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J7 R

APy(t) = Po(t)r(t)dt,  Po(0) = 1. (1.1)
Tt ()R g I Z0e R AR 2. 5 APl gt 7= 02 B il 1 ARG 8 7, FRATIAR 2 IR, i %1l
MR P, ()RR, i =1, d, e ENIFERZIX TE][0, T3 2 a0 F I BENL 2 77 72

d]DZ(t) = Pl(t) <bi(t)dt + i O'Z'j(t)de(t)), 1<i<d, PZ(O) =p; € (O, +OO). (1.2)
j=1

TR, W) = (Wat), -+ Wa(£)*,0 < t < T (x5 ) 511956 ) o 5 AL 10
FTEAMER(Q, F, (F)o<t<r, P) BRI —Ad4Ebr#EBrowniz ), H (F)o<i<r A Browniz
BV () A I AR i () B b IS 0 38 TR, oy ()R o I8 0 b 138 3 3R
¥, pi > 0K SRR S ATER A ATb(t) = (bi(t), -+, ba(t)*, o (t) = (045(t))axa, 0 < t
< T. wb(t), r(t), o(t), 0 < t < Tl PR H: EF20(), r(+), o(-)N[0,T] x QL
I (F)o<e<r TP RTDIERE; I F2E0(), 7(), o()TE[0, T x QEZ&—SUHT FH1; XV (t,w) € 0,7
xQ, FiBEo (t, w) Mo~ (t, w)AFLE, JFELAE, T] x Qe —E0f G, AT el BB, 1, 4
KT RO () £ 07 ()b() — r(VIHELD, T) x QL ST, kL Fe

Zo(t) & exp ( - /Ot 0" (s)dW (s) — % /Ot ||9(s)||2ds), 0<t<T

MR EEP R 8 58 X Fr L SPEMN LRI EEPO: PO(A) £ E[Zo(T)14], A € F(T).
I /1 Girsanov & B ([7]) F17E MM PO R,

t
WO () 2 W) +/ O(s)ds, 0<t<T
0
H— A hrtEBrowniz #)). & XL il
s 1 !
Bo(t) = 0 = exp ( — /0 r(s)ds), 0<t<T.
W T AN 22 2 2 M IR IBEZ A SR Bo () P (+) Wi 2 N R B AL 23 7 7

dBo(t) Pi(t) = Bo(t) Pi(t) ,dl oi;(AWV(t),  Bo(0)Pi(0) = pi.
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7 5K B 1 G Bl T 35 70, A7 R 22 A OB R 8 2 A — R, A R 82
TR 2. Bty 2005 3KOR) 2620 R(6) FF s e 2 an MR He: R(+)72[0,T] x .k
) F)o<t<r TP AT RS R(t,w) > r(t,w), ae. (t,w) € [0,T] x Q; R()LE[0,T] x Q. F—
FAER. R, AR, w) =r(t,w), ae. (t,w) € [0,T] x Q, FRATHFRE R TTIHTCEELE.
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EX 2.1 — N F)o<i<rTEP T FEr 2 [0,T] x Q — RIFRI—AIRERRE, W
%/OT |7 (¢)]]2dt < 400, a.e..

EX 2.2 —MNF)o<eerMEFATIMILFEC : [0,T] x Q — [0, +oo) ¥k N iE BiTIE, W
RC(0) =0, C(T) < oo, a.e., I H &ML IEAT I A Rz 1.

EX 2.3 AT XN R ENE (r, )RV B 2 € R, 25180 BN 77 78

mi(t) d +
dX(t) = ; B AP0 O + (X(t) -x m(t)) r(t)dt
- (X(t) - gdjl m(t))*R(t)dt
= r{H)X(H)dt —dC(t) + ( )((b(t) —r(t))dt + o(t)dW (1))
—(R(t) - r(t)) ( ) dt,  X(0) == (2.1)
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7 FR(2. 1) 2850 3 SIS ST 55 000, s (8) B 7% BV 6 6000 205 A S5 I 2 10 o {1,
d
i (6) o FVFIUA LI, X o I B AR S, X (8) — 3 s (6) R B0 3 ¢ % HE A £
i=1
B I, HL B B 2 7% LA 3 8 3 7 LR () 17 2, HU S I 2 75 LA RV R R () 5 8 T
d
(2. 1) SR (1) SR B 2 20 RO 7RSS 3 (i (1)) P () A P () 27
d
P8 I 2 P A 117 (R (X(t)—zm(t)> (&) At I 20 ph 7T 3 1
=1
d _
BRI (X(6) - Som(t)) x ROAFR A TR I 3 b B a0 ()%
i=1
ST 2 ph T30 2T P PO B . R TeO TR A 2.(17)), 7R (2.1) T LA

