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Optimal hedging strategy based on stochastic Lagrange method

LIU Xuan-hui, ZHAO Ning-ning, XU Qiu-xia
(School of Science, Xi’an Polytechnic University, Xi’an 710048, China)

Abstract Stochastic LQ control model is extended to the model of jump-diffusion process. The optimal
control strategy can be obtained by stochastic Lagrange method, which is applied to the optimal hedging
strategy in finance market. Finally, the optimal hedging strategy is obtained by stochastic Lagrange
method.

Keywords stochastic LQ control; jump-diffusion process; hedging; stochastic Lagrange method

1 5|8

REALE M P B 5B Wonhan 7E3CHR (1] FrRHi3R. JER Bensoussan 7E3CHK (2] . Davis 7E3CHK
(3] FPERXTRENL LQ ] RGHEAT THFFE, M BERIB R A BHASUEMMIE R . EXFRAT,
REDL LQ Pl M S HAE v LQ ZEl B R, Bt 5 ] ] LA RS i 2t S B s Sak
[4-6] FRFRH T UEEHRBUEFEERIE R R BIRENL LQ FEf M, HR A — B bEL Riceati 7RG T RAKH
B PSR, SCHR [7] SR Lagrange JriAfH8 T 2 #E L R RR B MEEHI R SCRR (8] B8 T A
EHGRR A X SBOTETITE T ARG A ESRE R, ST [9-15] Y ARENL LQ ZEHIBFR T
(- PR AL A TR PRI, LA LBENL LQ Fifl RGRISERR SO RYORE R — Tto 1B H ARG RBEHL
WS AARHE Brown 23, RMEILH, L7 EKH S HBURESM R E by, R RGO HAAE
SERIBRER, X FHBRER—fARIE N Poisson 2 #2. ZEHFHEX —HZKTFERG FIRMBRER -7 Hut #e, Faft—
BOPRARGHIRENL LQ FEmIFBE. ARFTREH, KBRS R B M7 e R (HEbL) &k
EJEA (REBL) SIS FhEEA T k. X2 FIBENL Lagrange J79A 2 A0THREHL LQ Zil M, RAGHRAM
AR SRF 12 FHAHESR A0 PR & Rl P A S AR EL T, PR8I T e RS S R ELSRE -

2 P##l Lagrange ZESHEHL LQ 24l
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B o(x) = 0 THIRIER, MEERREMZE 5 € R*(T), 1% L(z) = f(x) + z5¢ (x) A zo HEE
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W’ (2, F, P) A— /R =0, {W(t),t > 0} F—4E Brown 23, {N(t),t > 0} HRER A
Poisson 242, H W(t) 5 N(t) Mz Her F(t > 0) Kl W(t) 5 N(t) EBH 0B

B 175 R T g R A ) A

(P)

T
(z(%.))E{% /O [a:(t)Q(t)x(t)+u(t)R(t)u(t)]dt+%m(T)Ma:(T)} (1)

s.t.{ dz(t) = f(t, (L), u(t)dt + o(t, z(t), uw(®))dW (t) + o(t, 2(t), u(t))dAN (¢) o)
z(0) = xg

TEXHE, o(t) H—4eRSERE, u(t) H—4EEHdfa. S3, < L2(0,T),R) , Hrf S3, Kl a2 ),
L*([0,T], R) A&k e B RRAU 25, A T (1), (2) BEHRE T EER, R
TR

B 1 [f(t2,0)? + ot z,u)? + ot 2, u) [ < k(L + |2[?).

iz 2 [f(tzu) = fty,w)? + |o(t,z,u) — olt,y,w)* + |tz u) — oty u)]? < klo -yl ik
M =82, x L2([0,T],R), Z = L*([0,T], R) x L*(2, F, P).
% M — L*([0,T], R) Lamst:

F(a,u)(t) :/0 [f(s,2(s), u(s))ds + o (s, x(s), u(s))dW (s) + @(s, 2(s), u(s))AN (s)] — z(t) + =(0),
UL M LH)ZK:
1

T
T, u) = E{§ /O (H)Q(t)x(t) + u(®) R()u(t)]dt + %m(T)Ma:(T)}.

