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Optimal hedging strategies with transaction costs and price limits
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- WwREEREBHBILE - AT portfolio can be achieved by
MR RE > B hAAWHE M K continuously adjusting the hedge
Z B BEBRL R MR AT AY ratio  (delta—neutral  hedge).
B BRI 2 G ABHAEBEIE However, in a real world, the
£ ZH A AEPRREEE - £  transaction costs invalidate the
EEFH - A4 N EBIRETHA Black-Scholes arbitrage argument
R 7%t Rk RS > £5 K%KiEMR for option pricing,  since
BT BB TEAHBEFENHHEY continuous  revision implies
a8t 4R L% 44 Black-Scholes infinite trading. The infinite
ERMOXAEATFTRAR  LABELEM -  trading will induce a huge amount
T EEBSHMAFEEHBNSEME of transaction costs. Hence, the
WK LREZEM - AHAFHEEE  hedgers are in dilemma. They face
HAEESRAEXSAARBRBEEZSREH the trade-off between  the
FoRAEHBER RS 0 BAMEL  transaction costs and the hedge
ERE AR R P44 > HBBWH  error that occurs from the discrete
ReE b T154T » A4 B M Monte- revision. The purpose of this
Carlo Simulation & & E### % £ project is to develop an optimal



hedging strategy for security
firms that issue the call warrants.
The regulation of 7% price limit on
Taiwan stock prices is also taken
into account for setting the
hedging strategy. The Monte Carlo
simulation approaches are used to
compare the performance of
different hedging strategies.
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