Assume mean-variance expected utility: EU[x] = E[n] - b var[n] where b > 0

EQUATION 1 Optimal Speculative Position

max  EUln ] = Q {E[F(1.T)] - FO.D} - b Q% ¢,
0

dEU

4EU (BT - FOT) - 26 Qo2 -0 - @ - BFLDI - FOD
a0 2b 0F2

EQUATION 2 Minimum Variance Hedge Ratio Solution
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EQUATION 3 Optimal (Short) Hedge Ratio Solution
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