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		We analyze hedging strategies that minimize tail risk measured by Value-at-Risk (VaR) or Conditional-Value-at-Risk (CVaR). In particular, we derive first-order conditions characterizing VaR- and CVaR-minimal hedging with futures in regime-switching models. Using cross-hedging examples, we theoretically and empirically demonstrate that tail-risk-minimal strategies can noticeably deviate from standard minimum-variance policies in the presence of crash regimes. In such examples, VaR- and CVaR-minimal strategies based on regime-switching models are able to attain additional tail risk reductions, which can be confirmed by nonparametric and extreme-value-theory-based methods. These results imply that the proposed methodology for tail risk management can cut losses during financial crises and reduce capital requirements for institutional investors. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Value-at-Risk, Conditional-Value-at-Risk, regime-switching models, elliptical distributions, futures hedging

	
	

	
    

    
	

	
	
		JEL Classification: G11, G32, C58

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Huggenberger,  Markus and Albrecht,  Peter and Pekelis,  Alexandr, Tail Risk Hedging and Regime Switching (August 4, 2016). Asian Finance Association (AsianFA) 2015 Conference Paper,  Available at SSRN: https://ssrn.com/abstract=1945303 or http://dx.doi.org/10.2139/ssrn.1945303 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Markus Huggenberger (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				University of St. Gallen 

			

			
			
				
				
				
					Girtannerstrasse 6
St.Gallen, 9000
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Peter Albrecht

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Mannheim - Department of Risk Theory, Portfolio Management and Insurance  ( email )

			

			
			
				
				
				
					Schloss
Mannheim, D-68131
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Alexandr Pekelis

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Mannheim - Department of Risk Theory, Portfolio Management and Insurance  ( email )

			

			
			
				
				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      879

			

		
		
		
			Abstract Views

			    4,289

		

		
		 
		
			Rank

			   50,596

		

		
	


	

	
		
			
				       40 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Risk Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,665

                                    

                                    
                                        PAPERS

                                           15,550

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Sales at Global Association of Risk Professionals

                                    

                                
                            

                        

                    

                
	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,946

                                    

                                    
                                        PAPERS

                                           12,500

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              797

                                    

                                    
                                        PAPERS

                                            8,026

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        A Portfolio Performance Index and its Implications

                        
                            By
                                
                                
                                    
                                    Michael J. Stutzer
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Asset Allocation in a Value-at-Risk Framework

                        
                            By
                                
                                
                                    
                                    Ronald Huisman, 
                                    
                                
                                    
                                    Kees C. G. Koedijk, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Hedging and Value at Risk

                        
                            By
                                
                                
                                    
                                    Richard D. F. Harris
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Measuring the Performance of Ethical Mutual Funds: A DEA Approach

                            
                                By
                                    
                                    
                                        
                                        Antonella Basso
                                         and 
                                    
                                        
                                        Stefania Funari
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Hedging and Value at Risk: A Semi-Parametric Approach

                            
                                By
                                    
                                    
                                        
                                        Zhiguang Cao, 
                                        
                                    
                                        
                                        Richard D. F. Harris, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Allocation Advice: Reconciling Expected Utility with Shortfall Risk

                            
                                By
                                    
                                    
                                        
                                        Michael J. Stutzer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Better Cross Hedges With Composite Hedging? Hedging Equity Portfolios Using Financial and Commodity Futures

                            
                                By
                                    
                                    
                                        
                                        Fei Chen
                                         and 
                                    
                                        
                                        Charles Sutcliffe
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Comparison of Historical and Parametric Value-at-Risk Methodologies

                            
                                By
                                    
                                    
                                        
                                        PÃ©ter DobrÃ¡nszky
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Allocation and Long-Term Returns: An Empirical Approach

                            
                                By
                                    
                                    
                                        
                                        Stephen Coggeshall
                                         and 
                                    
                                        
                                        Guowei Wu
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dynamic Hedging Strategies: An Application to the Crude Oil Market

                            
                                By
                                    
                                    
                                        
                                        Delphine Lautier
                                         and 
                                    
                                        
                                        Alain G. Galli
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.115 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
