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Local risk-minimization under transaction costs depending on the
underlying asset price

Shuji Yoshikawa, Daisuke Yoshikawa

Abstract: We study the approach to the pricing and hedging of contingent claims under transaction
costs in incomlete market. In incomplete market, we cannot replicate contingent claims. That is why
various hedge method is suggested, for exemple, mean-variance hedge, local risk-minimization, and so
on. In [2], Lamberton, Pham and Schweizer gave the new approach for local risk-minimization under
transaction costs. In their case,' bid-ask spread ratio does not change with respect to the time evolution,
namely the cost parameter A is constant. We extend their case to the case that the cost parameter A
depends on the stochastic process of underlying asset price.

1 F

B2 R bEME D TEAITC OV TOREILS E SERBANLITPI TS, Z 2T, Lamberton-Pham-Schweizer([2])
ICEBERCEEEL, LV BRRBREDCOTCORFY A7 B/MUBBEIZOWTEET 5.

FREOCMKERE S ={S;te[0,T)} £ L, 74 V¥—F&REEM (Q,F,F,P) TEEIND bOLTE. ZZ
T, F=(Focict ThB. £F2, =22 L—AOMfi#E#ERE B={B,;t€[0,T)} £T5. IADIRLT, FEED
BB EHsERE X = {X, = §;t € [0, T]} TEHT 5.

)8 | fHER X et 3~ A F U A —LRIE Q LI,

EQ[X |Fi]=X:, 7>t

BT E O RERMEDC L THD. EY[ 1L, BEAEQ OL L TOHMFEERT. TLT, TOLIBRVALF LI~
IVBIENEET BT CRERERMEVPRITS.

Ffe, BEGRY KRHLTON) 2 0:AY: € L2(P),k=1,...,T L5 X5 RAFHBEG := {0,k =1,...,T+1} ®
ELHETH T, AV =Y~ Y1 EEHETH. BEIEEE 6= (0,n) 130 O(X) &, BEEEn = {m, k=0,...T}
MHRAEHBEDEL L,

Vi() := Orp1 X + i € L2(P) (1.1)

LEHSNDHEBGER V(9) 2 ¢ DEEBRLIES. 0 V(6) HREE X 23— ET5KR— b7+ ) HEEZET D
DEELZLND, AFET, BBIEMALEEIDIE, By KPR RSV y REHETHOLTSE. XVEECL, XIS
A—ZA€[0,1) IZH LT, (1-NXk, 1+N)Xe ZENETNFEEE X OBA K ICBIT2Ey Mtk 7X 7@K st
B. LZAT, 2T, ¥y F7TRZ AT Ly FIZEUTHENRZETIV (AL, A BEROBE) 25X THHH, EB
OFB T ZIIERERE X, WEREL THREBNICEEHTILEXNS. Thbb, BHEEICBTBRE Y FTRIXF
Ly RE A T BE,

A = A Xk)
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EFTRETHY, ZORBEROL ETORTY A7 R/MLBIBLEZEETIONEKRIDOENTHB.

BAC—EIOBBNCET 23R MRBETHEODIR MRTA—F ANX,) €[0,1) ZEHTD. £LT, sEH—HAT
H7-0 @ bid s & ask L ZNZI (1 — A X)) Xk, (L+XMXi))Xe CEETD (k=1,...,T). T5&, ~EDHK
BlTETSHEIL,

M — Me—1 + (Or — Ok—1)Xr + MXe)Xe (Or — Or—1) sign (B — Bx—1)
= Vi(¢) = Vi—1(9) — 0 (X — Xi—1) + M( X)Xk |0k — O—1]

1 O —0r—1 >0
Sign(ek - 9k_1) = 0 ak - ok-—l =0
-1 0 —6x-1<0

FREEOTR Y PEONIL>TRED. #oT, BHEaX G i3

k k
Cr =Vi(g) = D 0;AX; + Y MX;)X;|A6;]

=1 i=1

TERIND.
COERED S L CRETY RS BMUBBOBFE L BOWEREX bNEY. £, FMEFEFEREZUTOL Y ICESR
5.

