.1277

(c) Sharpe Ratio

Sharpe Ratio BH L5 R H

TR S VIX<18 [ {8 %t | Delta-H Delta-Img  SL adSL | Delta-H |Delta-Img  SL adSL
EEAEN M>1.03 0 0 0 0 0 0 0 0 0
&N 1.03>M>1.01 0 0 0 0 0 0 0 0 0
1& F 1.01>M>0.99 0 0 0 0 0 0 0 0 0
18 5h 0.99>M>0.97 0 0 0 0 0 0 0 0 0
EEB/NM] M<0.97 0 0 0 0 0 0 0 0 0
Sharpe Ratio 0 0 0 0 0 0 0 0 0

Pk B VIX>28 18 # | Delta-H Delta-Imy  SL adSL | Delta-H [Delta-Impf SL adSL

RTEBA M>1.03 4815 0.1072) 0.0888 [ 0.0290] 0.0642 0.0921 0.0665 0.0129 0.0580

18N 1.03>M>1.01 698]  0.3753 04160| 0.2881 0.2750 0.2738 0.3129 0.2343 0.2017

18 1.01>M>0.99[ 708] 04571 04945( 0.3338] 0.4812 0.3231 0.3626 0.2631 0.4464

B 10.99>M>0.97|  745] 04616] 04809[ 0.5109] 0.5073 0.2967 0.3351 0.4693 0.4642

RIEAR S M<0.97 10851] 02367 0.2372] 0.2968 | 0.3328 0.0157 0.0102 1.4366 1.7673

Sharpe Ratio 17817}  0.2244 0.2286 0.1950 0.2248 0.0128 0.0085 0.8296 0.9308

AE L 28>VIX>18 | 18 # | Delta-H Delta-Img  SL adSL | Delta-H [Delta-Impf SL adSL
FEEN M>1.03 570 -0.3332] -0.3785| -0.2694| -0.2283 -0.34775 -0.3518 -0.2773 -0.2379
18 m 1.03>M>1.01 80l -0.2416| -0.1451 -0.1004 | -0.0723 -0.3823 -0.2982 -0.1960 -0.1415
18 F 1.01>M>0.99 82 -0.0967 0.0030 0.0575 0.4829 -0.2493 -0.1722 -0.0027 0.3756
1& sh 0.99>M>0.97 85] 0.0150 0.0983 0.4457 0.2727 0.0105 0.0303 0.4620 0.2043
RIEAR S M<0.97 872 -0.5104| -0.6467 (0.2584 0.1184 -0.2835 -0.2937 1.4786 0.6681
Sharpe Ratio 1689] -0.2263| -0.2370| -0.0782] -0.0461 -0.2008 -0.2076 0.6146 0.3976
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~ B A AP (Stress Test) :

-—
—

TR ERSMMEAEANBE > N 2008 £ 9 AADHKETAREK > 84K TFE
EAE RN EE > SR FIEH VIX —E 5:F 60 25 0 4 AL T R BRI K3Y
o B HR 4T R A7 B3 (Stress Test) » LB S BHR RS LA FZ P LKA -

* 8 B & 5 ¥ 2008/09~2008/12 &9 &k > H # 75 45 s (a) ~ (b)HL(c) 5 B # HF
¥)1E ~ A2 % £ ¢ Sharpe Ratio #tb# o £ B 5 P& & sb& R 8) VIX 35 A0

28 %5 > UL & SME 2 RBUH TR RBHYLER -

Bk S-()F BB AR RTHE THROEST > &8RRG A BT
HRE 0 BAFBIAEZ BB RRA A BIFH LA - & 8-b)F a1z £ £ >
#& 5-(b)BkH a9 AR B 2 ML B > TR & 8-(b) &y AR R A &k 5S-(b) A K -
EAFERNA > ARBIFRBRRENIZELZRE 5S-b) AR BRELRED
LB SRR BAR R B R o bk 8-(b) P ey KR R 0 AR B R
w8 #1 Delta B Reg 4R B ZARER R R EF S N KR LB REAATE L S -
EZHREATHFTR2HERBR ALZFRBERRRAERBFLEEY &
Wk 8-(O)FTR > AXKIFEBERRBNELABROE T8 - ERDTH
AOARBRHBRY T AERIFBBRRRETAFE -8 L RAAAHA
B 1E 7 A B Rk o
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* 8 4embE & T B kw2 thix (2008/09~2008/12)