N - F(z,u)
SUAEHESL M — R LRSS F(r,u) = ( Flo)(T) ).

B& 3 & f(a(t),ult)), olt,a(t),u(t), et (t),ult) BH (1), u(t) HEHERL.

BB 3 A (20(-),uo() WS Fo,u) BITENLE, BeleIas y Ln iy et RanL i s J R o
it TR B 1 AR 2 TR R SRR B4 T R — T, SRERTRURIE (0(-), wo()) 4
F(x,u) BIET &

FH 1 ZH J(ru) 1E (o*,ut) BASRPESTTR, B (o*u) N () BWIENE, MR (o u) B2
B J TEATRANE F(z,u) = 0 TR, TRATFIERINATR at) BEEHUASR: ¢ B7% (2°,u*) N Lagrange
F

1

T
L(w,u) = E{§ /O (2(OQO () + ult)R()u(t))dt + %x(T)Mﬂc(T) FOF (), u(t))di+

o(t,x(t), u(t))dW (1) + ¢(t, 2(1), u(t))dN(t) — dz(t)) +d<A,F>(t)}} 3)
HYEER. A AC) B TFAIEIFBENLE D 772

{ AA(t) = —a(t)dt + b(H)AW (t) + c(t)AN (), te[0,T] @
AMT) =¢
W, (N, F) ATESEH.
MEBA W5IEE 1 WAL FFAE (o), ) , A5 (2, u*) 4 Lagrange Z &
L(z,u) = J(x, U)+T(a() ¢) F(z,u)
_ E{% /O ot w(t)R(E)ut))dt + %x(t)Ma:(t)}+
T
E{/O a(t) - F(z,u)dt + {F(x, u)(T)} (5)

HIEE . A E I BEAL S R
AN(E) = —a(t)dt + b(t)dW (£) + c(t)dN(t),
MT) =¢,
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HISCHR (6] 5 |22 2.4 FTH, 24 |a(t)| < ¢ BHETRAM (a(-), b(), (). AT IELTSCHIE AL F. f(t,2,u),
a(t,x,u)/‘\cp(t,ac,u) HE LRI A(t). F(x,u)(t), ft,z(t),u(t)), olt,z(t),u(t)). o(t, z(t), u(t)).
H1 Tto A ATA:
d(AF) = AF + FdX + d(\, F)
= ANf(t, z,w)dt + o(t, z,w)dW(t) + @(t, z,uw)dN (t) — dz(t)] + F[—a(t)dt + b(t)dW (t) + c(t)dN (¢)]+
d(A, Fya(t)Fdt = —d(AF) + A[f (¢, z,w)dt + o(t, z, w)dW (t) + ¢(t, z,u)dN (t) — dz(t)]+
b(t)FAW (t) + c(t) FAN(t) + d(\, F)

(6)
[i]:: R
E / ) FAW (¢ (7)
T
E/O d(AF) = ENT)F(z,u)(T) = M0)F(z,u)(0)] = E[¢ - F(z,u)(T)] (8)

¥ (7) 2 (8) AN (5) KA[1EE] (3) R B
FIE 2 W (%) KN (P) WM, H (o%,u*) K Flr,u) BIENE, IRAFETE Tto 1R A1) 8T
F— B 2 AT

dz*(t) = f(t, z*,u*)dt + o(t,z*, u*)dW(t) + p(t, z*, u*)dN(t)
) 9)
z*(0) = xo
dA(t) = —a(t)dt + b(t)dW (t) + c(t)dN (¢) (10)
AT) =¢
E A vo FEE. AM0)=0
¥ (1)Q(t) + )\(t)%f(t x*u") + AzA(t)aggp(t,x*, u*) 4+ A2c(t) + b(t) 883: (t,z*,u*) —a(t) =0,
w (O R(t) + A(t) 8uf(t T ut) + AQ)\(t)%cp(t,x*, u*) + b(t)a%a(t,x*, u*) =0,
a*(T) = €.