EH 1.1, &M XHEREIT Fr TRIREREROEAE DY Ory,ir) T UTE2HEZTLOET5.
§T+1XT € Ez(P), (1.2)
H := 04 Xp + 77 € L2(P). (1.3)

LOEBILEE DOSITEFBREOERICHATHEHETIISH ), AEMICITEEOESRLEKRTHS. HIXIE, 3—
a7y a—VA T e vE I ORETEBRETRETSIZH,

Or41 := 0, fir := (1 + MXr))Xr — K)*

LEHETHIZEV. 22T, KIMTHEHEETHS. ZOFMFEHEREICHLT, ERA— M7+ VA R2EETZI L%
Ex25. Tiebb, HERR V(e) ItxLT, ,
H = Vr(¢)

BT o #EXB. bL, K=0ChiuL, k=0,..., T IKHLT,
Ortr = (1+AMXk)), m=0

ETREE VI L, R K #£0ThHD. TOEIREE, EOISCLTRBARR— M7+ VA E2ELNTL
AV

FO—HOOEHEL LT, R b bEDR— 74+ U A BEERZ CTEAMY/NELTE, LnHZedELbNh
L9, BEERCITEER— N7+ VA EBET I L TR E CIRBBa X M Cr(¢) ETIRDH, VATV ARk
TiE, BRAR b Cr(¢) — Cr(p) ZR/MMET B L ZEZBRETHD. £z, WP RIEETINER/METEREM
ZOVTHNL ONDOBRERH DM, LI<AVWONIFERTEHEARORETR/MET22&TH5. B,

mgn Var{Cr(¢) — Ci(d)|F:).
ZOEIREXFERFY A7 BMEBEIEL VS, 2 LT, COMBEOMRE R DEEIEIE ¢ £2RFTY A7 B/MEAEL V.

A 1.2, B& ¢ = (0,n) BRI R RAMUBETH D LBE+HHFHRMET, UTEWMTZLTHS.
(1) C(P) B=NF LT —NThHD.

122G, By RTRAZ AT Ly FLALSEROLERBIRAL SN, bHAABBIBRIRET A ERER L EMALER
{LHFHETHD [1]. HEL, TOERXTRBITZ2FHTE~v Y, B R 7 &/AMERREICE U CER LRI RS 5720,
2H A0, MUICHBESRR— 7+ VA E2EETHZ L THERT R LIZTE S,
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(#) BB ke {0,...,T -1} 1T LT, fpqr A
Var [Vi41(9) = Orp18 Xkt + M Xis1) Xns1/0k42 — Oigr| | Fi]

ERAMETDI L. ZIT, Oy 12001 AXkqr € L2(P) 23D, G4y Xit1 € L2(P) 22T Fi TRIRHERE
HThHs.

EFRNCR EOGBEEZANT, ¢ ZRDZILNTES. LHL, BELHESERINBGER, 6 CHTRNRMEY S
ABRDEBEZAND.

BE 1.3. 5% [-1,1] 1L 2HEEGEREAEOERET TRT. BB yecl &LT, k=1,...,TIZHLT,
X o= Xe(1+ MXk)ve)
’a’:fa‘;’%’é‘é. ¥, HOEE o= (6,n) IKXHLT, VT %,
VI =0 X +me

TEETS.
T3¢, BREROBEIUTOLIRSe T ICLoTHEBMTIONS. bL, vel &y :=0»>D

0, k=0,
vj = (1.4)
sign(6y — 05_1) + 0. L5, k=1,...,T

EEETIL, Zo v iz UTRER 6 1

_ Cov(AVZ ("), AXY|Fimn)
Var[AXY | Fre-1]

LB, ELT, TDXIR 0 IR LT, & e BEETS.

Ok (1.5)

EE. M 1.2 L FEHE 1.3 13 [2, Proposition 2] & [2, Theorem 6] IZ3W\\T, A 23 X IKFET HHB AR LIz b DI
RIET 5. EE 1.3 OFEFRD [2, Theorem 6] LFE L b D L2 Z LITBARICHEIND. 2¥5, BATY 27 &/IMEM
i,

Rk(¢) =F [(CT(¢) - Ck(¢))2 l]:kJ ’ k=0,1,..-,T.