/ﬁo )dC (s /ﬁo ))(X(s)—zd:m(s))_ds

=1
= x+/ﬂo O(s), 0<t<T (2.2)

N T B RSGETE, AT SIS EZRBEHLE () = (p1(), -+, pa(-))FIN(-) =
(N1(-), -+, Na(*))

mi(t)
pi(t) & X() X =0 i=1,---,d, 0<t<T, (2.3)
0, X(t) =0,
s mi(t) -
Ni(t)—Si(t), i=1,---,d, 0<t<T. (2.4)
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EX 2.4 FR—RHBHH WK (7, C) R T YR Ee € RIER VR, WRAFAE—
AR BEHLAE FA, B A Hp > 1, E°(A)P < oo, HIEX>™C(t) > —A ae., VO < t
< T XA R TR & iR mT FOVFBETE I 2l S0 (mr, O) 14 Rd 1 Ao ().
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WK K ZERT EWAN I, Ky n K_JE2%, Ko BF RS, B TR, € Ky,
p_ € K_, Wit &AM

K+? 7> 1,
1o+ + (1 —=7)p- € (2.5)
K_, v < 0.

AT R SCVFBE TR 2l S A i FR A

Alz) £ {(r,0) € Ag(x)| 1E {X"™C(t) > 0} L, p(t) € Ky;
7 A{X®™C 1) <0} b, p(t) e K_, Y0O<t<T},

Fop(-)2(2.3) 2N R BETE LEAY. A0 IX Tl ) SC V7 45 5% 11 2 SO AR A () (1 T 37 46
A((11) (1.2) (2.1)AM(K).

T EATI I FAEAR SRR BB - K 5K SR, - K 1508

BRECRO(z) £ sup (—p*x) : RT — [0, +oc], HARGE LHMAK £ {z € RYé(x) < oo}.

pEK

FT v 40 BT 0 801U B 6 S 4 R B8 () g A I TE 55 0K I 35 o™ R B (2 L [8)). BER S 4% R 8
K6 (), FATR0E I K, ) (6] o i 7. 250 4 A (2.5) T AARAE 7.

K=K, 0@)+6@x) =0 Vzek. (2.6)
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5l 2.1 HFORIS RG], MK, = K = RY K ={0}; £K I, 6(-) = 0.

Bl 2.2 BEEAHERE: W T HE I m AR T AL S, T <m < d-1,
MK, =K_ ={pcRYp;=0,Yi=m+1,---,d}, K={x € Rz; =0,Vi=1,--- ,m};
fEK L, 6() =0

5l 2.3 *i‘fﬁm El]tpl >0,1<i<d MK, =][0,+00)!, K_ = (—00,0]% K =
[0, 400)%; fEK |, 6(-) =
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d
il 2.4 AFFERE X () — 3 m(t) >0, W)

@
Il
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d d
Engl}, K—:{PERd Epzzl}a
=1 =1

K={zecRry = =x4<0}; fEK L, §(x) = —21.
d
il 2.5 AEEKBRE]: VO FEAIESE > 1, FX2™C@4) — 3 mit) > —kX5™C(t), a.e.,
i=1
vo<t<T, W

K+:{p€Rd

Zép@- < k} K = {pe Rd g:lpi > k:}

K={zeRYz = =24<0}; fEK L, §(x) = —kx.

§3. EXREWNIAI L TEHRENS

EX 3.1 iE—ANIEGBENEB 1 [0,T] x Q — [0,00), &4 (Fp)oc<r-if ML,
A S, I HARTE S S e > 1, @?%E[Oi?ET(ﬁo(t)B(t))ﬁ} < oo, R FIZBE LA
(TR RS 2 IR — 19 [ ST A RS W SAEATATIN 2 € BT I% 4 ], U 343
W25 B(r), T, ZER 2T B(T). TAVRRTIS %) BN 21, B() Ml aiid /2. 5
H o R I T [0, T) (K I 4 4.

