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Optimization of hedge ratio in CDS proxy hedge using steepest descent method
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This paper describes a method to optimize the hedge ratio in the CDS proxy hedge using steepest descent.
In money market, CDS (Credit Default Swap) is used as hedge of a sovereign exposure or a corporate exposure.
“CDS proxy hedge” means that when it is necessary to hedge against an exposure where there is no CDS market,
the hedge is entered against another sovereign CDS or a corporate CDS. But the method is not generalized yet.
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