B diERE 1w T%ﬂ (z*,u*) 4 Lagrange {Z & L(z,u) BB, H (9) XML T
( ) = —a(t)dt +b(t)dW (t) + c(t)dN(t)

F(t) = f(t,z,u)dt 4+ o(t,z,u)dW(t) + o(t, x,u)dN () — dz(t)

A F)(t) = b(t)o(t, z,u) — d(X, z)(t)

J2(t)) = A)da(t) + x(t)dA(t) + d(A, 2)(D),

At
BT d(A, F)(8) = b(t)o(t, @, u)dt + A(t)dx(t) + x(t)dA(t) — ( () (1)), BHEXAA (3) KAFAHI
)

<
L) = B{ 5 [ @) + u) ROuO)dt + 5o(T)0(7)
+A@)[f(t, z,u)dt + o(t, z, u)dW (t) + @(t, x, u)dN(t) — da(t)] + b(t)o(t, x, u)dt

(t)dz(t) + z(t)dA(t) — d()\(t)x(t))}

1 (7 1
:E{§A [2(Q)2(t) + u(OR()u(t)]dt + Sa(T)Ma(T)
(O)[f (t, 2, u)dt + o (t, 2, u)dW (£) + @(t, 2, u)dN(t)] + b(t)o(t, x,u)dt — z(t)a(t)dt
+x(t)b(t)dW (t) + x(t)c(t)dN (t) — d()\(t):c(t))}
T
:ﬂ% A[@W@ﬂ@) w(t)R(t)ult) + (1) f(t, 2, u) + b(H)o(t, 7, u) — 2(t)a(t)]dt
T T
+/O At)o(t, o, u) + )| (¢ +/O p(t, @, u) + c(t)z(t)]AN (2)
+§xavALMT> ex(T) + <o><m},

MHT E [ At)o(t,z,u)dW(t) =0, E [ z(t)b(t)dW (t) = 0.

+A(t

N =
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BUAEALEE BT Lz, w) FHBU E [ A6)e(t, z,u)dN(t), E [ c()z(t)AN () FE [} c(t)z(t)dN(t) =
B[N c(vn)a (i), Horf v FRAGAE 0, 7] PORAE i D\Zzﬁzﬂ%&éﬁﬂﬂﬁ] N(T) FRAER ] [0, 7] P&
Gt R AT BRERIKEL.

N(T) N(T)

B[ 3 o] = 2B 3 et

' 2()|N(T) = ]P{Nm:n},

1R SN c(v)a(0) B, v TR RGER A RBRIREIETIE], 01, v, - - - B MINBIKITFHER. 41552 F b
DU R 0 AT o), b, - - -, B R— AR G EARA TS, Frd S, c(v)a(v;)
=" e(v))z(v}). 1 Poisson iFRRSEHERTAI v}, v), - - N Poisson 32 n A~ % 4RI —ANBEHLHES.

WA — ISR REN B R GERMBERECY () = 2,0 <t < T), XiE

N(T) N(T)
E{ ; c(vi)z(vs)|[N(T) = n] = E[ ; c(v))z(W))|N(T) = n}

n

_ Z Elc(v))x(v})|N(T) = n]

Dy
=7/0T e(a(t)dt.

