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The Application of KD and MA Technical
Indices in the Timing of Hedging: Evidence
from the TAIEX Options

Hsinan HSU, EmiLy HO, CHiung-Ru CHANG ’

ABSTRACT

Many investors use technical analyses for the timing of stock investment. If technical analyses for the
hedging timing are combined with appropriate instruments for hedging, investors not only can participate the
appreciation of asset value in the bull market but also protect assets from losses in the bear market. The
combination of hedging timing and hedging instruments is the major concept of the contingent hedging model.
In past literature, the hedging instruments used in the contingent hedging model are TAIEX futures contracts.
The purpose of this study is to investigate a different combination of the contingent hedging model. Firstly,
TAIEX options are used as the hedging instruments. Secondly, different technical analysis indices (KD&MA)
are used as an indicator of hedging timing. The weekly data for TAIEX spot index and TAIEX options are used
in this study. Our results indicate that the performance of the contingent hedging model outperforms the
buy-and-hold strategy, except using the hedging profits (or losses) to buy (or sell) shares of stock and using the
in-the-money put option as hedging instrument. Additionally, this study finds that the combination of using the
9-week KD&MA indices to determine the hedging timing, using the hedging profits (or losses) to buy (or sell)
shares of stock, and using the out-of-the-money put options as the hedging instrument is the best contingent
hedging model.

Keywords: technical analysis, hedging timing, contingent hedging model, TAIEX options, KD & MA
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