2RES Z L RBKRT D, T [2, Proposition 2] IZL 5 &,
Var [Vit1(¢) — Or41AX k11 + AXpg1|0k42 — Org1] | Fil

BER/MET D 0 ERHETZ LI B, LEOSECREIERAICHE 0y KB L THREL MO L TErEE
) BiFoT, NBHBRIMTHDZ LEIZIEOR. #IZ, fEiX Theorem 1.3 EFERMICE L RB I BFREINS.
2L, 2] %5 &0 2R, EEOERITHEFTICARA TN I D, BBERRIESLETHD. KELERTI O
HeExs.

2 FEEAOEfRE

#% 2.1 ([2, Lemma 1]). b L ¢ BFAFTY X7 B/METHNIE, C(9) H~AF L ¥ —NTHY, Bick=0,1,...,T-1
LT,
Ri(4) = E[Ri+1(¢) | Fi] + Var[ACk41(8) | Fx]  P-a.s. (2.1)

BRR Y SED.

Proof. AROBRETIE, BABE, VAZBEL HIC 2] LERNERDN, T OWMBEOIEH IIEK ¢ ODRFTHES ¢ Ok
BOREFET ZDT, [2, Lemma 1) & &< FHRICTEARHAES. 0O
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FEHRZEM (Q,F,P) & F OWS o RE G C F #EHETS. £7, U, Y, Z 13 F-AMRKEERT U ¢ £3(P),
Z € L3(P),YZ e L2(P) =T b0 L L, RO

fle,w) = Var[U — ¢Z + MZ)Z|Y — ¢ | §] (w)

EEETD.
UT OREE 2.2, 2.3 1, 2] © Lemma A2, A3 IZHGT 5. [2] (0BT, A RERTH B M, BREH Z ICKELT
b A€ (0,1) DAEREL D, BUINHEERITR Y 2%, ([2] © Appendix D2 T OHEIL) &< FUEICEEH C& 3.

#iR8 2.2 ([2, Proposition A2]). Var[Z | G] >0 2 {RETD. O, IFLALRTO W IZHLT,
fe'w),w) £ fle,w)  forallceR
BT T G-FTRIRBEREL o BEETS.
WIZR % [0,1] x Q LBk g %,
g9(c,a,w) = Cov (U + N(2)Y Z5%°, Z(1 + A(Z2)5*°) | G) (w) — ¢ Var [Z(1 + A(Z)S™°) | G] (w)

TERTS. KL,
5§%¢ ;= asign(Y — c) + (1 — a)sign(Y —c).

772U sign & sign 13

—_— . +1 forz>0
sign(z) := sign(z) + Ifo=0} 1=

-1 forz <0,

+1 forz >0
sign(z) := sign(z) — I{z=o) 1=

-1 forz <0,

LEETD.
##% 2.8 ([2, Proposition A3]). Var[Z |G] >0 Z{HEL, ¢* IfE 2.2 THA DN LD ET B, Z DR,
g(c"(w),a"(w),w) =0  for P-almost every w
2T G- TRIRMERER o € [0,1] BFETD.
TIZWL DD ORERBRO TR RIET 5720, EERMBHERER XY 2 EHXTD.
B 2.4, B [-1,1] K& DEABREEOEME T THRY. ZOyeT IKHLT, BEXT %
X3 = Xkl + M Xe)ve)
TEHTS. B 6= (0,n) KX LT, @RV (¢) %
Vi (#) = Ok X} + mi (2.2)
TEETS.
BRAX:) €[0,1) RDOT, X7 bEXHATHY, ZEAELTHY, BABRICARZZ LICEETS.
EH 2.5 (EEMUYRY, FUHEEL—FF D). () B X REENY A7 THH LR, k=1,...,TIKHLT,

Xy <C  P-as (2.3)
E[AX? | Fi—1] = o '
BT CBEETDHII LRV, £ (2.2) 2 THR/IER C % Csp TET.
(@) y ET IR LT, XY OFEHHE b L— KA 7@EB LI
L (BlAX] | Fi-1))®
4 Var[AX] | Fii]

Y .
Kl .-—



HEEMSBREICKE TORBIBAZES Ay PEIORFHTY 27 &ML &Il A= Il RIT) 55

DZEEVS. b LK) B P-as. KARTHNIE, &TOI=1,...,TIKXHLT

. (BIAX] | Fi-])?
- ! < -a.s. 2.4
AR = Valax (7] =6 P (2:4)

W TRAEEE Cyvr(y) TRT.