(@) F3HfE
P 1A B 545 A
Pk VIX>28 18 %4 | Delta-H Delta-Imjj SL adSL | Delta-H |Delta-Imgf SL adSL
REEN M>1.03 1147 2594 2043 2633 2983 0.0778 0.0584 0.0745 0.0929
& |1.03>M>1.01] 178 3614 3932 5045 4231 01648 01790  02638| 0.2168
18 F 1.01>M>0.99 187 3615 3978 5236 5526 0.1912 0.2156 0.3016 0.4238
18 4 0.99>M>0.97 184 2947 3559 4923 4894 0.1695 0.2128 0.4548 0.4788
EEAR S M<0.97 5091 796 1065 1177 1165 11.4674 11.3344 0.9350 0.9370
F¥4E 6787 1310 1453 1743 1774 8.6201 8.5284 0.7415 0.7489
(b) #ZEZE
REE BELH A
b g VIX>28 {8 #; | Delta-H Delta-Imj] SL adSL | Delta-H |Delta-Impg  SL adSL
REMEBN M>1.03 1147 4951 4367 7002 5981 0.1873 0.1910 0.2901 0.2458
BN 1.03>M>1.01 178 6584 7134 8599 6797 0.3858 0.4129 0.5501 0.4854
18 1.01>M>0.99 187 6669 6943 9893 6625 0.4683 0.4840 0.8147 0.5963
18 5h 0.99>M>0.97 184 6213 6914 7764 6461 0.6462 0.6904 0.9052 0.7683
REAR S M<0.97 5091 2941 3560 3355 3097 411467 41.5046 0.5063 0.4854
AR E 6787 3854 4251 4926 42551 359740 36.2736 0.6095 0.5747
(c) Sharpe Ratio
Sharpe Ratio B R L% R %
Bk VIX>28 18 2% | Delta-H Delta-Imy) SL adSL | Delta-H |Delta-Img SL adSL
EEAE N M>1.03 1147 0.5239 0.4197 0.3761 0.4988 0.4153 0.3055 0.2569 0.3780
BN 1.03>M>1.01 178]  0.5489 0.5511 0.6100 0.6225 0.4273 0.4336 0.4795 0.4466
18 1.01>M>0.99 187]  0.5421 0.5729 0.5293 0.8341 0.4083 0.4454 0.3702 0.7107
1& 4h 0.99>M>0.97 184]  0.4743 0.5147 0.6341 0.7575 0.2623 0.3082 0.5024 0.6232
AR S M<0.97 5091 0.2706 0.2991 0.3507 0.3762 0.2787 0.2731 1.8469 1.9304
Sharpe Ratio 6787 0.3398 0.3418 0.3538 0.4169 0.2399 0.2351 1.2166 1.3030

EHUEEARET > FTHERELANLBRIZTAS > KRAHEWHFHY
Mo g o mA AR LR B F R RIS Y P EAEAEY TR e HAER
BB R ERARAKRG ES] - EEETIHABHRT » FAERAIFIBBR REHA
ReseyERR - BARE "R OB ERTER §HARKRGEKRS - £HR
BIREE ) BT ROV FZAERFHBRREABBIEE L REGER

CRCAE JUNEE - F

o SRk SR A A5 AR B R SR B A B st B A a0 & Bsb s ReE B AR
ABA > REEF RGN EAT RG2S - sl R ayfT -
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B~ &%

B SRR R TN 0 AT A M e B &0k T2 e A B Sb R R
TSR B G o RFF R 5] 43 £ Bl S&P500 45 S 424 1 & 4 o AR AE 45

HEM R £ TREATRR FIAAR G E A S&PS00 15 8082 & 74 hu it AR 46 3L
EILEBRBLBTAS AOHEARARY EAEEEHHE e Delta B -
Delta-Gamma # [ ~ 1348 B & 1A R P BB R F R AR LB R Rog T
T REBESRITER B G -

HERM SR ENRTERME  ERETHETUER > BRI
BB B AL FHMETREAEL LRI LA KT EAGZRMH - SRR
% P PR AT B RS A BT 0TI E 0 AR R R B R k) R4 B A
Bk H AR Y O GHAERIPE B R ERBRRYGBE - &8 Delta
B R R A B BAE R R (RIRBNIRRR ) « 5 414 & B e R /7%

@

R AR AERIFHEBER R T EABRAB BRI R  ABEART
HAABRSHTFHEH LRABRTEEELA REGBBRKE -

B AT A 72 A 4% Model Free 2 #Fa 5k w6 12 /& A B% 2 7 355 (Equity Market)
2ERAIHERH L EBEHEARTBOZINEY  RIARNEL KRR
R e B H ARG E S AR BB TS ko E T

BATHE > RATABAEE R BB M B R RS RAF AT EA a4

S 46 8 S 8 Bk R TAE
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