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Portfolio Hedging Using SXM Futures
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Disclaimer
The views and opinions expressed in this presentation reflect those of the individual 
authors/presenters only and do not represent in any way Bourse de Montréal Inc.’s (the 
“Bourse”) opinion or any of its affiliates.  The presentation is not endorsed by the Bourse or its 
affiliates. The information provided in this presentation, including financial and economic data, 
quotes and any analysis or interpretation thereof, is provided solely on an information basis and 
shall not be interpreted in any jurisdiction as an advice or a recommendation with respect to the 
purchase or sale of any derivative instrument, underlying security or any other financial 
instrument or as a legal, accounting, tax, financial or investment advice. The Bourse and its 
affiliates do not endorse or recommend any securities referenced in this presentation. The 
Bourse recommends that you consult your own advisors in accordance with your needs. 
Although care has been taken in the preparation of these articles, the Bourse and/or its affiliates 
do not guarantee the completeness of the information contained in this presentation, and are 
not responsible for any errors or omissions in or your use of, or reliance on, the information.  
The Bourse reserves the right to amend, review or delete, at any time and without prior notice, 
the content of this presentation. The Bourse, its affiliates, directors, officers, employees and 
agents will not be liable for damages, losses or costs incurred as a result of the use of any 
information appearing in this presentation.

“S&P®” and “Standard & Poor’s®” are registered trademarks of The McGraw-Hill Companies, 
Inc. and “TSX®” is a trademark of TSX Inc. (“TSX”). The products mentioned in this 
presentation are not sponsored, endorsed, sold or promoted by S&P or TSX; and S&P and TSX 
make no representation, warranty or condition regarding the advisability of investing in them.

SXM™ is a trademark of Bourse de Montréal Inc.
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Investor Outlook

• Investor holds a diversified portfolio.

• Is concerned about short-term risk.

• Is looking at reducing exposure to the stock 
market.
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Obstacles

• If investor sells:

Forego dividend income.
Incur transaction costs in selling.
Tax implications in selling.
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Hedging Alternative

• Use SXM futures as a hedge for portfolios 
with a strong correlation to the S&P/TSX 60 
Index.

• Hedging allows investors to maintain all 
existing positions and with no tax
disposition.

• The investor would sell (short) SXM 
contracts to offset the risk.
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Using SXM for Hedging

• Investor’s Canadian equity exposure:
$500,000.00

• Investor is looking at reducing market
exposure by 50% or $250,000.00.

• S&P/TSX 60 is trading at 790.00.
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Adjusting the Hedge for Beta

• Beta reflects the variance in the portfolio 
value in comparison to the overall market:

Beta = 1
Portfolio moves with the market.
Beta < 1
Portfolio is less volatile than the market.
Beta > 1
Portfolio is more volatile than the market. 
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Calculating the Beta
Company Weight in Portfolio Beta

Royal Bank RY 0.10 1.31

Postash Corp POT 0.10 1.2

Encana ECA 0.10 1.1

Barrick Gold ABX 0.10 .6

Manulife Financial MFC 0.10 2.18

Canadian Natural Resources CNQ 0.10 1.78

Goldcorp Inc GG 0.10 .69

Toronto-Dominion Bank TD 0.10 1.46

Bank of Nova Scotia BNS 0.10 1.35

Research In Motion RIM 0.10 2

Average Beta 1.00 1.36
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Calculating the Hedge

Portfolio Exposure x Beta
=

Value of Futures Contract
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Calculating the Hedge

= $250,000.00 x 1.36
790 x $50.00

= $340,000.00
$39,500.00

= 8.6075

Investor will need to short 8 or 9 contracts to reduce
exposure by 50%.
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Portfolio Change

• With the adjustment of beta, SXM futures 
reduce the exposure by ~50%:

S&P/TSX 60 
Value

Portfolio
P&L 

Short  9 SXM
P&L

Net 
Result

869.00 +68,000.00 -35,550.00 +32,450.00

829.50 +34,000.00 -17,775.00 +16,225.00

790.00 0 0 0

750.50 -34,000.00 +17,775.00 -16,225.00

711.00 -68,000.00 +35,550.00 -32,450.00
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Summary

• Investor reduced exposure to the market
without having to close any positions.

• During that time,
the investor did not interrupt the dividend
stream;
incurred minimal transaction costs;
no tax disposition of the underlying.
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