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Risk Characteristics and Management of Hedging Complex Structured OTC Derivatives
LI Bin CHEN Chunxiu
(Zhongtai Securities Co., Ltd.)
Abstract The continuous innovation and risk transmission in the OTC derivatives market present significant
challenges to securities firms’ risk management capabilities. Exotic options, exemplified by "snowball" products,
exhibit complex, evolving dynamic hedging risks. Pricing model and parameter discrepancies lead to hedging
exposures deviating from actual needs; discontinuities ("jumps") in Greek values near knock-in or knock-out
barriers amplify hedging cost volatility. Features inherent in structural variations like loss-capped snowballs increase
the difficulty of executing hedging rebalancing; and differences in product maturity dates can trigger abrupt risk
transitions. To address these issues, securities firms should optimize risk management across multiple dimensions: at
the product level, prioritize structural innovation and risk diversification for proactive control; at the hedging level,
enhance hedge and parameter management for adaptive strategy adjustments; and at the monitoring level, implement
comprehensive risk surveillance and robust stress testing. Collaborative efforts between regulators and industry bodies
can further promote balanced risk management and business growth, ensuring the sustainable development of the
OTC derivatives market.
Keywords OTC Derivatives, Risk Management, Snowball Products, Dynamic Hedging
JEL Classification G32 G13 G28
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