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Convexity based hedge with Treasury futures: Modd and numerical analysis
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Abgract : Traditiond hedges df bond duration and convexity are ronroptimal . We derive correct hedge ratios by cgp-
turing the negected volatility linkage between Treasury futures and chegpest-to-ddiver Treasuries. Our hedge-rétio e
quations Pecify each hedge ingrument’ s contribution againgd short-term ot and forward rate exposures. Numerica
andyss indicaes that traditiond hedge subgantialy over-hedges. The rdative over-hedge is epecidly large in hedg
ing high coupon bond when the hedge horizon islong, the term gructure is seep , or the chegpes-to-ddliver isa high
ooupon Treasury . The results are robug to various meturities of bond and the chegpest-to-ddiver Treasuries.
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