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Abstract - This paper studied the deviations between the theoretical hedge value and actual hedge of
enlarged or reduced value of Delta from the securities corporations which issued the warrants in
Taiwan. In the first step, the paper tested whether there were significant deviations between them. In
the second step, by means of the three independent variables derived from the related articles and the
resources of warrants’ risk, the paper made use of GARCH (1, 1) to estimate the factors which affected
the hedge deviations. The research found out: first, the obvious deviations did exist between the
actual hedge value of the second derivative and its corresponding theoretical one; secondly, the deeper
the degree in the money is, the larger the deviations between these two hedge values will become;
thirdly, it is impossible that the deviations between these two hedge values will dwindle just because
the warrants gradually die out; last, the more the price of the underlying stock fluctuates, the larger the
deviations between the two hedge values will be.  This paper suggests that the government authorities
might increase or remedy the monitoring regulations which are concerned with the second derivative
of hedge from the securities corporations which wrote the warrants, and adopt the market goods which
are more suitable for the seller of the call which deals with the second derivative of hedge to achieve

the hedge, and therefore to strengthen the strategy of hedge for selling party of warrants in Taiwan.

Keywords : Warrants; The Actual Hedge of Enlarged or Reduced Value of Delta; The Theoretical
Hedge Value; The Strategy of Hedge
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550 5.3983 103.5716™ 75.6342" 1.3829 27.9707* 5.0521
554 2.4598 3.4433 1807.5520" 0.6293 1.3180 5268.7550*
548 1.8603 65.9330" 67.2506  6.1351 2.9933 1716.8530"
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