FAUT[3)2e AR RS BOTETTIHM ()P b FEWHRA A 4030 5 S

hop(K) £ infUd

2 inflz > 037 C) € Ay (z) s.t. X3TC(r) > B(r),V7 € ¢}, (3.1)
hlow(K) £ supE
2 sup{z > 037 € ,3(7,C) € A_(—2) s.t. X =C(#) + B(7) > 0}. (3.2)
N E}:l

Ay (z) 2 {(7,0) € A(z)|p(t) € K4, X*™C(t) >0, a.e., VO < t < T},
{(7,C) € A(z)|p(t) € K_, X®™C(t) <0, ae., YO<t <T}.

H T V5 g (K Rl o (K ), AT 555 NG BY B TC S B i 3202, 52 X
H oA {v L [0,T) x Q = K|v K {FYocrer M7 ATIIEA,

o oswp u(tw)] < +oof,
(t,w)€[0,T|xQ

y £ {M: [0,7T] x Q — Rd‘,u N AFo<e<r TP AT,
Hp=p=-=ps>-(R-r), ae [0,T] x Q}.
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RV (v, 10) € M x Y = DI LIRS0 5 BT M,y A7 R0 XU B R R 58
77, AT RS T RE 53 53

dRyU(e) = FeU)(r(t) + 0(v() — m()dt & PP (r@# (e)de, — PyH(0) =1,

d
AP = PUR)((bilt) + wilt) + S(())dE + 30 o (D)WW, (1)
j=1
& PP+ S o (AW, PA(0) = pi
j=1
Wi (-), 21 (), o ()i M, , I EHAZE | RS2 R~ R L TR 18 R AL
TEERT M, , 1, & GBI 7 1 7

Buu(t) =

1 t
prig =0 [ [ () +80(5) — m(s))as].

PR T i

Zuptt) 2 exp [~ [ 0,000 () = 5 [ 16,050 1Pa],
WWM@éwwo+/%wgm&pwmyéaaﬂrn% A€ Fr,
0

I H Girsanov i B AW () () ZE AR R EEPYH R ) — b dEBrowniZ ). XY (v, u) € DiE
X

Up,u(0) 2 sup B[, (1) B(7)],

Ve U, ,.(0), 2 inf U, ,(0),
(;BED 1(0) vE 1(0)

)?z/uu,(t) = ﬂwlt(t)ess ngET EVH(68y, . (T)B(7T)|F(1)].
X(t) 2 ess inf )A(,,’H(t), X(t) 2 ess sup )A(,,,H(t).

(vw)€D (v,n)ED
FErPEPHRIRAE R R I JEPY R SR A= W ol 92 XA 2 BCaR R b v 1 0 2148 (2 L3
HR[O]) U, 0 (0) 12 36 3% S W28 B () 1 T B B 4 R T 90, P 1Y AP 0K, (2B
7E(0, T) LA i 4.

5138 3.1  WREX()BALELAEIL, 1 HXY (v, 1) € D, By () X () &P ik,

UER AT HISRABLT- SR 3] [5][6] 5 VA ZRAT, BR A e, IE 2 s,
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EHE 3.1 e M (K)H, LARERGB(-) 1 LSRR E O

howp(K)=V = sup U,,(0)= sup supE""[3, ,.(1)B(1)].
(v,u)eD (v,p)eD TEY

WY < oo, WIAFLER VAN W3S (7, O) € A (V), WX V7C(1) = X(r) = B(r), V7 € .

EB: AV (K) > V. W1 R by (K) = oo, MIARZEX HRMAL. Fhay(K) <
oo, MI(3.1)R P IEAUAES . MY 2 € U, BUITE UIEAER, O) € Ay (z), XY T €
o, X=7C(7) > B(r). TR (2.1) FTtoReA 2 Xl 15

Bypu(t) X7 /ﬁw )dC( 5)+/0 B (8)X5TC (5)(8(v(s)) + " (s)v(s))ds
JUPS s d _
—l—/ﬁyu s 71'* (s)u(s)—X* ’C(s)ul(s)—i—(R(s)—T(s))(X ' ’C(s)—zglm(s)> )ds

= x+/ﬁw 77 (s)o(s) AW (5),  0<t<T. (3.3)

, gt x=m0 (1) = 0,
HUREEE e el (7, C) € Ay (2)F1p(t,w) € Ky ae. [0,T] x Q, AT HI6 () (¥ 58 S50
S(v(t,w)) + p*(t,w)v(t,w) >0 a.e. (t,w) € [0,T] x Q. (3.4)

EEEOEIUQZMQZZ,U@ZT*R%H

> 0. (3.5)

