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1999 02101 | 01770 | 01213 | 00851 | 00172| 00149 | 0.3157
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Soochow Journal of Economics and Business
No.72 (March 2011) : 109-138.

Application of KD and MACD in the
Timing of Hedging: Evidence from the Hedging
of TAIEX Futures

Hsinan Hsu® Emily Ho™ Tai-Shan Liu™

Abstract

Most of the previous empirical literature on hedging focused on the estimation of hedge
ratios and the comparison of hedging performance. However, a successful hedge must include
three important elements. hedging timing, hedging instruments, and the optimal hedge ratio.
In particular, the choice of the hedging timing is extremely important but is rarely discussed
in the literature. In this study, a modified contingent hedging model containing the three parts
will provide a complete and useful reference for hedgers. The purpose of this paper is to
apply the KD & MACD technical indices in the timing of hedging. Weekly and monthly price
data are used to calculate the values of KD & MACD to improve the shortcoming of frequent
trading, resulting from using daily data, which is not suitable for institutional investors. In
this study, the TAIEX is used as a well-diversified portfolio to be hedged, and the TAIEX
futures contracts are used as the hedging instruments. The empirical results show that the
KD & MACD combination using both weekly and monthly data to determine the hedging
timing greatly outperforms the buy-and-hold strategy no matter whether transaction costs are

* Professor, Department of Finance, Feng Chia University

** Associate Professor, Department of Finance and Banking, National Pingtung Institute of
Commerce

“*Master Student, Department of Finance, Feng Chia University

— 137 —




J UC-04.tpf-30 0 L

RREFHZEER HE W

included or not. Furthermore, KD & MACD values calculated using weekly data outperform
those by using monthly data. The modified contingent hedging model with the merit of easy
implementation is valuable for the hedging and investment practice.

Keywords: Hedging Timing, Contingent Hedging Model, Technical Indexes, KD
& MACD
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