Carry Costs and Futures Hedge Calculations 
JEL Classification Code: G32

Keywords: Futures hedge ratio, hedge profits, hedge effectiveness

Abstract 
This paper examines the use of carry cost adjusted (CCA) price changes to reduce errors associated with calculating storable asset futures hedge: ratios, profits, and effectiveness.  It calculates carry costs directly and focuses on the effect of spot asset payout lumpiness.  Studying U.S. Treasury Bond and single stock data, it finds that the CCA regression approach hedge effectiveness is higher than that for either the traditional regression approach or the error correction approach. Also, though the various approaches’ hedge ratios are similar, their hedge profits are significantly different (mainly due to whether, or not, they account for carry costs).
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