EE%E‘%%’AEQ‘I’)‘D B[N e(vi)a(v)] = [zi c(whz(])] = XL [Te(t)z(t)dt = A2 [ e(t)z(t)dt. [
Hr[E Efo o(t,x,u)dN(t) = \2 fo o(t, z,u)dt. ¥ AR S %’f‘t)\ L(m u) A[f5

1 /T
L(z,u) = E{§/0 [()Q)x(t) + u(t)R(E)u(t) + 2A() f (¢, x,u) + 2b(t)o (¢, x,u) — 22z(t)a(t)]dt

1 T
+§3:(T)Ma:(T) —&x(T) + A(O)x(O)} + A2 / [e(t)z(t) + A(t)p(t, x,u)]dt,
0

X L(z,u) 7 (2%, u*) 4K Gateanx 85 AT -
. L(x* +eAz,u* 4+ ecAu) — L(z*,u*)
iy 6

—E [(x*(T) — 6)Az(T) + )\(O)Ax(o)}

+E / { of (t’a”’;’”*) 4 ppy 2otz w) —a(t)} Ax(t)dt

+)\2/ [ () + A(t )W] A(t)dt

+E / { 2 AGTET a"“’x*’“*)]m(t)dt

3

Ou ou
+A /O M) =5~ ]A (t)dt.
B Ao F1 Au BIIERYE, TRARE
wORE + 7LDy 270 HQA()aso(t;j,u )y
2 (T) = €.

3 Bl LQ f=hlEem PR B

WIS AERMIESR. —FohREIES:, HYrHE P(t) BRI B 772
dP(t) = P)[b(t)dt + o () AW () + p(t)AN (2)],
P0)=p, tel0,T].
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F—MCA T REHES:, HMHEA Po(t), IR TFITRE:
APy(t) = rPy(t)dt,
Py(0)=po >0, te][0,T],
oA w(t) #EEAZR] (2, F, Fi, P) LEIARHE Brown 523)), N(t) AHRERZ A B Poisson &, r AToRERF
K, b(t),0(t), o(t) K Fi BN
BRERIVIRE N 2(0) = 0, t BZAFERKIES LB E A 0, IBATETCRRIES: L858
1 —mp, WETAIWEE R (t). AF4 x(t) 6 T HIIRENLA 7

dz(t) = z(t)[(r + mo(t)Qr)dt + mo(£)dW (t) + mp(t)dN(t)], t € [0,T] (11)
Hef Q= M % ¢ HREARE, PHREVERNE . (15
W%igET(a;O () = BE|X(T) - €2, Y= { E/ t)dt < oo} (12)
/%\
y(t) = x(t) — E[¢]F] (13)

EE|F) 2 Fo B, 8RR SRR, FE4E m € L3[0,T] {75
E[¢|F:] = E¢ —l—/o Z(s)dW (s).

KRR
dy(t) = (y(t) + BRI + mo®)Q)dt + (mo(t) — m(£)dW () + mp(t)dN ()] (14)
Hrfom(t) = 25 3
y(0) = 2(0) = B¢ =yo, J(wo:m) = J(yo : m) = Bly(T)[? (15)
SR (1), (12) BREELA (14) | (15). 50 2 ATA)
AB)lr + 7o (H)Q] + b() [} o (t) — m(1)] — a(t) + N[e(t) + AE)m] (1) = 0 (16)
MBI (1) + B[ F)o(H)Qd] + bB)[(y* (1) + B(E|F)o(t)] + A2AD[y* (1) + BEF)lpt) =0 (A7)
IR (17) T Ao (£)Q + b(t)a(t) + N2A®)p(t) = 0, Bl: b(t) = 220 iyt (16) T4
o alt) —m(b(t) —rA()
LT XD @ + b (t) + XADR(D)
)

alt) — mOAMBD o) +mHABo(H)Qr rA(t)

o(t)

Qr = A(B)(t) = A1) Qi + A1) (1)

— mHAMB)e(t) — mHAB)o(H)Qr — o (HAN({)
AMBet)(A = 1a(t) '

Alt)o(t)
a(t)a(t)

&t

8 T B ERAR B B X R G AR i B MK — KURL R R KF, TE RGURAS IR B -1 ot 72
B, BFFE T RGERIBEHL LQ Pl [, #E— P ALKl Lagrange FIERE] T REBAMERIKEE, )52 %
HER ARG R ERE R, 58] T B EIRE SR
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