DRI £ (3.4) F1(3.5) A 742 (3.3) A AR A PYH JR s sk, AT A P+~ i T2 ph T I i 21 ie
CIES
o > BB, () XPFO(r)] > B3, (1)B(7)],  VYrep.
Milithz € U, T € ¢, (v, 1) € DIATEEME T hyp(K) > V.
N HRUE I hyp (K) < V. WHERV = oo, 518 WARMAL, 47V < oo, HHDoob-meyer 4} fi#
R R ER FRAT T AT AR5 | BE3. L (P #- 83, (1) X () IR

ﬂv,u(t)y(t) = V+ Mv,u(t) - Av,u(t)

t
_ v / G () AW (5) — A, (1), O<t<T.  (3.6)
0
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Hrpap, 20, T) x Q EWUE T R (Fe ) o<e<r AT AT I Ik 72, H/T ”wz/,u(t)szt < 00 a.e.;
Ay S SAELD, T x 10 ELT A7 s B 100 5 () )orcr e S ML ER, T FLA 1 (0)
=0, A(T) < 0.

H1(3.6) Filtosfe i 2 13

By (X () = dmp{A(&Mﬁ)—ﬂM@f+w@)—m@»%}@ﬂwX@)

- wp{Aw@@»—aﬂ@»+wua—um$mﬁ
B X OO@E) = 6A®) + @1(t) = pur (8))
05, (B0 () + () = A(E) — p(t)dt
= dAy(t) + 05, (AW A (1)) (3.7)

WO, ()X (-)ADoob-meyer /) fift,
B ()X (1) = Y3 L (AW N2 (£) — d Ay, (2). (3.8)
5 (3.7) b 15
t t
wwawwg/wu@»m@»uzwwu»wg/ww@»mwmmémm (3.9)
0 0
WA (v, @) . 5 AR () = (71(), -, Fa())™
(1) 2 Py (o~ (1), 0<t<T. (3.10)

T

WART () =2 (Fp)o<e<r T 7 7] ML 7, ﬁfFH/ |7 (®)||2dt < oo, MITIT(:) A LLEAE— DK
0

SIS RE. o Rl R

) 0<t<T. (3.11)
WI(-) T AR I S (k4 5 L. H1(3.9)(3.10) (3. 11) FBEH LI Riap,, () AT A 7R B

#i#(ﬂ==1%(®J(@)exp{tlf0u6ﬂ5048»)d8}ﬁ*@)0@)==ﬂuuﬁ>%*@)0@) (3.12)
H(3.12) RN (3.7) P 5 (3.8) b [ 43

PYM(t)d Ay (1) — X6 (t) + 7 (v (t) + 5 (8)u(t) — pa (1))t
= FpP(t)dAy,(t) — X()[BA®)) + 5 (DA[E) + 5 (D)e(t) — o1 (£)]dt
dg(t). (3.13)
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Wg(t) 5 (v, p) Tk, FEEL—AFENEFEC() : [0,T] x @ — R

t d _
C(t) 2 g(t) - /0 (R(s) () (X(s) = Y. Fils)) ds. (3.14)
i=1

BB = 0, 1y = (r — R)1 e () /j%ldmﬁ)o<t<T T

{$72x)
SO ()M E LRI I EUF) o< T8 F TS FE. HC(0) = 0,C(T) < oo, MIfi
C ()T LLBAE— AN B 7.

H1(3.13)(3.14) FNBENLIE FE A, |, (+) PT AZR 7

/ Bual0C06) + [ X006 + 5 (5
d —
+ /0 ﬂw<s>(%*(s)u(s)—X<s>m<s>+<R<s>—r<s>>(X(s)—z 7i(s)) )ds. (3.15)
PO T SR [4] 1 6. 201 74 o BLE W — AT AR 4V (v, 1) € D,
S(v(t,w)) + p*(t)v(t,w) >0, a.e. (t,w) € [0,T] x Q. (3.16)

MTT EH (5] I ERO. LR i i Aim (t, w) € K ae. [0,T] x Q.
K (3.12)(3.15) 1R N (3.6) A] 1

dB,, ()X () = AWy (1) — d Ay (1)
= = Bou®ACW) = B (DX (OOWD) + 7 (B)w(t)at
_ . d —
— B (FEOp(t) = X () + (R = () (X(0) - Fal) ) at

+ B (X ()" (Do ()W P (1), X(0)=V.

FERHBE (v, p) = 0, IS

%\
(=]
=
—~
~
S~—

dBot)X(t) = —Bo(t)dC(t) + Bo()7* (t)o(t)d
- d

— B (Rt — () (X(®) - L m(1) . X(0)=V.

