
Time Varying Distribution and Dynamic Hedge 
with Foreign Currency Futures
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Model:  Mean Model & Volatility Model                       

• Mean Model:  

error correction term

Engel and Granger 1987
δ 1 1.

      



• Volatility Model:   Mean Model (GARCH(1,1))

                                                                    

1. Naive Hedging
2.  
3. Mean Model, Volatility Model
    



• in-sample out-of-
sample

•  
         Expected Mean-variance utility function:

      γ = 4

•  Dynamic Hedge: 
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