W 2.6. X PEBMY R THDELRETSH. ZO, RBRRD L.
(1) &TDOyeTIZH LT O(X7) D O(X).

(@) k=0,1,...,T ££TD y e LEBOEE ¢ l2xt LT V) (¢) € L2(P).

(i#) k=0,1,...,T EEED 0 € O(X) KX LT, 841Xk € L2(P).

() k=0,1,...,T LEZEDEIE ¢ IZx LT, Ciu(g) € L2(P).
Proof. X7 ODEEID,

AX] = AX + Ve A(XeA(Xk)) + X1 A (X k1) A% (2.5)

B,y DERMEL D (4) 1X (64d) LVREDS. V7 (¢) DEZE LY,

Vi (9) = Vi) + MXk) k041X

THY, (1.1) ZREVD & (i) 25 (46) HED. 22X MEE C(o) DEELY, k =0,1,..., T ZHLTBRy %
e = sign(Abk41) EEERT D L,
ACK(¢) = AVi(¢) — 0 AX e + M Xk ) Xi| Ak
= Ok+1 Xk (1 4+ M X )ve) + 1 — O Xe (1 + (X )ve) — 7k
=01 X] + e — 0 X — i1
= AV ($) - BuAX].

(2.6)

BEIIFAFHTHY, ye T THDIDT, (2.6) & (1.1) £V, () X (1) & () LVRED. XoT, HLiX (45) 2EIE
vy, Zhid[2, Lemma 3] &EHRIC, UTOZ bbb, € O(X) ThHY X BEEMIRI THEMD,

Xi

B0 X2=E[6 AXi1)? ey
[Oers X)) = B | Ornn AXor)” prazz 7]

< CSRE[(9k+1AXk+1)2] < 00.

O

@il 2.7. X PERRIEYHE IV —FET T THYVMORENY R/ THEHETD. EEERy e T 2EEL, 80D
k=1,...,TiXLT,
Var[AX] | Fr-1] > e Var[AXy | Fi-1] P-a.s. (2.7)

ERETEO e > ORIET B LT 5. OB, XY BERFEHSM P L—F+F7ThY, O(X7) = 0(X).
Proof. ¥7, (2.7) 2 bid X" BEREHHH b L—FFT7 THBZ LEFRT. (24) &9, FEDOk=1,...,TITHLT,
(B[AX] | Fr-1])® < CVar[AXy, | Fiei]  P-as.

BREEE NI+ TH S,
ZZT,

AKX Xe)] = IMXk) Xk — MXk) X1 + MXk) Xr-1 = M X-1)Xr-1] £ |AX3] + 2| Xp—1]
DT, (2.5) &Y,

(AXT) < 2(AX%) + 2 AA(XR) X0)) + 2(Xk- 1 A (k1) Ay
< 2(AX5)? + 4(IAX K + 4| Xe-1)?) +8XF_,
< 6(AXk)? + 24(Xp—1)? ‘
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BELY L2, #iC, (2.3) & (2.4) XV, WY L.

E[(AX])? | Fro1] < E[AXE | Fro1] +24X7_,
< CE[AX | Fii]
< C(1+ Cuvr(0)) Var[AXk | Fie-1],

26 LV, 0(X) COX) DT, O(XY) COX) ZREIE L\, B8 X7 ILEABER2 DT, Doob SEMNTEE
LT, £ Doob #f#% X7 = X + MY + AY L ¥5 &,

9kAXZ = GkAMZ + okAAZ = ng[AX,Z I fk_1],

Var[AX] | Fr-1] = E[(AM)? | Fr-1].

B XY IERFHSE L — A7 ThHINE, (24) £V 0eO0(X) &, 8D k=1,..., T I LTAM] €
LY2P) THBHZLIIRAETHS. AHROZERN, X = X0 X LTHEY I, EOLD, £EDOk=1,..., TRl
TOAM] € L2(P) %,0 € L*(M") £BLZ LT3, bLOBTFRTHY (2.7) THHL,

E[(6:AMy)? | Fre1] = 02 Var[AXy | Fr-1] < %0,% Var[AX] | Fi1] = %E[(GkAM,:’f | Fr-1).
Bz, LA(M") C L*(M) B8R Y 32, T7hbb, 0(X") C 6(X). O