T 1 (2.2) 38 T XVAC () = X(-). THI(3.16)38401(7, C) € AL (V). HFX()>B()>0,
(1) = X(7) > B(1), V1 € o, IV € U, hyp(K) <V < co. & I #HIEI ¢

Mg S A ARER R I B IMEA RS 1R A 23 5
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513 3.2 WV < 400, oy £ inf{u € [t,T)|X(u) = Blu)} AT, 0 <t < T, WQ, ,.(t)
£ Bt Noo)X(tAog), 0 <t <THP,,~ N8 I HEFX (tA0g), 0 <t < THAHER
WAEIE

EIE 3.2 ERiIM(K)F AR ER LB () N E R A% A -

hiow(K) <v= inf U, = inf supE""[3, 1,
: ( ) (v,u)€D M() (Vﬂ)EDTeg [ﬁ N( ) ( )]

XAV < oofllo = OB, WY < oo, W A7 AEHE W 9 5l (7, C) € A_(—v)ff
H—X"7%C(g0) = B(oy).

UEMISAL T2 #E3.1, BRT AR, Uk 42 s

84. EAREWNBRILENMIEXIE

P — 2T, AT A T 4 SN, LI 67 ) 52 S 5 0 £ R A
O LA TR B 2 R, JEIN R e e A RO 2. By e A7
RIS, MK AR, % A M (), R R A B () L
R L

X 41 Yu M(K) R AR B() = 02U fr i, Tf18 = 64l
(M(K), u, B(-)) P EEFRIHLE, i FEF 512 oA — A s

(i) TP R € (0, u) BB B0 (7, O) € A, (), WA X27C(r)> B(r), V7€

(i) B M > wl BET € oRTREE I B (7, C) € A_(—2), X270 (7) +
B(#) > 0.

ok 2R ()R () 265 T S ST 5 WL, 065 b, R ), 6 o B A
ST AR — ORI LA Kt th 35 2o R SR B (), [ I LB 0 Bt . DB 3
BAWG(,C) € A (o) TR, TR RIOBL G — e NHUAT, R RSB
tir € HEIAT, Jﬂuaﬁx C(r) > B(r), 7 W % (R IIB(r), T LA 3 1
s — ) xp / at) + X*7C(2)  B(r) > 0, Wil 4. LB )
i — 5= AR, A0 AT 7 A A R L2 13 R S A 0 A 120
HEF.

FHTRATL 0 () 25 2 S A3 B () I TSR s X

B 4.1 Bu > OYM(K)THELAREREB()1EE = 0N 2Bk, W R e
[Pow (K), hup (K], (M(K),u, B()A= BRI W € [how(K), hup(K)], (M(K),

B()FAEERINLA.

BT 0, 140
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85. EXNFKRANM L TEHRRE

AR T 0 22 43 1 2 B LA BRI T 0 M (K)o, BASE SR kOB
{9, P52 3. R 3. 200 465 5Lt thy B R QL0 H 10 s B st o

BRAFHIBNB() = (P() — q)F, Bl B() RSBR IR R R, @it
Fs.

SI38 5.1 WM (K)H, — K, 303806 ()il /2 5 1F

—1<6(z)+x <0, Vee K, HH0<1< +o0. (5.1)

I)_I\UXTJ‘V (Va :U') € D7 ﬁl/,,u(')Pi(')j"jPV’u"F@h i(i_FﬂﬁXj‘v (V7 :U') € D7 5l/,u(>B() :/BV,,LL()(P’L()_q)Jr
Y PYH-TR
MERR:  HHItoafeFR A UnT 4N
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Pricing American Contingent Claims with Frictions
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The paper addresses the problem of pricing American Contingent Claims (ACCs) under constraints
on portfolio choice and a higher interest rate for borrowing than for lending. In this paper, the formulae of
the upper hedging price hyp(K) and the lower hedging price hiow (K) of an ACC is derived by introducing a
family of auxiliary frictionless financial markets. Furthermore, the arbitrage-free interval [Riow (K), hup (K)]
is identified, based on the principle of absence of arbitrage. In the end, for several concrete constraints on
portfolio, explicit computations or estimations of the upper hedging price and the lower hedging price are
carried out in the case of American call-option.

Keywords: Contingent claims, hedging, frictional markets, Doob-Meyer decomposition, equivalent
martingale measure.
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