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Variable meshes — variable interval hedging
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E(Error?) ~ —f Ef dt, EN, = nfOTEG(t)dt

Minimum variance:

Minimize E(Error?) under the restriction EN< C
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(Proof: use Cauchy-Schwarz several times)
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Minimum standard deviation — not solved (but
"min var” better than “no bad day”)



An extension

B = (B;;1<i<d) Brownianmotion, {H;; }adapted
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Brownian motion
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Extension to ct. Brownian semimartingale immediate



SDE, variable meshes
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Black-Scholes, European call option, strike price K

ds(t) = uS(t)dt + ¢S(t)dB(t)
dR(t) = rR(t)dt

No bad days:

g 5@ | (14271

0(t) = p(——7=—")* “*SO(K* (T — 1))

Minimum variance:
logS(t)

+ r+c’—2 (T-t)
0(t) = p(— (F) ) 6 S/ (KVT=D)




Portfolio hedging — compare simultaneous hedging
with individual hedging

Restrict intervals between hedging

Simulation to investigate properties straightforward
-- simulation error can be evaluated
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