HE28. bL,EEDEk=1,..., TIZHLT,

[ Eix?|Fi]
— = < -0.8. .
N max Fey 50 o (28)

B D ST, (2.7) bRABICETO ye T IR LTe=1-6 & LTRY IO, 12, bL X REREHHE L — b
TTHYVEBWY R7 ThHY o

4 max AMX%)? 1 4 2Cmvr(0) + 2Csr(1 + Crvr(0))] < 1 (2.9)

Rt L, (2.8) 3N 5.
Proof. &M+ & 45580 Fro -T2 E#HET 5 &, Cauchy-Schwarz DREKR LY,

Var[AX] | Fie—1] = Var[A Xk + MXx )Xk | Fr-1]

.....

NEIND, y OFFMELY, (2.8) ZAVD L,

(52
] <
| Zi 1]"4maxkeo 7 MXr)?

.....

Var[ys X& | Fe-1] < E[vi X7 Var[AX | Fi—1]

Bbons, Thx, 2.7 Ne=1-§ Tt LTHEDY L.
(2.9) 25 (2.8) ZEZ H. (2.3) LV RV LHOFERA:

Xi_1 < CsrE[AXE | Fri]
RUF(2.4) £V R Y IOFER:
E[AX} | Fr—1] < Var[AXk | Fe—1](1 + Crvr(0))
v,

E[X} | Fr1] = Var[AXy | Fre1] + (Xp-1 + E[AXs | Fi-i])?
< Var[AXy | Fee1] + 2X7_1 +2E[A X | Feoi]®
< (14 2CumvT(0) + 2Csr(1 + Cumvr(0))) Var[AXy | Fe—1].
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3 FRROFEH
B 1.2 DA, FE2.1 X9, bL ¢ BREAY X E/MERERD C(@) I~ AF T —nizizd. b L, C(g) BT
V-G, (2.1) & Clg) DERICL ST,

Ri(4) = E[Ri+1 | Fr] + Var[Vi41(¢) — Oet1AXkq1 + A(Xit1) Xet1|0k4+1 — Ort1| | Fr] (3.1)

Bbnrsd,
4 ke{0,1,...,T-1} 2EELT, ¢ 2Rk TO ¢ ORFEETHILTEL, RABRBOERLY,

Cr(¢') ~ Cit1(¢) = Cr(8) — Cr41(9)
BIRY L. C() WeAF L HF =Tl B LN RED S & THE, RARY L
Ri(¢') = E[Ris1(9) | Fi] + E [(ACk+1(¢))* | Fi] - (3.2)
4 (1) & (i) BIRET 5. ¢ 1IEA k TD ¢ ORFTESHLEND,

Vir1(9) = Vit (d),  Okqz = Ok, (3.3)
Fhp iz,
ACk11(4") = Vi () — Va(8') = Oy 1A X k11 + A Xkt1) Xns110r42 — Oy
EoT, (21), (3.1), (3.2), (i) £V,

Ri(¢') > E[Ri+1(¢) | Fi] + Var[ACk+1(¢') | Fi]
2 E[Ri41(9) | Fi] + Var[ACk+1(9) | Fl
= Ri(9)
B2, T, ¢ BRIV A7 B/METHDZ EERLTVA.

W, d BRFVAIB/METH D L 2R/ETS. FE2.1 &0 (1) YLD, (2.1) & (3.2) 2T 5L, £ED
fk'EJ"@lJf:ﬁ 6;c+1 & T’;c ‘:%LT,

E [(ACk1(9)* | Fi] 2 Var[ACk+1(9) | F).

BT, B FEELT, E[ACk(¢) | Fal =0 ERBIDIT, 7 HBR. ZOHE EORERD ACk () & (3.3) &
BHBTD L, (i) 285,
0

T 1.3 DFEH. HAREINEICE 5T, 05y = Opq1 ZIBZTETFHBR 0° OFEL, RO (a)-(e) 23, (a)(b) IZoW
T k=0,..., TIRLT, (c)(d)(e) oW Tiktk=1,..., T LTV IDZ & FFEHT 5:
(a) Oip1Xx € L2(P).
T T
(b) Wi:=H~ > 0AX;+ Y X;|A65,] € L2(P).

j=k+1 j=k+1

(c) EREH v, % (1.4) TEBELE DO LTS, ZOR,

_ Cov (B[WE | Fil + MXi)ve Xebip, Xa (L + M X)) | Fe-1)
Var [Xe(1 4+ MX)vx) | Fr—1)

