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Hedging Effectiveness of Options on Thailand Futures Exchange
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ABSTRACT

The study tests for the improved performance of the Wilmott (1994) model over that of the
Black-and-Scholes (1973) model in hedging effectiveness of SET 50 Index options being traded on Thailand
Futures Exchange. Although the Wilmott model is more consistent with hedging procedures of Thai investors,
its resulting performance is not better significantly—either statistically or financially, than that of the Black and
Scholes model. Due to simplicity and familiarity of the model to the investors, the study recommends those

investors, who use the Black-and-Scholes model at present, to continue using the model for hedging.
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Root Mean Square Error (RMSE) Mean Absolute Error (MAE)
dszan amme fnafanslagis AgfAIMaRNTULIAT fnadafislauiy AgdAMNaBNTULIAT
uadselami 2 :
BS W BS - W BS w BS - W BS W BS - W BS w BS - W
O™ 242700% 22.7280%  1.5421% | 3557.9316%  68.7825%  3489.1492% | 3.6429%  3.5211%  0.1218% | 243.8624%  8.4104%  235.4520%
s ATM 0.4723%  0.4721%  0.0002% 0.4801%  0.4794% 0.0007% | 0.3449%  0.3448%  0.0001% 0.3537%  0.3535% 0.0002%
Aonoatw IT™ 0.5499%  0.5499%  0.0000%* 0.5989%  0.5989% 0.0000% | 0.4052%  0.4051%  0.0001%* 0.4438%  0.4438% 0.0000%
Rk 9.5110%  8.9082%  0.6028% | 1392.6172%  26.9267% 1365.6904% | 0.8715%  0.8528%  0.0187% | 37.6919%  1.6198%  36.0721%
OTM 14.5725%  14.5766%  -0.0042% 6.0830%  6.1146% -0.0317% | 3.8241%  3.8255%  -0.0014% 1.3248%  1.3330%  -0.0083%
i ATM 0.6034%  0.6036%  -0.0001% 0.5516%  0.5522% -0.0005% | 0.4246%  0.4248%  -0.0002% 0.4000%  0.4005%  -0.0006%
Kl IT™ 0.6017%  0.6019%  -0.0002%* 0.6645%  0.6645% 0.0000% | 0.4451%  0.4452%  -0.0001% 0.4961%  0.4959% 0.0002%
Rk 86159%  8.6183%  -0.0025% 3.6211%  3.6397% -0.0186% | 1.6123%  1.6129%  -0.0006% 0.7368%  0.7399%  -0.0031%"
378 9.0819%  8.7669%  0.3150% | 992.8901%  19.3667%  973.5233% | 1.2357%  1.2265%  0.0092% | 19.5218%  1.1872%  18.3346%

WaNLW6 BS AUNAI AIUUUIIR04 Black and Scholes (1973), W #anaiia aauuudiaas Wilmott (1994), BS — W panfis Nadn932®in9aauuud1aad Black and Scholes (1973) waz Wilmott (1994),

OTM nangfis anmuziFadszlomd, ATM wanodis sousladidudselopiudldfodszTomt, 1ITM wanefls soueduwdszlond waz * nunsfsanudsadan o szauanuibas 95%
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Root Mean Square Error (RMSE) Mean Absolute Error (MAE)
GLMILE PP T Aa T aaAd < " aa
dszinn ¢ @i"lﬁﬂ@]“ﬂ’ﬂi@lﬂ%ﬂ manmwna%nsunm ﬂ?ﬁﬂﬂﬂ’ﬂiﬂﬂ%ﬂ manm*mm#ﬂmnm
uailselonit
BS w BS - W BS w BS - W BS W BS - W BS W BS - W
. DOTM 48.7796% 45.6038% 3.1758% 7248.8736% 139.8307% 7109.0430% 11.5145% 11.0164% 0.4981% 1007.9105% 30.8171% 977.0934%
aaaaailrw
OTM 4.5628% 4.5247% 0.0381% 6.0455% 5.2126% 0.8330% 1.1447% 1.1424% 0.0023% 1.3801% 1.2993% 0.0808%
. DOTM 20.0113% 20.0194% -0.0081% 8.7558% 8.7548% 0.0010% 6.3966% 6.3971% -0.0004% 2.0097% 2.0099% -0.0002%
wnooailnn
° OTM 9.6916% 9.6913% 0.0004% 3.4685% 3.5596% -0.0912% 2.2044% 2.2064% -0.0020% 0.8935% 0.9069% -0.0133%*

