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This study used the minimum variance hedge ratio (MVHR) of Wang 

and Low (2003) incorporating exchange rate risk to evaluate the hedging 
performance of the US dollar denominated MSCI Taiwan index futures for 
hedging the MSCI Taiwan stock portfolio denominated in New Taiwan 
dollars. Some time-varying estimators (e.g. equally weighted moving average 
(MA) and EWMA estimators) are commonly used, owing to time-varying 
volatility in financial asset returns, to estimate the time-varying MVHR. 
However, the MA and EWMA estimators are based on the sample variance and 
covariance estimators of returns, irrespective of the leptokurtic distribution of 
returns. These estimators will attach too much weight to extreme observations 
in the case of the leptokurtosis of distribution. Therefore, they are not generally 
efficient. This study used the multivariate constant correlation GARCH(1,1) 
model and the power EWMA estimator developed by Guermat and Harris 
(2002), which capture the leptokurtic distribution of returns, to estimate the 
time-varying MVHR. Meanwhile, this study compared the hedging 
performances of the multivariate GARCH model and the power EWMA 
estimator to those based on the MA and the EWMA estimators. Our empirical 
analysis was restricted to the SGX MSCI Taiwan stock index futures. The 
empirical results showed that both the multivariate GARCH model and the 
power EWMA estimator generate a relatively large degree of reduction in the 
variance of the hedged portfolio and a relatively large increase in the total 
expected utility of the hedged portfolio during the Asian financial crisis with 
high kurtosis as compared to MA and EWMA estimators. These results imply 
that when the distribution of returns is leptokurtic, in addition to the 
multivariate GARCH model, investors use the easily calculated power 
EWMA estimator to estimate the time-varying MVHR. 
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