BT X D72 Foo-FHAIZRTEREH 6 € [~1, +1] BEET 5.
(d) 0;AX; € L2(P).
(e) 6313, 0 AXk € L2(P) & 61Xy, € L2(P) TS Fromr-FIRIRFERLER 0), (2HOWT,

6%

P-a.s. (3.4)

Var [E[W; | Fi] — 06 AXk + M X)Xk |05 41 — Okl | Fre1]

ERMETHLDOTHD.
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hREhdé ot %
e = BW{ | Fi] — Or1 Xs for k=0,1,...,T
EEETDEL, ¢" = (0",7") ZRETY R JAMLfR L 72D, EBE, n* THFALLITESERICZRB L, (b) &Y 65, Xk +1f €
LEP) boMd. n* & Wr ODEZBICED, Vi(¢*) = E[Wy | Fi] 29 C(¢*) BRAFUF—NITh D, Zhik, 48
1212k, ¢* IERETY R B/MUAETH D, Ei, n* OEBRIZEY

EWE | Fi] + M X )ve Xe0ipr = Vi (87),

Mz, (3.4) #EET DL (1.5) BRED.

LT, (a)-(e) ZRMEIZE o TRED. bL, 07y :=0rp LEHETDEL, (1.2) & (13) £V, k=T IZHLT (a) &
(b) ALY 3.

G, (2) & (b)) k=7 ORBRIZERVIDLIETD. ZOR, (a) & (b) B k=7—1DRRIHEY L, EiZ (c),(d),(e)
Pk=j ORICHRYT D Z EETRED. B file,w) & gilc,o,w) &

file,w) := Var [E[W] | ;) = cX; + M X;) X105 41 — c| | Fj-1] (W),

93(¢,0,w) i= Cov (BIW] | 73]+ MX;)X;0541 58, X;(1 4+ AX;)87) | Fi-1) ()
CEETD. LEL,
i) := aslgn(841 — ) + (1 — a)sign(65 41 — ).
HE22 LHE23 XV,
[ (6} (w),w) < file,w) P-as. for all c, (3.5)
gi(6; (w),0f (w),w) =0  P-as. (3.6)
BT Fo-TRRRESEE 67 & o) €[0,1] AHET 5.
TITC, 8 =20 ~1 LEERTDL,
S}a;,G;) = sign(6j41 — 6;) + 5}]{9;“_—_9;} =y;
LD, (3.6) BEES B L (3.4) BRD . BT (c) BRI
WIT (d) B k= j ORICRRY M OZ EEFRE). BB yeT kv =v; 2B THEEOBRERL L,

W} = E[W; | F5]+ MX;5)vi6541

TEETS. k=] OB () & (b) ARV LODT, W) € L2(P) BBV I, KT (3.4) HRDL H KEXRLS

na:
. Cov(W},AX] | Fi-1)

I Var[AX] [ Fi-]
Cauchy-Schwarz O FREX LB 2.8 LV,

Var[W | 1)

E((6;AX;)°) < E [m

Blax} | im|

1

? j—1
< Lo [otowyy? | 51 1 5o

Var[AX; | Fj-1]
< 21+ Cuavr(O)EIW])?] < 0.

Lo, (d) 2 k=) OBIZIRY M. BE X BREEHY A 7D, M 2.6 ERBHIT S L 0;X;-1 € L2(P) Kb
B, Zhiik=7—10K0D (a) It bV, FRFIC 0 X; =0;AX; +0;X;_1 € L2(P) bbh5.
b L0 2 Fo-TRI»D 0;AX; € L2(P) & 6;X; € L2(P) 2T &¥5E,

Var [E[W] | F;] — 0;AX; + MNX5)X;10541 — 03] | Fi-1] (@) = fi(0;(w),w)  P-as.

MY YL, TRSZIC k = j DEED () BHRY S0, BEIC, k= j DB (a), (b), (d) BAY I, 03X, € L2(P) &
»T,
W1 = W} — 6] AX; + \(X;3)X;16541 = 65| € £L2(P)

Bond. 8z, (b) 25k =j — 1 OBFIZAL Y 3L, JFERIC L Y EBRITFERA S h i
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