MaBLKe BS nanafiy dauuudiaad Black and Scholes (1973), W wanufly auuudnaas Wilmott (1994), BS — W #anufis Wae193ewingsauuudnaad Black and Scholes (1973) uaz Wilmott (1994),

o o [ A

DOTM nunefls aouzifpyszlosdatnun, OTM nanfis snuzdodselomt uaz * nunsfannuiidbdiany w szauanudesu 05% lapdsmaniu-iu anenoaifu DOTM = 53, OTM = 167 uaz

vgmaﬂ“ﬁ‘u DOTM = 187, OTM = 297 @N&aL
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Root Mean Square Error (RMSE) Mean Absolute Error (MAE)
isznn Amme fnsdanslaniy agf@anaynIunm fnadafislauiy AgdAMNanNTULIAT
uaselond : :

BS w BS - W BS W BS - W BS w BS - W BS W BS - W
OTM 39.5887% 39.9038% -0.3151% | 7866.8618%  151.1152%  7715.7466% | 7.7692%  7.8188%  -0.0496% | 1184.3305%  33.5743%  1150.7562%

U ATM 0.3944%  0.3909%  0.0035% 0.4212% 0.4193% 0.0019% 0.2844%  0.2849%  -0.0004% 0.2993% 0.2988% 0.0005%

Aoaaatw IT™ 0.4855%  0.4850%  0.0005% 0.5123% 0.5120% 0.0003% 0.3969%  0.3967%  0.0002% 0.3959% 0.3955% 0.0003%
37 13.8489%  13.9590% -0.1101% | 2750.9575%  52.8449%  2698.1126% | 1.2086%  1.2150%  -0.0064% | 145.0933%  4.3754%  140.7179%

OTM 2.1938%  2.1866%  0.0072% 3.6152% 3.7174% -0.1021% | 1.0548%  1.0533%  0.0015% 1.1572% 1.1814% -0.0242%

U ATM 0.5277%  0.9922%  -0.4645% | 0.4767% 0.4813% -0.0046%* | 0.3635%  0.4123%  -0.0488% 0.3364% 0.3389% -0.0025%*
nmeatm IT™ 0.5953%  0.5953%  0.0000% 0.6354% 0.6369% -0.0015% | 0.4771%  0.4773%  -0.0002% 0.5036% 0.5044% -0.0008%
774 1.0631%  1.2830%  -0.2199% |  1.6238% 1.6673% -0.0435% | 0.5009%  0.5367%  -0.0358% 0.5020% 0.5084% -0.0064%*

398 9.5077%  9.5971%  -0.0894% | 1882.3336%  36.1794%  1846.1542% | 0.8322%  0.8543%  -0.0220% | 68.1987% 2.3189% 65.8798%

WG BS nuNehe @LUUdIaad Black and Scholes (1973), W #ansfis @auUUsaad Wilmott (1994), BS — W #angfid Nad193enieauuudaas Black and Scholes (1973) uaz Wilmott (1994),

OTM nangfis anuziFadselond, ATM nanefs sonueldidudszlomiualaiFodselond, ITM nanods snusdudselond uaz * nansfsanuiiioian o szauaUTe% 95%
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Root Mean Square Error (RMSE) Mean Absolute Error (MAE)
anue ceddy o P P P
szian . fafiantlasiis ANRNAINABNTVLIN fafianalasiie AFNAINABNIVIMN
ualseloni
BS w BS - W BS w BS - W BS w BS - W BS w BS - W
J5 DOTM 76.6306%  77.2410%  -0.6104% 15234.1081%  292.3666% 14941.7415% | 26.4542%  26.6401%  -0.1859% | 4435.1864%  119.5833%  4315.6031%
Aafaalrn
OTM 1.3484% 1.3488%  -0.0004% 6.9413% 7.5343% -0.5930% 0.9746% 0.9747% 0.0000% 2.2011% 2.2983% -0.0972%
J5 DOTM 3.4148% 3.4103% 0.0045% 7.4317% 7.5786% -0.1468% 1.5253% 1.5246% 0.0007% 2.4068% 2.4483% -0.0416%
Nnaadrn
: OTM 1.8888% 1.8804% 0.0084% 2.3247% 2.4266% -0.1019% 0.9692% 0.9676% 0.0016% 0.9300% 0.9511% -0.0211%

WALLWE BS nuNehe @uUUdIaad Black and Scholes (1973), W #angfis @auUUIIaad Wilmott (1994), BS — W #an8fid Nad1932#i14auuU$1a89 Black and Scholes (1973) uaz Wilmott (1994),
DOTM waneiis snuziFodszlamiatnean, OTM wanafs anwsidalszlont uas * vansfsanudngdmag m seauanubast 95% Iﬂmﬁa"ﬂmuéu-fu nanaalsdh DOTM = 12, OTM = 33 uazw
Naalsis DOTM = 12, OTM = 66 MN&IAL
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